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FOREWORD

This volume contains a selection of materials from
The New International and Labor Action on the subject of the
""permanent war economy,' i.e., the.present stage of capitalism.
It presents an approach to the Marxist analysis of late-capit-
alism, or 'meo-capitalism," which is quite different from, say,
that of André€ Gorz or Ernest Mandel or Baran-Sweezy. It defin-
itively rejects the notion, implicit in Gorz and others, that
capitalism has '"'solved the economic question'" and that social-
ists must therefore base themselves on other problems (such as
"life styles'" for some); and it presents an analysis which
shows up the extreme superficiality of the treatment of this
question in Mandel's much overrated Traité d'Economie Marxiste
(in English as Marwist Economic Theory).

The bulk of the following pages is by T. N. Vance—
the pen name used by a professional economist employed in the
business world and specializing in the analysis of business
trends. Vance had previously written on the same subject in
the magazine Politice for February 1944 under the name Walter
J. Oakes (note the discussion of this Oakes article in the first
chapter); before that, he had discussed aspects of the war eco-
nomy in The New Intermational under the name Frank Demby (es-
pecially in the NI of September 1941).

His main work on the subject, published here in full,
originally appeared in six installments (chapters) in The New
International in 1951 (from the January/February issue to the
November/December issue).

Vance's work is presented here, not as the last word
on the subject, but rather as the first serious attempt at an
in-depth treatment. He had occasion to modify some views in
subsequent articles, the salient sections of which are also in-
cluded here; and we are by no means of the opinion that all of
his statements are infallible. For all that, there is nothing
else like this pioneer work.

The abbreviations NI and LA are used throughout for
The New International and Labor Action.

HAL DRAPER

[4]
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THE PERMANENT WAR ECONOMY

T. N. Vance

1. Basic Charqcferfsfics

With the beginning of
World War 11, both American and
world capitalism entered a new epoch
—the era of the Permanent War
Economy. This was not easily dis-
cernible in the immediate postwar
period and it is only now, after the
outbreak of the Korean war, that
there is growing awareness that cap-
italism has entered a new stage. Its
political basis of "neither peace nor
war” was demonstrated in “After
Korea—-What?” in the previous issue
of THE NEW INTERNATIONAL. Whether
American armed forces are continu-
ously engaged in active combat is im-
material to the nature of the new
period in which we live. That is
merely a tactical aspect in the current
struggle for world supremacy between
American and Stalinist imperialisms.
In fact, the character of the Perma-
nent War Economy, because it oper-
ates in either “peace” or “war,” is
most clearly delineated precisely when
American armed forces are not en-
gaged in open hostilities.

In the same article, by analyzing
the gigantic growth in output during
the war and the maintenance of this
high level of production since the
war, together with the huge accumu-
lation of capital, we have really pro-
vided the key data underlying the
economic basis of the Permanent War
Economy. [ts cssential features can be
seen by examining the entire period
since 1939, remembering that never
before in the history of the United
States have expenditures for war on
“national defense” purposes in peace-
time exceeded one or one and one-
half per cent of total output. In other
words, prior to the advent of the
Permanent War Economy the end-
purpose of economic activity, other

than in wartime, was to satisfy con-

sumers’ wants through the produc
tion and distribution of commodities
that yielded a profit or other form of
surplus value to the capitalist. War
outlays were so ncgligible in peace-

time that they could be ignored 1n
any analysis of the economy for they
had no real measureable impact.
During the century and more of the
development of modern capitalism,
since the first industrial crisis of 1825,
the capitalist sought his profit in the
marketplace through the production
of consumer goods and services. Some
capitalists, of course, made a profit
through the production of means of
production (fixed capital) but such
machinery was intended for the use
of other capitalists who, in turn,
would employ the machines to pro-
duce consumer commodities more
profitably than could otherwise be
done. This was the typical modus
operandi of capitalism up to and
into the period of its decline, except
in wartime, until the beginning of
the Permanent War Economy. It gov-
erned all phases of the business cycle.
To be sure, relatively small stand-
ing armies and navies were accepted.
Even in European countries that prac.
tised conscription, however, these
armed forces- were distinguished by
their smallness. With only a handful
of exceptions, the bourgeoisic did not
look to government war orders or
“defense contracts” as an important
source of business or profit. When a
war came, it was universally regarded
as an interruption of normal activity,
even if it yielded imperialist profits
and markets. When a war ended, it
was the bourgeoisie who took the lead
in resuming production of peacetime
commodities and who, for the most
part, resented any governmental at-

- tempt to maintain a’ larger armed

force than had previously existed in
peacetime. While war was normal in
the sense that it occurred every so
often, and was an acceptable instru-
ment of national policy, it was abnor-
mal in that large expenditures for war
purposes in peacetime were not so-
cially acceptable and that morally war
and war outlays were to be avoided if
at all possible.

(5]

THE DOMINANT CHARACTERISTIC oOf
the Permanent War Economy is that
war output becomes a legitimate end-
purpose of economic activity. This de-
velopment and its basic significance
were analyzed by Walter J. Oakes
in an article in the February, 1944,
issue of Politics, entitled “Toward a
Pcermanent War LEconomy?” Oakes’
definition remains perfectly valid to
this day: “A war economy . . . is not
d.etcrmined by the expenditure of a
given percentage of a nation's re-
sources and productive energies for
military purposes. This determines
only the kind of war economy—good,
bad, or indifferent from the point of
view of cfficiency in war-making. The
question of amount, however, is obvi-
ously relevant. At all times, there are
some expenditures for war or ‘nation-
al defense.” How much must the gov-
ernment spend for such purposes be-
fore we can say a war economy exists?
In general terms, the problem can be
answered as follows: a war economy
exists whenever the government's ex-
penditures for war (or ‘national de-
fense’) become a legitimate and sig-
nificant end-purpose of economic ac-
tivity. The degree of war expenditures
required before such activities become
significant obviously varies with the
size and composition of the national
income and the stock of accumulated
capital. Nevertheless, the problem is
capable of theorctical analysis and sta-
tistical measurement.” (Italics in
original.) -

We shall return to Oakes, both his
contributions and his mistakes. We
now have, however, a large body of
factual data from 1939 to 1950. We
can also project our data through
1953 with a fair amount of accuracy
on the basis of what is currently
known regarding Washington’s plans.
Only one major assumption is re-
quired; namely, that largescale glo.
bal hostilities involving the armed
forces of the United States will not
take place before 1954. We shall then
have a period of fifteen years to ana-
lyze. With the rapid movement of his-
tory in the twentieth century this is




sufficient to isolate the major features
of the Permanent War Economy, to
discover its basic laws of motion and
to propose what now appear to be
proper strategy and tactics for the in-
dependent socialist movement.

It is clear that we must begin with
the relationship between war outlays
and total output. As a first step, we
can take the government's official fig-
ures for “national defense and related
activities” as a percentage of gross na-
tional product, net national product
and national income. These data for
1939-1953 are shown in Table A.

The use of either gross national
product, net national product, or na-
tional income as a measure of total
output does not alter the basic rela-
tionships or trends involved. The defi-
nition of war outlays, and therefore
the choice of series selected, is, how-
ever, of some significance. Inasmuch
as it is desirable to use official govern-
ment figures wherever possible, with-
out distorting the picture that

emerges, we have selected the series

called “national defense and related
activities” as our measure of direct
war outlays. We could have used the
Federal war component of gross na-
tional product, as estimated by the
National Income Division of the De-
partment of Commerce. Aside from
the fact that Commerce has not pub-
lished the breakdown between Fed-
eral war and non war purchases since
1946, this latter series, although based
on Treasury classifications of expendi-
tures, runs at a somewhat lower level
than the former, apparently being
more closely confined to the heart of
war expenditures as represented by
the Department of Defense.

Under the Commerce concept, for
example, the peak of war outlays in
1944 is $88,615,000,000 against the

6

$90,888,000,000 shown in the table.
While this is a difference of more
than $2 billion, the percentage of re-
sources devoted to direct war output
at the peak of the war effort is only
reduced from 42.5 per cent to 41.5 per
cent of gross national product or, in
the case of net national product, from

45 per cent to 43.9 per cent. A shift of

one or two percentage points in the
ratio of war output to total produc-
tion is of little consequence to our
analysis and well within the margin
of error in all the estimates. Both se-
ries, moreover, possess almost identi-
cal trend lines except for the year
1941 where, inexplicably, the Com-
merce series is one billion dollars
higher than the Treasury series. This
discrepancy may be due to arithmeti-
cal error or, more probably, to differ-
ent procedures in allocating war ex-
penditures by years.

At any rate, as explained in the
1949 statistical supplement to the Sur-
vey of Current Business, “expendi-

tures for ‘national defense and related -

activities’ currently include those of
the Departments of the Air Force, the
Army, and the Navy; payments under
Armed Forces Leave Act; expendi-
tures of the U. §. Maritime Commis-
sion, UNRRA, surplus property dis-
posal agencies, and the Reconstruc-
tion Finance Corporation (after July
1, 1947, expenditures of RFC for na-
tional defense and related activities
wére not segregated from other ex-
penditures of the Corporation and its
affiliates, which are included under
‘other’ cxpenditures).” Conceptually,
this appears to represent a fairly good
measure of direct war outlays and is,
in any case, the best available. It per-
mits a relatively accurate analysis of
the impact of direct war outlays on
the economy.

Gross Net
National

TABLE A: RELATIONSHIP OF WAR OUTLAYS TO TOTAL OUTPUT, 1939-1953
{Dollar Figures in Millions)

© Col.(4) Col.(4) Col.(4)

National - National War As % of As % of As % of

Product  Product Income Qutlays Col.(1) Col.(2) Col.(8)
Year (1) (2) (3) (4) (5) (6) (7)
1939 $91,339 $83,238 $72,5632 $1,366 1.5% 1.6% 1.99%
1940 101,443 93,003 81,347 2,772 2.1 3.0 34

1941 126,417 117,128 103,834 12,708 10.1 10.9 122
1942 161,551 151,570 137,119 50,892 31.6 33.6 37.1
1943 194,338 183,658 169,686 83,172 42.8 45.3 49.0
1944 213,688 201.801 183,338 90,888 42.5 45.0 49.4
1945 215,210 202,800 182,691 78,756 36.6 388 43.1
1946 211,110 198,947 180.286 24,087 114 12.1 134
1947 233,264 218,419 198,688 14,541 6.2 6.7 7.3
1948 259,071 241,676 223,466 11,201 4.3 4.6 6.0
1949 255,578 236,806 216,801 12,847 5.0 5.4 6.9
1950* 278,000 257,000 234,000 15,922 5.7 6.2 6.8
1951¢ 300,240 279,359 251.550 40,095 134 . 144 15.9
1952* 315,252 293,327 264,373 46,920 149 16.0 178
1953* 321,567 299,194 268,377 54,285 16.9 18.1 20.2

*Data for 1950-1953 arc estimated, as explained in the text; 1950 national
income and product data are based on Department of Commerce figures for the
first half of the yecar, with 1950 war outlays based on expenditures for
“national defense and related activities” as reported by the Treasury Depart-
ment for the first cight months of the year.

" WAR OUTLAYS, AS THUS DEFINED,
were projected for the last four
months of 1950 and for 1951-1953 on
a fairly crude basis, in the absence of
any dctailed public information on
military requirements and related
programs. The method used was to
assume an armed forces manpower
trend from the latest published - fig-
ures, including such information as is
available on the draft, and the an.
nounced goal of reaching an armed
force of three million by mid-1951. A
“salary” ratio for average military
personnel was then developed on the
basis of published data for military
wages and salaries, which assumes
only a very modest increase fram 1949
to 1953 in the cost of maintaining av-
erage military personnel. While this
factor is subject to somc margin of
error, it is nccessarily small. A more

‘serious difficulty was encountered in
the second step of the projection,
which was to develop an “equipment”
ratio to relate total expenditures of
the Department of Defense to total
military wage and salary payments.
Here the assumption of increasing
fire power and mecchanization, al-
though based on past experience, is
essentially arbitrary. To compensate
for any possible overstatement inher-
ent in the method, or for any lag in
military procurement, the projection
excludes any attempt to forecast the
trend in the “related activities” por-
tion of our war outlays series. Expen-
ditures for direct war outlays of $40.1
billion in 1951, $46.9 billion in 1952
and $54.3 billion in 1953 were ob-
tained, as can be scen from column
(4) in the table on “Relationship of
War . Outlays to Total Output.”
These results conform rather closely

to the guarded public statements of -

leading officials in the Department of
Defense. 1f anything, our figures ap.
pear to be on the conservative side.*

The projections of the total output
measures, gross national product, net
national product and national in-
come, were based on fairly straight-
forward extrapolations of ‘existing
‘trends. Allowance was made for in-
creasing indirect business tax liabili-
ties, thus accounting for the some-
what smaller rate of increase in na-
tional income as compared with na-
tional product, both gross and net.
With the exception of 1951, when it
is assumed that many defense plants
idle since the end of the war will be
reactivated, constant rates of capital
consumption have been assumed. Vir-
tually identical trends in both gross
and net national product thus result.

*BEditor's Note: The President’s budget
message recommends an expenditure of
$41.4 billion for military services during
the coming fiscal year, corresponding
rather closely to the author's forecasts.

[ 4]
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It should be kept in mind that the
method employed makes rather full
allowance for rising prices in 1950,
but only partially anticipates the in-

flation that is bound to occur in 1951
and makes virtually no allowance for
rising prices in 1952 and 1953. This,
however, is entirely consistent with
the method used to project war out-
lays, which likewise largely ignored
the effects of inflation on military sal-
aries and procurement, thereby per-
mitting fairly accurate measurement
of the relationships involved.

It is recognized that more accurate
results would be obtained if the re-
lationship between war outlays and
total output were expressed in con-
stant rather than in current dollars,
for it may be safely assumed that price
rises in the war sector during a major
war outstrip price rises in the civilian
sector. It should be emphasized, how-
ever, that this would be noticeable in
columns (5), (6) and (7) only for the
years 1942-1945. Inasmuch as the dif-
ference would not be significant (at
the peak of the war effort in 1943-
1944, war outlays would still take at
least’ 40 per cent of gross national
product in real terms as compared
with 42.8 per cent or 42.5 per cent)
and the statistical measure could only
be the crudest sort of approximation,
we accordingly sacrifice theoretical to
practical considerations and make no
attempt to express our data in con-
stant dollars.

In view of the fact that war outlays
are gross (that is, they make no allow-
ance for the consumption of capital
in the war sector), it may be wondered
why the relationship betwen war out.
lays and total output is not confined
exclusively to gross national product.
In theory, this would indubitably be
a sounder procedure. In practice,
however, this would tend to under-
state the impact of war and the Per-
manent War Economy, for the defini-
tion of war outlays is relatively nar-
row and restricted. It is confined ex-
clusively to the Federal government,
and hardly covers all direct war-in-
duced outlays in this sphere. It omits
all private expenditures that may di-
rectly or indirectly result from war or
war preparations.

If, for example, we posit an econ.
omy in which war and war prepara-
tions are non-existent, think of all the
expenditures in the private sector
that would be abandoned, thereby
freeing these rcsources for the satis-
faction of consumer wants. Included
would be such matters as all private
expenditures for civil defense, an un-
known percentage of the output of
the chemical, aviation and other in-
dustries that is not financed by the
government, an unknown percentage
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of various aspects of privately-tinanced
research, and without question a sig-
nificant portion of the outlay for all
forms of transportation. Moreover,
the consumption of capital in the war
sector is relatively small compared
with the civilian sector. In view of all
these considerations, not to mention
certain conceptual and statistical lim-
itations in the measurement of gross
national product, we are of the opin.
ion that the relationship between war
outlays and net national product, as
shown in column (6), is the best single
measure available of the impact of
direct war preparations and produc-
tion and that the range of probable
error in the estimates is adequately
shown by columns (5) and (7).

- WHILE TOTAL REAL OUTPUT ROSE
steadily during the war, with rela-
tively minor fluctuations since the end
of the war, it will now be further in-
creased until by 1953 production
will approximate the peak achieved
during the last war. Meanwhile, war
outlays rose much faster than total
output during World War II, thereby
reflecting both the increase in total

output and the shift of resources from
civilian to war production. In per-
centage terms, the 1.6 per cent of total
output devoted to war outlays in 1939
represents, insignificant as it may be,
an extremely high level for a peace-
time year before the development of
the Permanent War Economy. The
economy of the United States was for
the last time to lag behind the rest of
the capitalist world in conforming to
the requirements of the Permanent
War Economy. By 1940, with three
per cent of production devoted to war
purposes, American imperialism be-
gan in rather hesitating fashion, while
war was engulfing the world, to de-
velop its own war economy. With war
outlays taking about 11 per cent of
total output in 1941, the percentage
then rose more than fourfold to about
45 per cent in 1943-1944 as American
imperialism crushed the challenge of
German and Japanese imperialisms,
aided of course by the Allies.

There then occurred a sharp de-
cline, until Korea, in the ratio of war
outlays to total output. It is most sig-
nificant, however, that the decrease in
war outlays or in the ratio between
war outlays and total output did not
approach the low levels of 1939 or even
of 1940. Here is the first real evidence
of the change ushered in by the Per-
manent War Economy. Even at their
low point in 1948, direct war outlays
of more than $11 billion, representing
almost 5 per cent of total output, are
hardly insignificant. They will now
rise sharply, although not as rapidly
as during World War II. Neverthe-
less, there will immediatcly” be a

N

threefold rise in direct war outlays
and, by 1952-1953, a threefold in-
crease in the ratio of war outlays to
total output.

We are, so to speak, in a situation
comparable to 1941. This does not

mean that 1942 has to follow immedi-
ately. On the contrary, as already ex-
plained, there is every reason to be-
lieve that all-out shooting war will
not take place for several years. It
does mean, however, that war expen.
ditures have indced become both a
legitimate and significant end-pur-
pose of economic activity. As a conse-
quence, economic theory (both bour-
geois and Marxist) will have to be
modified in several important re-
spects. Consider, for example, the fol-
lowing statement of Simon Kuznets,
the outstanding pioneer in the field
of national income in the United
States, in his book, “National Product
in Wartime,” published in 1945: “In
conclusion, we stress the dependence
of the concept and the estimates upon
the definition of the purpose of eco-
nomic activity. National product can-
not be measured for the years of a
major war as it is in peacetime be-
cause the customary long-run assump-
tions concerning the goals of econom-
ic activity are not basic.”

It is precisely the goals of economic
activity that the Permanent War
Economy has changed. Sizable out-
lays for “defense” are now normal
and socially acceptable. It may even
be suspected that these war outlays
play an important role in sustaining a
generally high level of economic ac-
tivity. This appears to be clear when
the ratio of war outlays to total out-
put exceeds 10 per cent but what
about the period from 1947-1950
when the percentage hovered around
five and six per cent? Direct war out-
lays may have been bclow the “criti-
cal” point in these years, but the pic-
ture is considerably altered when in-
direct war outlays are included in our
analysis.

ASIDE FROM THE EXPENDITURES of
the Department of Defense and the

relatively minor additional outlays

included in the series on “national
defense and related activities,” our
measure of direct war outlays, there
are a whole host of programs in which
the Federal government is engaged
that stem directly or indirectly from
previous wars or are an intcgral part
of American imperialism's prepara.
tions for World War 111. Thesc fall
into two broad categories: forcign
economic and military aid, whose es-
sential purpose is to obtain allies and
markets for American imperialism;
and certain domestic programs, such
as all the expenditures of the Veterans



Administration, that are imposed on
the national state as the only feasible
method of carrying them out. While
_some of these expenditures, although
from different motives and with dif.
ferent results, would have to be in-
curred by a workers’ state, they are
clearly a product of the Permanent
War Economy. Failure to include
_them in our analysis would distort
the entire nature and impact of the
new stage in the history of capitalism.
Indircct war outlays are really ‘a
new phenomenon in the sense that
they first become sizable in the post-
World War II period, as can be seen
from Table B, which also permits a
comparison of the relative importance
of direct and indirect war outlays and
an analysis of their combined impact
on total output.

Our estimates of indirect war out-:

lays have been built up by analyzing
" in detail each program that it ap-
peared proper to include in our clas-

sification and by projecting those pro-’

grams that appear reasonably certain
to continue on as conservative and

realistic 2 basis as possible. If anything, .

_ our figures understate the true magni.
tude of indirect war outlays. In keep-
ing with our entire approach, only

government programs have been con-
sidered. The exclusion of all indirect -

private war outlays leaves out such

febrile activities as building of atomic '

bomb shelters and preservation of rec-
ords in bomb-proof vaults, to men-
tion only the obvious. Then, we have
made only token allowance for state
and local government expenditures
for civil defense and related matters.
Moreover, we have failed to identify
all the Federal programs that should

be included under the classification,
“indirect war outlays.”” For example,

no attempt has been made to include
RFC loans for “defense” purposes,

which have been excluded since ]uly' :
1, 1947 from direct war outlays. In-
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addition, propaganda activities ot the
Federal government, such as the
“Voice of America,” are excluded
from our figures, but are clearly part
and parcel of war preparations, at
least in large measure.

" 'Our projections of the major pro- ~

grams comprising indirect war out-
lays have assumed that the Republi-
can gains in Congress will be reflected

‘in a more careful scrutiny of all such

expenditures, although no fundamen-
tal change in policy is anticipated.
Dollar-wise, the most important pro-
gram is represented by.the Veterans
Administration, which reached a peak
of $7.1 billion in 1947 and remained

" at $6.8 billion during 1948 and 1949.

Although current expenditures of the -
Veterans Administration are running
at the rate of $6 billion annually, we
have reduced this item to $5 billion
in 1951 and only subsequently do we
project a modest increase in view of
the expanding size of the armed
forces. ’

With regard to the so-called Mutu-
al Defense Assistance Program, which
covers all forms of military aid to At-
lantic Pact nations, Greece, Turkey,
etc,, it is difficult to see how this can
be less than the $5 billion projected
in 1952 and 1953. If any serious at-
tempt is made to contain Stalinist
imperialism in Asia, this type of ex-
penditure may be expected to in-
crease markedly above present insig- .
nificant levels. Despite the Gray re-
port, our projections for the Marshall
Plan, Point Four and Export-Import
bank loans have been extremely mod-
est. They total $2.7 billion in 1951,
$2 billion in 1952 and only $1.5 bil-
lion in 1953. In the case of the Point
Four program, for which the Gray re-
port recommends an annual expendi-
ture of 500 million dollars, our peak
projection reaches only $200 million. '
Al remnining foreign aid programs

TABLE B: DIRECT AND INDIRECT WAR OUTLAYS, 1939.1983
AND THEIR RELATIONSHIP TO TOTAL OUTPUT
(Dollar Figures in Blliions) .
Net Col.(2) Col.(4)

National WAR OUTLAYS As%of As%of

Produot* Direct* Indirect Total Col.(1)* Col, (1)
Yeor (1) - (®) ) 4) - (s) (e)
1939 $83.2 $14 $0.6 $2.0 1.6% 24%
1940 93.0 28 - 08 3.6 8.0 B ¥
1941 1171 127 1.2 18.9 109 119
1942 151.8 50.9 0.9 518 33.6 34,2
1943 183.7 832 0.9 841 453 458
1944 201.8 90.9 18 92.2 458.0 45.7
1946 202.8 8.8 4.0 82.8 88.8 408
1948 198.9 24.1 0.6 33.6 121 169
1947 2184 145 164 29.9 6.7 18,7
1948 2417 112 124 23.6 4.6 9.8
1949 236.8 12.8 12.2 25.0 5.4 108
1980 est. 257.0 15.9 12.0 27.9 6.2 109
1951 est. 2794 40.1 15.9 56.0 144 20.0
1952 est. 293.3 -46.9 15.0 61.9 18.0 21.1
1953 est. 209.2 54.3 162 70.8 181 238
*Taken from Table A.

are inconsequential in magnitude.
Our analysis remains unaffected even
if they were to be completely elimi-
nated, but such cannot be the case
since they include Korean aid and
other programs that will be operated
mainly through the United Nations.
Because a portion of the data was
obtained on a fiscal year basis, there
may be certain adjustments required
in the allocations by caléndar year,
but these are unlikely to be serious.
The only place where there is any pos-
sible overstatement of indirect war
outlays is in our assignment of total
expenditures by the Atomic Energy
_Commission to this category. There
is no basis, however, for allocating
any portion of such activities to ci-
vilian output and the safest proce-
dure seemed to be to assign total ap-
propriations, as reported in the Fed-
eral Budget, to indirect war outlays.
The fact that AEC procurement now
carries a “D. O.” priority rating indi.
cates that the government considers
this program an integral part of the
“defensc” program.

We have dcliberately omitted in-
clusion of net.interest on the national
debt, now running well over $5 bil-
lion a year, from our concept of war
outlays because the Department of
Commerce in its basic revision of 1947
eliminated such payments from the
national income and product. It may
well be that government interest pay-
ments “do not represent currently
produced goods and services or the
current use of economic resources,” as
Commerce contends, although even
this would be true only when the gov-
ernment is operating at a deficit
which exceeds total net interest pay-
ments on the national debt. We find
most unconvincing, however, the
statement in the July 1947 National

Income Supplement to Survey of Cur-’

rént Business that “it seems sensible
that a comparison of the prewar and
postwar volume of production should
not be distorted by the continuing in-
terest on the national debt that arose

during the war.” On the contrary, the

rise in the national debt and the enor-
mous interest burden thereby created
are basic characteristics of the Perma-
nent War Economy and should be
considered in any analysis of produc-
tion or its distribution. While this is
particularly true of the relationship
between war outlays and total output,
we refrain from making the adjust-
ment {n order to avoid any theoretical
controversies, but we feel that this
omission is an added reason for be.
lieving that our ratios nf war output
to total production are conservative,

THE RISE OF INDIRECT WAR OUTLAYS
in the postwar period to, a point
where five per cent or more of total

“y
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output is siphoned off by the govern-
ment programs included under this
concept is one of the basic character-
istics of the Permanent War Economy.
For American imperialism this repre-
sents an indefinite and apparentlv
permanent burden. As the table
shows, in the years 1947-1950 inclu-
sive, indirect war outlays were "virtu-
ally as important as direct war out-

lays (with the former totaling $52 bil-
lion for the four-year period and the
latter $54.4 billion. As a result, total
war outlays even at their postwar
nadir in 1948 amounted to $23.6 bil-
lion and took about 10 per cent of
total output.

Naturally, the projected rise in in.
direct war outlays is dwarfed by com-
parison with the anticipated increase
in direct war outlays. In fact, it is the
precipitate growth in direct war out-
lays that imposes such a careful
screening of, and relative curtailment
in, indirect war outlays, for there is a
limit- to the economic strength of
American imperialism.

Total war outlays, as shown in col-
umn (4), and their ratio to total out-
put, as shown in column (6) of the
above table, become the key instru-
ments of analysis. It is only when
these figures are examined that the
true character of the Permanent War
Economy emerges. Enormous produc-
tion and enormous waste go hand-in-
hand. They are both cause and effect
of the huge volume of capital accumu-
lation described in the previous ar-
ticle. We showed that total private
gross capital formation averaged $39
billion annually in the five postwar
years from 1946 to 1950 inclusive.
During the same period, total war
outlays averaged $28 billion a vear.
Imagine what would have happened
to capital accumulation and to pro-
duction if war outlays had returned
to the negligible level of 1939 or be-
fore! In onc sentence, the prophets of
postwar depression would have been
correct. By the same token, because of
the inherent nature of capitalist pro-
duction, total output could not be en-
tirely devoted to civilian purposes
without rapidly glutting the market
and ushering in the previously typical
capitalist crisis.

A corollary and yet basic feature of
the Permanent War Economy is both
the size and nature of state interven-
tion in the economy, as revealed by
the magnitude of total war outlays.
Federal budgets of $40 billion and
more become a permanent feature of
the new stage of capitalism, with war
outlays, direct and indirect, taking
the bulk of Federal expenditures.
This rolc of the “balancing” expendi-
tures by the state was anticipated by
Oakes, and we shall return to it in a
subsequent article.
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The peaks and valleys in the pro-
portion of total output devoted to
paying for wars, past, present and fu-
ture, are not quite so extreme in vari-
ation once indirect war outlays have
been added to direct war outlays.
Nevertheless, the changes are rapid
and qualitative in nature, which is
another characteristic of the Perma-
nent War Economy stage of capital-
ism. The figures suggest that about 10
per cent of total output must be spent
in the form of war outlays before the
latter become significant in their im-
pact. This is quite reminiscent of the
10 per cent export level that charac-
terized American imperialism prior
to 1929. Its significance is comparable
and for essentially the same reason. In
those former days, without exporting
10 per cent of its output, the profit-

ability of the remaining 90 per cent.

of the output of American capitalism
that went to the domestic market
would have been jeopardized. Simi-
larly, today, without 10 per cent of its
output going to war outlays, the
profitability of civilian output would
be endangered. We shall likewise
elaborate on this point at another
time.

What is most important for the de-
velopment of the class struggle is what
happens as the percentage of total war
outlays to total output declines from
45 per cent to 10 per cent and then
rises again to 20 per cent and more.
Let us not forget that the ratio of war
outlays to total output has become
the prime mover of the economy! As
the ratio rises above 10 per cent, pro-
duction controls become necessary.
The capitalist market loses its effec-
tiveness as an allocator of resources.
At or about the 20 per cent level,
judging from past experience, the in-
flationary and class pressures become
intolerable and distribution controls
(rationing and price control) have to
be instituted. At the 30 per cent level
or thereabouts, large-scale war has al-
ready broken out and manpower con-
trols are invoked to the extent the
bourgeoisie considers feasible. At the
40 per cent level or above, total war
has engulfed society and precious lit-
tle remains of the normal functioning
of capitalism.

BEFORE CONSIDERING THE PRACTICAL
consequences of the Permanent War
Economy, it is helpful to examine its
theoretical foundations.

Under the heading “The Problem
of Unpaid Labor,” Oakes analyzed
the basic contradiction of capitalist
society and showed why the “ ‘balanc-
ing’ expenditures on the part of gov-
ernment must take the form of war
outlays rather than public works.”
This, in essence, provides the theo-
retical foundation of the Permanent

War Economy, and we summarize
what he wrote on this subject. “The,
root of all economic difficulties in a
class society,” states Oakes, “lies in the
fact that the ruling class appropriates
(in accordance with the particular
laws of motion of the given society)
a portion of the labor expended by
the working class or classes in the
form of unpaid labor. The expropria-
tion of this surplus labor presents its
own set of problems; generally, how-
ever, they do not become crucial for,
the ruling class until the point is
reached where it is necessary to pile
up accumulations of unpaid labor.
When these accumulations in turn
beget new accumulations, then the
stage of ‘primitive accumulation’ . . .
ceases and the stability of the society
is threatened.”

In other words, it is the accumula-
tion of capital that at bottom en-
dangers the rule of the capitalists.
Oakes continues: “The ruling class
is impaled on the horns of a most seri-
ous dilemma: to allow these growing
and mature accumulations to enter
into economic circulation means to
undermine the very foundations of
existing society (in modern terms, de-
pression); to reduce or eliminate these
expanding accumulations of unpaid
labor requires the ruling class or sec-
tions of it to commit hara-kivi (in
modern terms, the capitalist must
cease being a capitalist or enter into
bankruptcy). The latter solution is
like asking capitalists to accept a 3
per cent rate of profit, because if they
make 6 or 10 per cent they . . . destroy
the economic equilibrium. This is tod
perturbing a prospect; consequently,

society as a whole must suffer the fate
of economic disequilibrium unless the
ruling class can bring its State to in-
tervene in such a manner as to resolve
this basic dilemma.” (Italics in origi-
nal.) '

Oakes then discusses the necessity
for state intervention to immobilize
excess accumulations of unpaid labor
and how this problem was solved in’
Ancient Egypt by pvramid-building
and in feudal times by the building
of elaborate monasteries and shrines.
“Capitalist society,” he points out,
“has had its own pyramids. These
ostentatious expenditures, however,

have failed to keep pace with the ac-
cumulation of capital. In recent
times, the best examples have been
the public works program of the New
Deal and the road building program
of Nazi Germany. Both have been ac-
complished through what is termed
‘deficit financing.’ That is, the state
has borrowed capital (accumulated
surplus labor for which there is no
opportunity for profitable private in-
vestment) and consumed it by employ-



ing a portion of the unemployed mil-
lions, thus achieving a rough but tem.
porarily workable equilibrium.

“While the Roosevelt and Hitler
prewar ‘recovery’ programs had much
in common, there is an important dif-
ference. The latter was clearly a mili-
tary program. . . . In the United
States, only a minor portion 6f the
W. P. A. and P. W. A. programs pos-
sessed potential military usefulness.
Consequently, as such expenditures
increased, the opposition of the capi-
talist class rose. . . . The more money
the state spent, the more these expen-
ditures circumscribed and limited the
opportunity for profitable private in-
vestment. The New Deal was dead be-
fore the war; the war merely resusci-
tated its political expression and was,
in reality, an historical necessity.

“War expenditures accomplish the
same purpose as public works, but in
a manner that is decidedly more ef.
fective and more acceptable (from the
capitalist point of view). In this, capi-
talism is again borrowing from the
techniques employed by the more
static class societies of slavery and
feudalism. War outlays, in fact, have
become the modern substitute for
pyramids. They do not compete with
private industry and they easily per-
mit the employment of all those
whom it is considered necessary to
employ. True, this type of consump-
tion (waste) of surplus labor brings
with it a series of difficult political
and economic problems. These, how-
ever, appear to be solvable; in any
case, they can be postponed.”

Thus, the continued preservation
of the capitalist mode of production,
a system that has long outlived its his-

torical usefulness, demands everin- .

creasing state intervention which
must take the form of the Permanent

War Economy. We need not concern -

ourselves with the many rationaliza-

,tions whereby increasing war outlays .

are justificd and accepted socially by
all classes, although it is worth noting
that it is the propaganda of the bour-
geoisie that penetrates all social layers
and it is the bourgeoisie which de.

cides what proportion war outlays’

shall be of total output. The Perma-
nent War Economy, however, is a
form of capitalism. The process of
converting unpaid or surplus labor
into surplus value, of which profits
are but one form, still continues.
Above all, capital is still accumulated
*and, as previously, it is the size, com-
position and rate of capital accumula-
tion that provides the basic laws of
motion ~f ~anjtalism.

These laws, which were thoroughly
analyred by Marx, have heen altered

by the development of the Perma-
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nent War Economy, some quantita-
tively and some qualitatively. As
Oazkes puts it. “The Marxian general
law of capitalist accumulation may,
for convenience, be expressed as two
laws; namely, the inevitable tenden-
cies toward the polarization of classes
and the increase in unemplovment.
Today, however, this analysis no
longer holds good without certain
modifications.” We do not entirely
share QOakes' conclusion concerning
the slowing up of the rate of class
polarization, but there is little doubt
that he was correct in forecasting the
relative elimination of unemploy-
ment.

“THE GREATER THE SOCIAL WEALTH,
the functioning capital, the extent
and energy of its growth, and, there.

.fore, also the-absolute mass of the pro-

letariat and the productiveness of its -

labor,” said Marx in “Capital” (Kerr
edition, Volume I, p. 707), “the great.
er is the industrial reserve-armyv. The
same causes which develop the ex-
pansive power of capital, develop al-
so the labor-power at its disposal. The
relative mass of the industrial reserve-
army increases therefore with the po-
tential energy of wealth. But the
greater this reserve.army in propor-
tion to the active labor-armv, the
greater is the mass of a consolidated
surplus.population, whose miserv is
in inverse ratio to its torment of la-
hor. The more extensive, finally, the
lazarus-layers of the working class,
and the industrial reserve-armv, the

greater is official pauperism. This is

the absolute general law of capitalist
accumulation.”

Without entering into all its rami-
fications, the decisive point for Marx
was that as capitalism evolved, capital
constantly accumulated and brought
with it an increase in unemployment.
Naturally, Marx was well aware that
his statement had to be modified in
many ways, especially in relation to
the fluctuations of the business cycle.
Yet, prior to the Permanent War

- .-

TABLE C: UNEMPLOYMENT, 1939.1980

{In Thousands)
Annyal
. Average .
Year Unemployment
1939 9,480
1940 8.120
1941 5,560
1942 2,660
1943 1,070
1944 . : - 670
1045 1,040
1948 2270
1947 2,142
1948 2,084
1949 : 8,308
1950* 3,100

*Estimated on the basis of data for the
first nine months of the year.

kconomy, this fundamental of Marx-
ism was perhaps the most impressive
characteristic of capitalism. That it
no longer holds true may be seen by
referring to the official figures on un-
employment. (Table C)

The data on unemployment are
compiled by the Bureau of the Census
and include those fourteen years of
age and over who are either looking

.. for work or are on public emergency

work projects. This official measure of
unemployment refers to the non-insti.
tutional population and is based on a
sample of 25,000 households in 68
areas, As such, it is admittedly sub-
ject to a wide margin of error, with
the maximum difference between ac-
tual and estimated unemployment
calculated at 18 per cent. While the
series may not properly evaluate the
level of unemployment, and actually
conceals the millions of changes that
occur monthly from the status of em-
ployed to unemployed or vice versa,
as well as the changes into and out of
the labor force, there is little doubt
that it reflects the trend in unemploy-
ment. :

In 1939 there were on the average
almost 9,500,000 unemployed. This is
typical of the decade of the 1930's, for
the peak year of unemployment was
in 1933 when the average was 12,
830,000. As the ratio of war outlays to
total output increased, unemploy-
ment declined until in 1944 it fell to
an average of 670,000. This is even
below the so-called minimum “fric-
tional” level of unemployment, rep-
resenting those who are merely in
process of changing from one job to

another, which is usually placed at

one million persons at a minimum.

~Then, as the ratio of war outlays to

total output began to decline, unem.
ployment increased until in 1949 it
averaged almost 3,400,000. For the
first half of 1950, unemployment av-
eraged almost 3,900,000. With hostili-
ties beginning in Korea came an in-
crease in war outlays. Immediately,
unemployment began to drop and by
September was about two million. We
may expect that in 1951 unemploy-
ment will average about one and one-
half million and in 1952 and 1953, for
all practical purposes, unerployment
will be non-existent.

Thus, a 20 per cent ratio of war
outlays to total output will now have
the same effect on unemployment as
a 40 per cent ratio had during the
war. The reason is, of course, that the
present increase in war outlays starts
with the economy operating virtually
at capacity. In other words, there is a
close relationship between a high
level of production and low unem-
ployment, but the relationship is even
closer in the case of the ratio of war

i ]
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outlays to total output, for war ex-
penditures are the prime mover in
bringing about capacity or near ca-
pacity production. Consider that at
the peak of its pre-Permanent War
Economy prosperity, in 1929, there
was an average of 1,550,000 unem-
ployed and one can readily see the
tremendous impact of the Permanent
War Economy on American capital-
isml ’

The negligible character of unem-
ployment under the Permanent War
Economy, which is vital to the main-
tenance of a stable and safe economic
equilibrium for the bourgeoisie, be-
comes even more apparent when we
compare the level-of unemployment
with the size of the total labor force,
as is done in Table D.

The volume of unemployment has
particular relevance when related ‘to
the total labor force, for with the
growth in population there are on the
average several hundred thousand
persons each year who seek employ-
ment as new entrants into the labor
force. According to Marx, the greater
the size of the proletariat, the greater
the industrial reserve army. While
pressures still operate in this direc-
tion, they are overcome (even if our
figures were restricted to factory em-
ployment) by the ability of the Perm-

anent War Economy to find “employ-

ment” for millions in the armed forces
and in munitions industries. For ex-
ample, in 1944 about 22,400,000 per-
sons on the average were employed as
workers in munitions industries, civil-
ian employees in Federal war agencies
and members of the armed forces.
More than one-third of the total labor
force at the peak of the war was thus
completely unproductive in providing
consumer goods and services.

The 32 per cent rise in civilian em-
ployment in a little more than a dec-
ade of the Permanent War Economy
furnishes dramatic proof of the im-
pact of war outlays on the productive
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capacity of the economy. The size of
the armed forces (derived by subtract-
ing the total civilian labor force from
the total labor force, including the
armed forces) naturally follows very
closely the movement of war outlays
and is further evidence of the highly
volatile nature of the Permanent War
Economy. Some question may be
raised concerning the propriety of
measuring the “unemployment ratio”

in terms of the total labor force, in;

cluding the armed forces, rather than
by comparison with the total civilian
labor force. The resulting pattern,

however, would not be fundamentally
different and the relatively large size
of the armed forces is one of the basic

characteristics of the Permanent War

Economy. i

More than one person in every six

was unemployed in 1939 against one

in every four in 1933. The limited

and precarious character of the recov-

ery under the New Deal is thus ap-

parent. The unemployment ratio

then declined from 17.1 per cent in

1939 to the fantastically low figure of

-one per cent in 1944. This compares

with an unemployment ratio of 3.1
per cent in 1929. Even with the cur-
tailment of war outlays following
1944, the unemployment ratio does
not become much greater than in
1929. We can now expect a further
sharp decline in the unemployment
ratio to 2.5 per cent in 1951, 1.5 per
cent in 1952 and less than one per
cent in_1953. No wonder Washington
is reported to be considering the
drafting of women if and when the
plunge is made to conscript all man-
power! :

®TuE BAsic cHARACTERIsTICS Of the
Permanent War Economy are the per-
manence of the sizable level of war
outlays, which have become 2 legiti-
mate expression of growing state in-
tervention in the economy, and the
high rates of capital accumulation

TABLE D RATIO OF UNEMPLOYMENT TO TOTAL LABOR FORCE, 1939-1950
’ {in Thousands)

Total

Civilian
Civilian Labor

Year Employment Force*
1939 45,750 65,230
1940 47,620 55,640
1941 50,350 55,910
1942 53,750 56,410
1943 654,470 65,540
1944 53,960 54,630
1945 52,820 53,860
1946 65,250 57,620
1947 68,027 60,168
1948 59,378 61,442
1949 58,710 62,105
19501 60,300 ‘63,400

'Incl.udes unemployment as shown in the previous table.
tEstimated on the basis of data for the first nine months of the: year.

Ratio of
Total Labor Unemployment
Force, incl. to Total Labor
Armed Force, incl.
Forces Armed Forces
55,600 17.1%
56,030 14.6
57,380 ; 2.7
60,230 44
64,410 1.7
66,890 1.0
65,140 1.6
60,820 3.7
61,608 8.6
62,748 - 83
63,571 5.3
64,900 4.8

and production accompanied by in-
significant levels of unemployment.
1f there were no other consequences,
aside from the danger of mortal de-
feat in battle, it might be assumed
that the capitalist system had ac.
quired a new lease on life. While it is
true, as Lenin was fond of stressing,
that “there is no absolutely hopeless
situation for the bourgeoisie,” there-
by implying the necessity of the con-
scious intervention of the proletariat
in leading mankind on the road to-
ward the socialist emancipation of so-
ciety, the development of the Perma-
nent War Economy does give rise to
new problems, and aggravates old
problems, that continually threaten
to undermine the foundations of cap-
italism. We shall comment briefly on
the more important differences from
“normal” capitalist operation and, in
subsequent articles, develop at some
length those aspects of the Permanent
War Economy that are of particular
significance to the working class.

1. Standards of living decline. To
quote Oakes: “If the Permanent War
Economy succeeds in stabilizing the
economy at a high level, unemploy-
ment will be eliminated, but only
through employment in lines that are
economically unproductive. Thus cap-
italist accumulation instead of bring-
ing about an increase in unemploy-
ment, will have as its major conse-
quence a decline in the standard of
living. (Ltalics in original.) ... At first,
of course, there may be a rise in the
average standard of living if (there is
an increase in real national income]
and if, simultaneously, there is a
sharp reduction in total military out-
lays {from the wartime peak). . . .
Within a relatively short period, how-
ever, assuming that the economy is
stabilized at the desired level with a
minimum of unproductive govern-

"mental expenditures, the mainte-

nance of economic equilibrium will
require a steadily rising curve of mili-
tary outlays. The decline in the aver-
age standard of living of the workers,
at first relative, will then become ab-
solute—particularly on a world scale as
all nations adapt their internal econo-
mies to conform with the require-
ments of the new order based on an
international Permanent War Econ-
omy. Naturally, the decline will not
be a descending straight line; it will
have its ups and downs, but the long:
term trend will definitely be down-
ward.”

It follows, of course, that with the
economy operating at capacity an in-
crease in war output requires a cor-
responding decrease in civilian out-

put. Therefore, the average standard
of living must decline, but the burden
of declining standards of living will
be disproportionately heavy on the



low-income groups,
working class.

2. State intervention increases. The
market mechanism cannot be relied
upon to allocate resources in accord-
ance with the new, dual end-purposes
of economic activity. Accordingly, to
meet the requirements of the war sec-
tor and ultimately of the civilian sec-
tor, more and more state controls are
imposed upon the body economic.
There is a permanent growth in the
state bureaucracy, with the state, in
efféct, guaranteeing the profits of the
bourgeoisie. Both profits and produc-
tion remain at very high levels, as
does employment. In this connection’
Oakes made his most serious mistake,
as he apparently did not fully take in-
to account the implications of his
own theory and therefore understated
future levels of both production and
employment. :

3. Capital accumulates rapidly. Not
only do private capital accumulations
remain at extremely high levels, but
state capital accumulations increase
with the growth in the ratio of war
outlays to total output. The large de-

especially the

mand for capital rapidly exhausts the

supplies of idle capital and an over-

all shortage of capital develops. Ac--

cordingly, normal pressures to in-
crease the rate of surplus value are re-
inforced by the insatiable appetite of

the state to dispose of the fruits of

past and present labor. Through in.
creased taxation and related fiscal
policies, the state consumes a relative-
ly larger portion of total output. The
natural tendency toward a declining
standard of living is thercfore accel-
erated.

4. Bonapartist tendencies develop.
The proletariat increases in size both -

absolutely and relatively to the growth

in the working population. The’

greater economic strength of the

American proletariat is in sharp con-

trast to the weakness of its politcial !

strength, and the danger of the class

struggle erupting and seriously inter- .
fering with the ability of the state to '

carry out all the individual programs

that add up to the Permanent War -

Economy is ever present. At the same
time, the bourgeoisie increasingly
penetrates the organs of the state. On
both counts, it thercfore becomes nec-
essary for the state to give the appear-
ance of being “above classes” and to
“freeze” the class struggle in the role
of “impartial” umpire. The growing
executive power of the state and the
interlocking directorates between big
business and the higher military eche-
lons will ultimately spell the doom of
bourgeois democracy.
5. Military-economic imperialism
grows. Increasingly, the state must
- finance and guarantee international

trade and investments. Exports of pri-
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vate finance capital, htherto the tra-
ditional mode of operation of “demo-
cratic” imperialism, steadily diminish
in importance despite all efforts to re-
vive them. The American state enters
permanently into the foreign eco-
nomic field through various types of
“relief and rehabilitation” programs.
These programs, in turn, are subordi-
nated to military aid as American im-
perialism seeks to overcome its rela-
tive deficiency in manpower by seek-
ing allies in the struggle to contain
and eventually to eliminate Stalinist
imperialism. The nationalist revolu-
tions of colonial areas, especially in
Asia, present virtually an insoluble
problem for American imperialism

_and are compelled by the desire to

survive to move in the direction of
third campism.

6. Inflation is irresistible. The
greater the percentage of war outlays

‘to total output, the greater the infla-

tionary pressure on the economy. '
This general law of the Permanent '
War Economy operates at all stages,
but becomes more apparent when the

economy is running-at full capacity. ,
Anti-inflationary techniques cannot |

halt the inflation, which arises from '

the relative excess of consumer spend-
ing power in comparison with the
available supply of consumer goods

and services, but can only slow it

down and modify its class impact.
The major battles of the class strug-
gle, in fact, will arise over the ques-
tion of who shall pay for the increase
in war outlays and which class shall

The Permanent War Economy, in
brief, offers no hope of solving the
basic problems of humanity. It repre-
sents a further stage on the road to
barbarism and is the inevitable price
the world proletariat must pay for its
failure to put an end to both capital-
ism and Stalinism. It does, however,
exist and only fools and demagogues
will base their politics on the assump-
tion that nothing has changed. We
must find ways and means of coping
with the problems of living under the
Permanent War Economy or resi
ourselves to defending the slaves of
totalitarianism and ultimately to the
atomization of most of organized.
society.

2. Declining Standards of Living

*" Yhe general law of ac-
cumulation of capital under the Per- -

manent War Economy [see January-
February issue, “Basic Characteristics

of the Permanent War Economy”} is

that an increase in capital, instead of
causing an increase in unemployment,
is accompanied by relatively full em-
ployment and declining standards of
living. This new and fundamental
law of motion increasingly governs all

human and class relations under this -
latest stage in the decline of capitalist .

society. Because of its tremendous
significance we shall attempt to de-
velop the key quantitative measures,
however rough and approximate, so
as to permit analysis of the various

factors underlying the decline in liv- -

ing standards.

Having already obtained total war
outlays, both direct and indirect, and
the net value of current production,
in order to measure the relationship
between war outlays and total output,
our starting point in deriving 2 meas-
ure of the average standard of living
is clearly to subtract total war outlays
from net national product. The dif-
ference between the two series, by
definition, represents the net output
of civilian goods and services. If, from

this result, we then substract net pri- .
vate (civilian) capital formation—a
necessary step since net private capl-

tal investment is included in tqulf

production, and capital in any of its
forms does not directly satisfy human
wants—we then have a measure of to-
tal civilian output of consumer goods

.and services as produced by both pri.:

vate and government sources.

It is only from this portion of total
output, equivalent conceptually to
the summation of personal consump-
tion expenditures and government’
nonwar purchases, that the ingredi.:
ents comprising the standard of liv-
ing can come. For, aside from concep-;
tual and statistical limitations inher-
ent in many of the components of!
gross national product, especially as
calculated by the Department of
Commerce, the total output of con-
sumer goods and services (shown in:

column five of Table I) theoretically

expresses the market value of all com-

modities consumed by consumers. Un-'

less food, clothing, housing, consumer
durables, etc,, etc. are purchased by
consumers and, it must be assumed,
thereby consumed, production does’
not currently and directly satisfy hu-!
man wants and is therefore outside:
our definition of standard of living. |

" In other words, we make & sharp -
‘distinction between personal wealth :

and standard of living. The former

" indicates possession or ownership that

may ultimately be converted into con-
sumption of want-satisfying commodi-
ties. But savings, factories, stores, real

_bear the major burden of inﬂa;iog_.____.;:v



estate, and other forms of capital or
property, including money, cannot be
eaten or worn or utilized to satisfy
human wants unless they are first
transformed from exchange values in-

. to use values or employed to produce
use values capable of directly entering
into the process of human consump-
tion. It is true that the greater one’s
personal wealth, the higher his stand-
ard of living. This, however, does not
follow because personal wealth is di-
rectly consumed by its owner, except
in the rare case where a capitalist lives
by using up his principal, but rather
as a result of high personal incomes
which simultaneously permit’ high
consumption and accumulation - of
personal wealth or claims upon capi-
tal. The true gauge, therefore, of rela-
tive standards of living is the amount
of commodities and services, both ma-
terial ‘and intangible, economic and
cultural, actually corisumed.

Table I portrays civilian output of
consumer goods and services from
1939 to 1953, the first step in comput-
ing standards of living under the Per-
‘manent War Economy.

" Net private capital formation was
obtained by taking gross investment,
as reported by the Department of
Commerce, and substracting from it
Commerce’s figures for capital con-
sumption allowances. The projections
were based on a study of the individ-
ual components and are consistent,
both as to understatement of price in-
flation and the magnitude of war out-
lays and their impact on capital ac-
cumulation, with the methods used to
forecast war outlays and total output.
1f anything, our forecast minimizes
the quantity of private capital that
may be expected to be accumulated
during 1951-1953, thus maximizing
the volume of consumer goods and
services that will be available for ci-
vilian consumption. This was deliber-
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ately done in order to present the
trend in the average standard of liv-
ing in as favorable a light as possible.

THAT CIVILIAN STANDARDS HAVE
lagged well behind total output can
readily be seen by comparing columns
five and one in Table I. Over the en-
tire period, from 1939 to 1953, the net
value of production will have in-
creased 3.6 times in current dollars,
while the portion available for ci-
vilian consumption will have risen
less than 2.8 times. It is axiomatic

that production for war purposes can- .

not contribute to civilian standards of
living, During the first fifteen ‘years of
the Permanent War Economy 2 total
of almost $659 billion will have been
spent on direct and indirect war out-
lays, an average of $44 billion each
year. Even if full allowance is made
for the production of food, clothing
and other consumer goods for the
armed forces, and granting as much
validity as possible to the socially nec-
essary character of certain indirect
war outlays, it is still impossible to
escape the conclusion that approxi-
mately three years total production
has been completely wasted. Had it

- been possible for a rational economic

system to have prevailed, producing
and distributing an equivalent amount
of commodities to consumers, the na-.
tional debt of $257 billion could be
completely retired and a dividend of
$10,000 could be allotted to each
family!

It may be wondered why we have
not confined our measure of the aver-
age standard of living to personal con-
sumption expenditures expressed in
constant dollars on a per capita basis.
Such an approach, usually without
considering the growth in population,
is generally adopted by those who seek
to depict the “benefits of a free enter-
prise economy.” This could provide a
first approximation provided that

Net Total
. National War
Product Outlays

Table |
CIVILIAN OUTPUT OF CONSUMER GOODS AND SERVICES, 1939-1953
{Billlons of Current Dollars) :
Civilian
Output
(Column One
Minus Column Formation wmn Three Minus -

Year - (1) (2) Two) (3) (4) Column Four) (§)
1939 $83.2 $2.0 $81.2 $2.7 $78.5
1940 93.0 3.6 89.4 7.0 82.4
1941 117.1 13.9 103.2 10.1 93.1
1942 151.6 51.8 99.8 0.7 99.1
1943 183.7 84.1 89.6 —17.2 106.8
1944 201.8 92.2 109.6 —6.3 115.9
1945 202.8 82.8 120.0 —3.1 123.1
1946 198.9 33.6 165.3 21.1 144.2
1947 218.4 29.9 188.5 24.2 164.3
1948 241.7 23.6 218.1 27.7 1904
1949 236.8 25.0 2118 14.7 197.1
1950* 257.0 27.9 229.1 23.0 206.1
1951* 279.4 56.0 223.4 19.1 204.3
1952* 293.3 61.9 2314 14.1 " 2173
1953+ 299.2 70.5 228.7 11. 217.1

*Estmated, with 1950 data based on first half actuals. Projections of net na-
tional product and total war outlays were explained in the previous article.

Net Civilian Output
Private of Consumer Goods
Capital and Services (Col-

proper allowance was made for
changes in the price level, but it
would entirely omit from considera-
tion the contribution made by the
various levels of government to the
average standard of living. Govern-
ment_nonwar purchases of goods and
services, especially expenditures by
state and local governments for edu-
cation, utilities, transportation, and
similar services, including the net
postal deficit, are supported by taxes
(except when government operates at
a deficit) and presumably benefit more
or less equally the entire population.
While there may always be room for
improvement, it must be assumed that
such expenditures are an integral part
of the average individual’s total want
satisfactions and therefore of his
standard of living. As a matter of fact,
to the extent that such government
services are provided free of charge
and therefore excluded from personal
consumption expenditures or simulta-
neously included in capital formation
as part of new public construction
activity (school buildings, public hos-
pital buildings, highways, etc.)), the
contribution of government to the
average standard of living is under-

_stated.

Nevertheless, we could have added
government nonwar purchases to per-
sonal consumption expenditures and
theoretically obtained an identical re-
sult for civilian output of consumer
goods and services. There are two ma-
jor reasons why this procedure was
not followed, aside from the minor
inconvenicnce that would be caused
by the failure of Commerce to pub-
lish the breakdown between Federal
war and nonwar purchases since 1946:
(1) our estimate of total war outlays.
is higher than that of Commerce
chiefly, as explained in the previous
article, because of our inclusion of
the concept of “indirect” war outlays;
and (2) while, on balance, the official
figures for total output, as represented
by the national product series, appear

to be reasonable, we take exception to
the inclusion and exclusion of certain
items and to the classification of own-
er-occupied residential construction
as a capital expenditure.

Thus, for example, we see no jus-
tification for the inclusion of imputed
rent (of owner-occupied houses), im-
puted interest, or payments in kind
in a national product series that is at-
tempting to estimate the market value
of current production. One might just
as logically include the imputed value
of housewives’ services. This type of '
inclusion tends to overstate both total
output and consumer outlay. On the
other hand, exclusion of virtually all
the expenditures of the Veterans Ad-
ministration, net government interest
payments and government subsidies



tends to understate total output (to
the extent that such activities, like
any other government activity, are
supported by taxes) and total war out-
lays. The exclusions, in general, ought
to be reflected in total output but not
in consumer output, as for the most
part they belong to the war sector. To
treat residential construction (except
when it is income-producing proper- |
ty) as part of capital formation is to -
identify wealth with capital and to
betray a lack of understanding of the
nature and functioning of capital.
One might just as well include any :
other consumer durable possessed of
a relatively long lifetime, such as per-
sonal passenger cars, radios, television
sets, furniture, etc. Owner-occupied ;
residential construction,  therefore, |
ought to be shifted from' gross private '
domestic investment to personal con- *
sumption expenditures.

In short, we feel that the official
figures for personal consumption ex-
penditures are overstated by approxi-
mately the same amount as total war
outlays are understated. This is par-
ticularly true for 1946, where our big-

gest difference of more than $12 bil-
lion occurs. Consequently, the meth-
od used to obtain civilian output of
consumer goods and services main-
tains a proper aggregate for total pro.
duction while at the same time assur-
ing 2 more realistic apportionment
between the war and civilian sectors
of the economy. It also enjoys the
additional merit of facilitating the
projection of civilian output of con-
sumer goods and services. The residu-
al method employed does, it is true,
understate the level of government

1945, but we prefer to maintain the

official series for personal consump-
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tion expenditures rather than to make
all the adjustments that would be re-
quired to conform with our criticisms.
There is no difference in the average
standard of living and the differences
in per capita standards of living by
classes would be negligible.

IT MAY BX HELPFUL AT THIS POINT

to present the figures for nal con- _
sumption expenditures, because

they are by far the largest component
in the formation of the average stand-
ard of living and because we subse-

quently base our class analysis of:

trends in living standards on a class
breakdown of the official data for per-
sonal consumption expenditures.
What consumers are officially report-
ed to have spent in current dollars
from 1989-1949, together with our

rojections for 1950-1953, is shown in

able II, which also expresses con-
sumer outlay in constant dollars by
using the BLS Consumers’ Price In-
dex as deflator.

It will be noted that the trend in-
personal consumption expenditures is
not too dissimilar from that shown by
civilian output of consumer goods

and services, with the noteworthy ex-
ception of 1945-1947. As a matter of
over-all comparison, during the entire
period from 1939 to 1953, personal

. consumption expenditures will in-

crease almost three times on a current

- dollar basis, whereas.our series for

civilian output of consumer, goods'
and services rises 2.8 times, hardly a
significant difference. o

Far more important in evaluating
what has happened to the average

. standard of living is the allowance
nonwar purchases, particularly since

_made for the increase in consumer
prices. The Chamber of Commerce of °
the United States, for example, in a

Table N
PERSONAL CONSUMPTION EXPENDITURES, 1939-1983 -
(Curreat and Constont Doliar Figures in Billions) .
Personal Pergonal Index of
. Con- BLS BLS Consumption Personal
sumption Consumers’ Cons. Price  Expenditures Consumption
Expendi- Price Index in 19039 Ezpenditures
tures Indew (1939=100) Dollars in Constant
Year (1) (e) . (8) (4) Dollars (5)
1939 $67.5 89.4 100.0 $67.5 100.0
1940 72.1 100.2 100.8 718 108.9
1941 82.3~ 105.2 105.8 718 118.2
1942 912 116.5 117.2 718 1168 -
1943 1022 123.6 124.3 82.2 1218
1944 111.8 125.5 126.3 88.4 1309
1946 123.1 128.4 129.2 06.2 1410
1946 146.9 130.3 140.1 104.9 156.4
1047 165.8 159.2 160.2 103.4 1581
1948 1774 171.2 172.2 103.0 152.5
1949 178.8 169.1 170.1 108.1 155.8
1950* 192.5 1711 1721 111.8 168.7
1951° 180.8 174 178.5 106.1 1611
1952¢ 201.3 180.1 181.2 1111 1645
1958¢ 200.1 180.3 181.4 1103 1638
*Estimated with 1950 based on first nine months actuals. A report of the De-
partment of Commerce, published in The New: York Times of December 81
1960 indicates that personal consumption expenditures for 1950 are eltimatﬂf
at “about $190 billion.” The projections are consistent with the methods used
to forecast output and make only partial allowance for rising prices in 1951
and almost none in 19562 and 1953.

recent pamphlet entitled “Policies
and Controls in a War-Burdened
Economy,”" obviously uses. the BLS
Consumers’ Price Index as its measure
of changes in prices paid by consum-
ers and thus is able to conclude- that
“real consumer purchasing power. al-
s0 increased (during the war).” While
there was a slight increase during the
war, to indicate that there was a 41
per cent rise in real consumer pur-
chasing power or the average stand-
ard of living between 1939 and 1945
is highly misleading, just as much as
to indicate that the average consumer
in 1950 was more than 65 per cent
better off than in 1939.

The Consumers’ Price Index for
Moderate Income Families in Large
Cities of the Bureau of Labor Statis-
tics, despite its widespread use by
trade unions in collective bargaining
contraets as a2 measure of the rise in
the cost of living to which wage rates
are linked, is not an accurate indi-
cator of changes in the average cost of
living, especially of factory workers.
It may record fairly accurately typical
consumer price trends in a period
when government controls and infla-
tionary shortages are non-existent,
but in the epoch of the Permanent
War Economy it is extremely insensi-
tive to quality depreciation, evasions
of controls, changes in controls, and
the disappearance or relative disap-
pearance of basic consumer commodi-
ties from the market. Moreover, it
fails utterly to take into account
changes in consumer buying habits
and consumption patterns. Since 1941
it has markedly understated the rise
in the average cost of living, with the
deviations from redlity becoming cu-
mulative. Accordingly, any attempt to
assess changes in living standards by
the use of the Consumers’ Price Index
necessarily lacks validity.

It is obvious, however, that analysis
of standards of living cannot be intel-
ligently undertaken on the basis of
current dollars and that we must dis-
cuss in terms of dollars possessing con-
stant purchasing power, We therefore
need a price index that reflects as ac-
curately as possible the changes in av-

erage prices paid by average consum-

ers. Unfortunately, no such index ex-
ists and we are reluctantly compelled
to devise one arbitrarily. This has
been done by calculating the arith-
metic average between the Consum-
ers’ Price Index and the BLS Whole-
sale Price Index, on the theory that
the former represents the minimum
change in consumer price levels and
the latter the maximum possible
change due to the well-known greater

. HRexibility of wholesale prices com:

‘o
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pared with retail prices. The arbitrary
part of the approach consists in giving
equal weight to both indexes, where-
as it may well be that one should
weigh more heavily than the other in
trying to achieve our objective. We
are aware of no evidence, however,
that would warrant unequal weight-
ing.*

It is necessary to emphasize that the
selection of a price index far out-

- weighs any other factor in analyzing

living standards. If, for example, we
had applied the Consumers’ Price In-
dex to our series on civilian output of
consumer goods and services, the re-
sults would not differ too greatly from
the picture shown in Table II. For
1950, the growth in the consumption
sector of the economy would be 52.6
per cent over 1939 instead of 65.7 per
cent. Our thesis that the workers have
suffered a decline in their. living
standards as a result of the Permanent
War Economy would be greatly weak-
ened, even though a relative decline
compared with the growth in total
output is apparent. ‘
WE NOW PROCEED TO THE SECOND
basic step in our analysis, which is to
develop an index of the output of the
consumption sector of the economy,
by which term we distingnish from
the war sector and the capital sector.
The results are shown in Table III.
While the wholesale price index
evidences the same difficulty in sur-
mounting official failure to recognize
the prevalence of black markets dur-
ing price control as does the Consum-
ers’ Price Index, it is 2 much more
comprehensive and more sensitive in-
dex. Our derived average price index,
except for the later stages of the war,
is probably as satisfactory a measure
of price changes in the consumption
sector as can be obtained. A 35 per
cent rise in the output of the con-
sumption sector from 1939 to 1950 is
certainly more plausible than a 65 per
cent rise. Moreover, our series now
shows a decline in consumption out-
put from 1941 to 1942-43, as well as
a decline from 1946 to 1947, both
movements conforming far more

*Since this was written, the Department
of Commerce has announced (The New
York Times of January 22, 1951) gross na-
tional product fgures in 1939 dollars. The
implicit price index thus derived was pub-
lished for selected years and Yields the

following comparison with our average -

price index:

Average Commerce
Price Implieit
Index Price
Index
(1939-100)
1941 110 110
1949 138 180
1950 194

183 (preliminary)
The two indexes apparently correspond
Quite closely, being ldentical for 1941 and
gnly three per cent apart in 1949. The
Commerce index, however, indicates a
price rise of less than two per cent from
1949 to 1950, whereas our index shows an
Incresse of more than four per cent dur-
ing the same perioad.
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) Table Il ¥
INDEX OF CONSUMPTION OQUTPUT, 1939-1953
. (Dollar Figures In Biilions)
BLS Con- Index of
Output of Wholesale Average sumption Con-
Consumer Price Price Qutput in sumption
Goods and Index Index 1939 Dollars Output in
Services (1939=100) (1989=100) - (Col. One= 1989 Dollars
Year (1)* (2)t (3)t Col.2) (4) (5)
1939 $78.6 100.0 100.0 $78.5 100.0
1940 82.4 101.9 101.4 81.3 103.8
1941 93.1 113.2 109.6 85.0 108.3
1942 99.1 128.1 1227 80.8 102.9
1943 106.8 133.7 129.0 82.8 105.56
1944 115.9 134.9 130.6 88.7 113.0
1945 123.1 137.2 133.2 92.4 1177
1946 144.2 167.1 148.6 97.0 123.6
1947 164.3 197.3 178.8 91.9 117.1
1948 190.4 213.9 193.1 98.6 125.6
1949 197.1 201.0 185.6 106,2 135.3
1950 206.1 2153 193.7 106.4 135.6
1951 ~ 2043 223.6 201.0 101.6 129.4
1952 2173 226.8 204.0 106.6 136.7
1953 2117, 2271 204.3 106.3 135.4
*Taken from column five of Table L.
{Estimates for 1950 and subsequent years are calculated in a manner identical
with the projection of the Consumers’ Price Index.
$Average of column two above and column three of Table II.

closely to common experience than
the highly misleading series represent-
ed by personal consumption expendi-
tures deflated by the Consumers’ Price
Index.

It is thus apparent that the rise in
output of consumer goods and serv-
ices, from both private and govern-
ment sources, rose very modestly in-
deed during the war. With the excep-
tion of 1947, which was a year of un-
bridled inflation following the aban-
donment of price control in 1946,
there was then a further steady growth
until the outbreak of the Korean war.
Now, we can expect a noticeable de-
cline in 1951 followed by a leveling off
at about the 1950 rates in 1952-53—
this, on the basic assumption stipu-
lated in the projection of war outlays
that the armed forces of the United
States will not be engaged in any ma-
jor conflict prior to 1954. It will be
noted that the movement of real con-
sumption output (the basis of all liv-
ing standards) follows the trends in
the ratio of war outlays to total out-
put—but in reverse. This is only nat-

tions. Consider the following brief
tabulation, which deflates total out-
put as reflected by net national prod-
uct (column one of Table I) by the
BLS wholesale price index (column
two of Table III) in comparison wtih
our index of consumption output in
1939 dollars for the key historical
years in our fifteen-yecar period:
RELATIVE DECLINE IN CONSUMP-

TION OUTPUT COMPARED WITH
TOTAL OUTPUT

(In Index Numbers)

Total Consumption
Output Output
1939 100 100
1945 178 118
1950 144 136
1953 158 135

From 1939 to 1945, or during

* World War II, total real output in

ural inasmuch as war output must_

take place at the expense of civilian
output unless there is a corresponding

increase in total output, which is
never possible and which at the pres-
ent historic juncture is severely lim-
ited in its potential by a whole host
of factors.

The relative decline in standards of
living is beyond dispute, regardless of
the figures chosen or statistical meth-
ods used. Even if one were to deflate
total output by the wholesale price
index, on the ground that price infla-
tion in the war and capital sectors of
the economy is more severe under the
Permanent War Economy than in the
consumption sector, the contrast is
obvious and dramatic in its implica-

the United States rose 78 per cent,
while the output of the consumption
sector increased but 18 per cent. Had
such a phenomenal increase in pro-
duction been possible without the
stimulus provided by the war or, in
other words, had the rise in consump-
tion kept pace with the upsurge in
production, there would have been a
further 50 per cent increase in the out-
put of consumer goods and services
from both private and government .
sources! In spite of the idle resources
that existed at the outbreak of the
war, the expansion of the war sector
necessitated an actual decline in cer-
tain types of consumer production
such as automobiles, radios, refriger-
ators, most consumer durables, and
even some types of clothing and food,
not to mention many services, . espe-
cially those made available by govern-
ment. Had the war lasted much long-
er, it is highly probable that the great
lag in consumption output compared
with total output would have been
followed by an absolute decline in the



output of consumer goods and serv-
ices.

History under the Permanent War
Economy has so far-been very kind to
the American capitalist class, The ma-

_jor turns have occurred at just the '

right time. World War II lasted long
-enough, but not too long. Sharp class

dissensions were thus avoided. In the ~

postwar period from 1945 to 1950,
there was a further growth in con-
sumption output of 15 per cent. The
rate of growth in the production of
consumer goods and services was thus
maintained at about 3 per cent per
annum. Since, at the same time, there
was a decline of 19 per cent in total
output, by 1950 output in the con-
sumption sector had almost caught up
with total production, the relative lag
in growth being only 6 per cent.
Maintenance of these trends for an-
other year would have resulted in a
reversal of position, with the growth
in consumption output exceeding the
increase in total production. Under
capitalist -conditions of production, a
first-rate crisis would have developed
by the end of 1951, thereby revealing
that a 10 per cent ratio of war outlays
to total output is inadequate to sus-
tain economic equilibrium at a high

. level for more than a limited number

of years. As we have previously indi-
cated, the outbreak of the Korean war
came in the nick of time. The threat-
ened crisis due to relative overproduc-
tion of consumer goods was averted
and the dominance of the Permanent
War Economy guaranteed.

The current increase in the ratio of
war outlays to total output will bring
to a halt the steadily rising trend in
the output of consumer goods and
services. While. we expect a leveling
off to take place umtil such time as
American imperialism is engaged in
full-scale war, there will actually be a
decline of almost 5 per cent from 1950
to 1951 in the output of consumer
goods and services. From 1950 to 1953,
a period of mobilization for World
War III according to our assumption,
we have projected a modest increase
of 10 per-cent in total real output. If
certain bottlenecks to increased pro-
duction are removed and if war out-
lays prove to be larger than we have
forecast, the increase in total output
may be somewhat larger. None of it,
however, would go to the consump-
tion sector, so that the relative decline
in production for consumer account
compared with the increase in total
output would be even greater than we
have projected. If 1953 be considered
representative of a typical year under
the Permanent War Economy, with
total war outlays taking almost 24 per
cent of current production, the rela-
tive decline in consumption output
compared with total output for the
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‘entire period since the advent ot the
Permanent War Economy is accurate-
ly measured by the 35 per cent in-

crease in consumption output com-

pared with the 58 per cent increase in
total output. This is merely another
way of saying that had the growth in

consumption paralleled the rise in to- .

tal output, which is the minimum

performance to be expected from a .
satisfactory economic system once the .

basic productive forces are fairly well

developed, there would have been a

further increase of 17 per cent in the’
output of consumer goods and serv-
ices:

PRODUCTION FIGURES BY THEMSELVES,
although the basis of living standards,
cannot accurately portray what has
happened to individual standards of
living for they ignore any changes
that may have occurred in the size of
the population. Since there has histor-
ically been a steady growth in the

American population, for the average -

individual merely to be as well off as
at the beginning of any period of
years under analysis the growth in
consumption output must at least
equal the growth in population. In

other words, we cannot intelligently -

talk about trends in average living
standards unless we have first ob-
tained a measure of per capita con-
sumption output. This brings us to
the third basic step in our analysis,
which consists of deriving population
figures representing the average total
population for each year from 1939 to
1953 and applying them to the annual
series for consumption output. The
results, summarized in Table IV, pro-
vide per capita consumption output

in both current and constant dollars

and enable us to see what has hap-
pened from 1939 to 1953 in the aver-
age standard of living. ’

The growth in the American popu-
lation has been substantial, far in ex-
cess of most predictions, especially
since the end of World War II. We
calculate an average increase of 2,000,
000 annually for the fourteen-year pe-
riod from mid-1939 to mid-1953, or a
total of about 28 million. Merely to
support this increase in population in
the style to which the average person
is accustomed requires an annual
increment on the average in the
consumption sector of the econ-

omy of more than 1.5 per cent, or a
total of more than 21 per cent from-

1939 to 1953. Thus, by 1953, about
two-thirds of the growth in consump-
tion output will have been devoted to
satisfying the wants of the net increase
in population, assuming that there is
no marked variation in the living
standards of net additions to the pop-
ulation compared with old members
of the population. The entire picture
of what has happened to the average
American standard of living under
the Permanent War Economy is obvi-
ously altered to a significant extent by

- the introduction of the per capita con-

cept in our analysis.

The American standard of living
may be the highest in the world, but
it is a complete delusion to claim any
marked expansion in average living
standards since the beginning of the
Permanent War Economy in 1939, or
for that matter since American capi-
talism entered the permanent world
crisis of capitalism in 1929, So far as
ayerage standards of living are con-
cerned, the wvaunted economy of

Table ¥
PER CAPITA AYVERAGE STANDARD OF LIVING, 1939.1953
Per Per Indez of
Con- Con- Capita Capita Per Capita
sumption  sumption Con~ Con- Average
Outlput Output sumption sumption Real
(Billions (Billions Popu- Outputin. Output Standard
.0f Current of 1539 lation Current In 1939 of Living
Dollars) Dollars) (Millions) Dollars Dollars  (1989=100)
Year )" (2)* ) (4) (5) (e)
1989 $78.5 $78.6 130.9 $600 $600 100.0
1940 82.4 81.8 132.0 624 816 102.7
1941 93.1 85.0 133.2 699 638 106.3
1942 99.1 80.8 134.7 786 600 100.0
1943 108.8 82.8 136.56 782 807 101.2
1944 118.9 88.7 188.1 839 842 107.0
1945 123.1 924 139.8 882 662 1108
1948 144.2 917.0 141.0 1,023 688 114.7
1947 164.3 91.9 1434 1,146 841 106.8
1948 190.4 98.6 146.1 1,303 678 1125
1940 1971 106.2 148.7 1,325 714 119.0
1960 208.1 1084 151.5 1,360 702 17.0
1951 204.3 101.6 15640 - 1,327 0.0
1982 217.3 106.5 1564 1,389 681 1185
1953 217.1 106.3 158.8 1,367 869 1115
*From Table III, .
{Based on Bureau of the Census data for continental United States, with an
sttempt made to include all armed forces except that small portion considered
to be permanently statipned averseas. Data are as of July 1 or mid-year to
represent average population for the year. Projections for 1951-1963 assume
maintenance of present rate of growth of about 200,000 per month,

i3



Ameriwcan capitalism has been virtu-
ally stagnant for more than two dec-
ades. In this fact is reflected all the
tlls and contradictions of American
imperialism. Now, as the Permanent
War Economy becomes more thor-
oughly entrenched, it is good-bye to
the New Deal and to the Fair Deal
and to all significant attempts to raise
average living standards. Is any more
dramatic confirmation required of the
Marxian thesis that capitalism cannot
be reformed into a rational and work-
‘able economic system?

Constant reference to the “growth
in consumption,” as mirrored by the
indisputable and very sizable increase
in personal consumption expendi-
tures or in our series on consumption
output, ‘'on the completely acceptable
theory that consumer outlay repre-
sents actual consumption, is of no
avail in appraising trends in the aver-
age standard of living. There can be
no growth in real consumption or liv-
ing standards unless the increase in
dollar expenditures by consumers and
government for consumer goods and
services exceeds the loss in the pur-
chasing power of the dollar and the
growth in the population. It may be-
comforting to defenders of capitalism
to be able to state that average per
capita consumption has exceeded
$1,300 since 1948, which is equivalent

to almost $5,000 per family, but this

is meaningless by itself. Only per capi-
ta consumption output in constant
dollars, the index of which is shown
in column six of Table IV, can be
used to discover what has happened
to average living standards.

THE AVERAGE AMERICAN has experi-
enced a slight improvement in his
standard of living since 1939, but the
lag behind the increase in total pro-
duction has been enormous. For the
entire period from 1939 to 1953, our
analysis indicates only an 1114 per
cent betterment in the per capita av-
erage real standard of living, or less
than one per cent a year. The various
ups and downs within this over-all
picture are most revealing. From 1939
to 1941, as idle resources were put to
work under the stimulus of increas-
ing war outlays, the average consumer
experienced a 6 per cent rise in his
standard of living. Then, in 1942
1943, as rapidly increasing war ex-
penditures caused an actual curtail-
ment in many lines of civilian pro-
duction, the average standard of liv-
ing reverted back to approximately
the 1939 level. From 1944 to 1946, as
war outlays reached their peak and
then declined as the war ended, there
was a rapid increase of almost 5 per
cent a year in the average standard of
living as the economy continued to
operate at or near capacity levels.
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However, from 1946 to 1947 tne aver-
age American suffered a 7 per cent
decline in his standard of living as the
increase in prices together with the
.decline in total output outstripped
the reduction in war outlays. There
then followed from 1947 to 1949 a
rise of more than 11 per cent, bring-
ing the average standard of living in
1949 to 19 per cent above the 1939
level, which was the highwater mark
under the Permanent War Economy
and will undoubtedly remain so. The
slight decline in 1950 will be followed
by a substantial decline of more than
6 per cent in 1951 as, once again, an
actual curtailment in certain indus-
tries producing consumer goods and
services will be experienced. A level-
ing off may then be expected at slight-
ly above 1951 levels which may be ex-
pected to last until such time as there
is a pronounced change in the ratio
of war outlays to total output.
. It is recognized that many other
factors should be taken into consider-
ation in evaluating trends in living
standards, such as changes in the
length of the working day and the
working week, the intensity of labor,
the impact of new methods of satisfy-
ing consumer wants, the disappcar-
ance of existing methods of satisfying
consumer wants, especially in the field
of consumer durables, and the chang-
ing character of distribution—to men-
tion the most obvious. Nevertheless,
the index of per capita average real
standards of living is both conceptu-
ally sound and statistically accurate,

‘at least sufficiently so as to permit con-

fidence in the results. We must stress,
however, that all we have succeeded
in accomplishing at this point is to
obtain a relatively precise view of
what has happened and what may be
expected to happen to the average
American.

It goes without saying that we do
not live in a classless society and that
there is consequently a sharp differ-
entiation in actual levels of liv-
ing among the various classes and,
equally important, in trends in
class standards of living. This brings
us to the fourth and final step in our
analysis of declining standards of liv-
ing under the Permanent War Econ-
omy. Without some indication of the
differences among classes, no matter
how tentative the figures must neces-
sarily be, it is impossible to complete
our analysis or to understand the most
significant causal relationships affect-
ing living standards under the Perma-
nent War Economy.

THEORETICALLY, THE PROBLEM OF
analyzing changes in the living stand-
ards of the major classes in capitalist
society is not too difficult. All that is
required is workable definitions, de-

limiting each of the major functional
classes in terms of their relationship
to the productive forces, together with
a distribution of their respective
claims upon the available supply of
consumer goods and services. Statisti-
cally, however, we are confronted
with the impossibility of measuring
per capita standards of living by
classes with any real degree of accur-
acy. Despite the libraries of statistical
data relating to the economic system
and its functioning, which are so vol-
uminous that no single individual can
hope to master all the sources of in-
formation in an ordinary lifetime, the
unfortunate and highly significant
fact is that the data collected and pub-
lished are not designed to disclose the
precise inner workings of an exploita-
tive society. On the contrary, specific
information may jeopardize the com-
petitive position, real or fancied, of a
firm or an industry or may penetrate
the cloak of moral sanctity which a
venal ruling class uses to justify many
of its actions. There is, consequently,
not only a running battle between in-
dustry and government over the types
of reports necessary for policy forma-
tion, especially when economic con-
trols become mandatory, but also an
inherent bias against the full truth in
such data as are collected.

The choice, then, is one of halting
our analysis of standards of living un-
der the Permanent War Economy at
a point where only classless conclu-
sions can be reached, or of pioneering
in an uncharted field in the hope that
tentative conclusions will be helpful.
We have chosen the latter course be-
cause there is sufficient empirical evi-
dence that the impact of the Perma-
nent War Economy has not been
borne equally by all classes. “Equality
of sacrifice” may be an attractive po-
litical slogan, but it is largely confined
to pious resolutions. Consider, for ex-
ample, this typical motivation for
“equality of sacrifice” from the Presi-
dent’s Economic Message to Congress
of January 12, 1951: “It is essential
that the sacrifices which are necessary
in these critical times be shared fairly
by all groups. Business men will be
more cooperative in sacrificing peace-
time profit objectives and paying
more taxes, if it is clear that this is not
being done just so farmers and work-
ers can have more income.

“Farmers will be more cooperative
in sacrificing peacetime farm income
objectives, if it is clear that this is not

being done just so” workers can get
more wages and business men can get
more profits. Workers will be more co-
operative in sacrificing peacetime
wage objectives, if it is clear that this
is not being done just to provide more
profits for business or more farm in-
come,



“Professional people, civil servants,

office workers and those living on |

!

fixed incomes, will be willing to ac-
cept their share of necessary sacrifices,
to the extent that it is clear that this
is not being done just to provide for
other people more profits or wages or
farm income. All will be willing to
make far more sacrifices for national
defense and to keep our economy
strong, if the burden is shared on a
fair and equitable basis.” '

The classless approach, plausible as
it'may appear to some, freezes all the
inequities that existed at the begin-
ning of the Permanent War Economy
or of any specific mobilization, even
assuming that the policy of “equality
of sacrifice” is rigorously enforced.
Just what the record has been and is
likely to be becomes apparent only on
the basis of a class analysis.

It must be emphasized that while
the class data which follow are experi-
mental yet we believe that the broad
conclusions which emerge possess gen-
eral validity.

- QUR CLASS BREAKDOWN IS CONFINED
to the four major economic classes,
working classes, middle classes, farm-
ing classes, and bourgeoisie, each con-
. cealing within its fairly broad limits
rather distinct income and class vari-
ations. The bourgeoisie covers the
various sections of the capitalist class,
that is those who own or control the
production and distribution of com-
modities and services, other than
farmers, whose substantial incomes
are derived from capital, although in
"certain cases they may take the form
of salaries as corporation officers or
" managers. It is this numerically incon-
sequential class of barely more than
one per cent of the population that

exercises effective control over the -

.economy of the United States. The
variation in personal income within
the bourgeoisie is greater, percentage-
wise, than within any other class as it
ranges from the moderately weil-to-do
receiving §20,000 a year to the mil-
lionaire and multi-millionaire.

The farming classes cover all those
who live or work on farms, whose in-
comes, whether they be agricultural
migratory laborers, tenant farmers,
small independent farmers, or large
commercial farmers organized as sin-
gle entrepreneurs, cooperatives or cor-
porations, are derived principally
from agriculture. The class differenti-
ations within this group are as obvi-
ous as the contrast between the Farm-
ers Union and the Farm Bureau. Al-
though the farming classes currently
compromise almost 20 per cent of the
population, the income variations are
extreme, extending from the poor
itinerant laborer and poverty-stricken
self-sufficient farmer who barely see
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any cash at all during the year to the °

wealthy landowner in California’s
lush Imperial Valley or other large-
scale farm capitalist whose income
and living standard -are hardly dis-
tinguishable from the millionaire,
The middle classes are much hard-
er to define, as at the lower limit they
may overlap the working classes and
at the upper limit the bourgeoisie.
They include the small shopkeepers,
the independent tradesmen and artis-
ans, the independent professionals,
and those salaried officials of govern-
ment and private business who clearly
belong to management, especially in
relation to the power to hire and fire.
Regarding salaried members of the

middle classes, we have arbitrarily
used as income limits to assist our
functional analysis a range of $4,700
to $20,000 for 1948, the latest year for
which family income distributions are
available. In short, the bulk of single
entreprencurs and partnerships to-
gether with a minimum portion of
salaried individuals in medium in-
come brackets are numbered among
the middle classes. Altogether, we cur-
rently place the middle classes at
about 12 per cent of the population.
If a strict income approach were to be
used, the figure would be larger. The
decisive criterion, however, is not in-
come -but relationship to production.
All teachers and most government em-
ployees, for example, may think of
themselves as middle class, but we
have classified them as members of the
working classes. K

The working classes, consequently,.

compromise about two-thirds of the
population and are much broader in
scope than the factory proletariat. All
those nonfarm workers who must sell
their labor power in order to support
themselves and their families, except
for the relatively small portion of sal-
aried employees included in the mid-
dle classes and the bourgeoisie, are
subsumed under the heading “work-
ing classes.” In addition to factory
wage earners, the overwhelming ma-
Jority of white collar employees is con-
sidered to be part of the working
classes. What may be interpreted as an
upward bias in the size of the working
classes is enhanced by our decision to
place all the unemployed and their
families in the working classes. This
was done not so much for theoretical
reasons, although it could be amply
justified on these grounds alone, but
for the very practical reason that there

" is no basis whatsoever for assigning

any portion of the unemployed to the
middle classes, in spite of the fact that
members of the middle classes do ex-
perience unemployment from time to
time and then find employment in 2
position enabling them to preserve
their middle class status. Income vari-

ations among the working classes thus
range from virtually zero to approxi-
mately $5,000 a year, with certain sal-
aried individuals employed by gov-
ernment or organizations receiving
considerably more.

Our broad functional class ap:
proach corresponds to the relative
fluidity of class lines in the United
States. It is interesting to note that
even the most patriotic classless ap-
peals for national unity are con-
strained to recognize the existence of
these broad economic classes. Having
arrived at these definitions of the four
major economic classes, it was then
necessary to distribute the popula-
tion, personal consumption expendi-
tures and government nonwar pur-
chases in accordance with our defini-
tions. Distributing the population by
classes did not present any insur-
mountable obstacles, as we begin with
the existence of relatively good data
on the farm population compiled by
the Bureau of Agricultural Economics.
The only significant manipulation re-

" quired here was to allow for those

members of the armed forces drawn
from agriculture. The recent develop-
ment of new series on the compensa-
tion of corporate officers, together
with family income statistics and an
arbitrary small percentage of the
number of active proprietors of unin-
corporated enterprises, facilitated the
derivation of the size of the bour-
geoisie. The extent of the middle
classes was based on the number of
active non-agricultural proprietors,
together with a portion of salaried
employees adjusted for functional
status and family income data. In ef-
fect, therefore, the calculation of the .
population of the working classes
could be derived as a residual, ex-
cept that the results were checked by
using data on the number of non-
agricultural employees together with
fragmentary information on the num-
ber of employees per family and the
number of individuals per family by
income levels. We believe that the re-
sults are fairly consistent with our.
definitions.

To distribute personal consump-
tion expenditures by classes required
a more elaborate technique starting
with the relationship between total
personal income and total personal
consumption expenditures, the over-
all data, including projections, being
shown in Table V.

Personal income, as the name im-

* plies, delineates all income payments

received by individuals and is pre-
sented by Commerce under these ma-
jor heads: wage and salary receipts,
other labor income, proprietors’ and
rental income, dividends, personal in-
terest income, and transfer payments.
Certain types of income payments,
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such as net interest paid by govern-
ment and transfer payments are ex-
cluded from national income and
product. When personal tax and non-
tax payments by individuals to gov-
crnment, excluding purchases from
government enterprises and consisting

- chiefly of personal income taxes, are

subtracted from personal income the
result is equal to disposable personal
income which must either be spent or
saved. Personal income minus person-
al tax and nontax payments minus
personal savings therefore equals per-
sonal consumption expenditures, al-
though the technique used by Com-
merce measures personal consump-
tion expenditures independently and

- obtains personal savings as a residual.

By analyzing the components of per-
sonal income separately, it was pos-
sible to break them down by classes in
a manncr consistent with the class dis-
tribution of the population. In cer-
tain cases, as for example rent, the dis-
tribution is admittedly arbitrary, but
the resulting - pattern appears to be
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plausible. Limitations of space pre-
vent us from showing any of the class
derivations. The distribution of per-
sonal tax and nontax payments was

weighted entirely by the distribution
~ of individual income taxes, as re-

vealed by Treasury data through
1946, an OPA study on “Civilian
Spending and Saving, 1941 and 1942,”
and selected TNEC data for 1939. Ap-
portionment of personal savings was
based on the aforementioned OPA
and TNEC studies, a farm study by
the Department of Agriculture for
1946 and, above all, a sample inter-
view survey by the Federal Reserve
Board showing the distribution of
family liquid assets and savings in
1946 by income groups. We have no
brief for the projections except that
they seem to be reasonable. If there is
any bias it is in the direction of mini-
mizing personal taxes and savings of
the working classes so as to maximize
their personal consumption expendi-
tures in order to set their standards of
living at as high a level as possible.

Table V
TOTAL PERSONAL INCOME, PERSONAL TAX AND NONTAX PAYMENTS,
PERSONAL SAVINGS, AND PERSONAL CONSUMPTION EXPENDITURES, 1939-1953
{Billions of Doliars)

Personal
Tax and
Personal Nontax

Year Income Payments
1939 $72.6 $2.4
1840 8.3 2.6
1941 96.3 3.3
1942 1227 6.0
1943 150.3 17.9
1944 1656.9 18,9
1945 171.9 20.9
1946 17117 18.8
1947 191.0 21.5
1948 209.6 21.2
1949 206.1 18.7
196! 221.6 19.0
1961% . 236.3 22.0
1952+ 2417.2 23.6
1963+ 248.7. 246

*Identical with the series shown in Table II, column one.

$Projections, with 1950 data based on actuals for first nine months, comparable
to methods used for all output figures, with assumptions regarding increases in
personal income taxes necessarily arbitrary.

Personal
Personal Consumption .
Savings Ezxpenditures*
-$2.7 $67.5
8.6 72.1
9.7 ) 823
25.5 91.2,
30.2 102.2
354 111.6
279 1231
12.0 146.9
3.9 165.6
10.9 1774
178.8
10.0 1926
25.0 189.3
22.4 201.3
24.1 200.1

Table VI

PER CAPITA STANDARDS OF LIVING BY CLASSES
IN CURRENT AND 1939 DOLLARS, 1939-1953

Working Farming
Classes Classes
Current 1983  Current 1939
Year Dollars Dollars
1939 $596 $596 $295 $295
1940 617 608 301 297
1941 688 628 368 336
1942 723 589 402 328
1943 73 599 402 312
1944 8256 632 430 329
1945 862 647 420 315
1946 8756 589 546 367
1947 949 531 641 359
1948 1,066 552 802 416
1949 1,103 594 771 415
1950 1,139 588 119 402
1951 1,073 534 809 402
1952 1,136 657 842 413
1953 1,087 632 876 429

Middle
Classes Bourgeoisie
Current 1989 Current 1939
Dollars Dollars
$635 $635 $7,546 $7,646
679 670 7,847 17,739
736 672 8,466 17,732
736 600 8,828 17,195
790 612 8,748 6,781 °
862 660 9,317 17,134
884 664 10,633 17,908
1,215 818 14,981 10,081
1,324 740 18,679 10,391

1,669 807 20,442 10,686
1,615 870 20,299 10,937
1,619 836 21,384 11,040

1,646 819 20,764 10,330
1,708 837 21,6468 10,562
1,749 856 22,061 10,793

Personal consumption expenditures
by classes were then divided by the
respective class populations in order
to obtain per capita personal con-
sumption expenditures by classes. To
these results were then added per cap-
ita government nonwar purchases for
the entire population on the assump-
tion, already stated, that each person
benefits equally from these contribu-
tions of government to the average
standard of living. The maximum
sum involved was $123 for 1949. The
aggregate of per capita personal con-
sumption expenditures by classes and
per capita government nonwar pur-
chases yields per capita standards of -
living by classes, the data for which in
both current and constant dollars are
presented in Table VI. :

We have, of course, used the aver-
age price index developed in Table

1II to translate the current dollar fig-
ures into 1939 dollars, although a case
can be made that the prices paid for
commodities and services are not uni-
form in their rates of change for the
various classes. Aside from the lack of
evidence, it is unlikely that any at-
tempt to adjust for such variations in
price changes would materially affect
the picture that emerges. Even in cur-
rent dollars, the working classes have
clearly lagged behind the rest of so-
ciety. Merely on the basis of what has
happened, as revealed by the increase
in per capita standards of living in
current dollars from 1939 to 1950, the
.myth of “equality of sacrifice” vanish-
es into thin air when confronted by
facts. While the working classes were
experiencing an increase from $596 to
$1,139, a rise of 91 per cent, the mid-
dle classes went from $635 to $1,619,
a rise of 155 per cent, the farming
classes climbed from $295 to $779, a
rise of 164 per cent, and the bour-
geoisie soared from $7,546 to $21,384,
a rise of 183 per cent. Now, as our
data for 19511953 demonstrate, the
disparity between the working classes
and the other major classes will be-
come even greater.

The gross average weekly earnings
of production workers in manufactur-
ing industries of the BLS, commonly
used to describe changes in the status
of the average worker, shows a rise
from $23.86 in 1939 to about $59 in
1950, or an increase of 148 per cent.
This is still below the increase in con-
sumption for other classes and it must
be. remembered that “take-home” pay
is a much better indicator of spending
power than gross earnings. It is prob-
able, however, that the factory prole-
tariat enjoys a higher standard of liv-
ing than most sections of the working
classes,

TO VIEW THE REAL IMPACT OF THE
Permanent War Economy on the



standards of living of the various
classes, it is helpful to express the per
capita data in 1939 dollars contained
in Table VI as index numbers. This is
done in Table VII and in the accom-
panying chart, which graphically
shows the trends in average and class
per capita standards of living.

During the war there was a rough
sort of equality among the classes, al-
though it is clear that the farmers con-
siderably improved their position.
The rise in farm prices, aided by the
preferred legislation successfully intro-
duced by the farm bloc, made the

_farmers -the one class whose standard
of living exceeded the average. The
workers roughly maintained their
standard of living at the average level
because of the rapid absorption of the
unemployed as war outlays increased
and the increased earnings due to
overtime pay. The middle classes
lagged slightly behind the average as
many individual proprietors had to
abandon their businesses due to the
draft and the difficulty in obtaining
supplies. The bourgeoisie lagged most,
reaching their low point in 1943 when
the first sharp increase in taxes took
effect. In terms of comparative levels
of living, however, the bourgeoisie
maintained their overwhelming supe-
riority over all other classes, -
The year 1946 marked the transi-
tion from a period of relative freezing
of class inequities to one where the
working classes suffer both an abso-
lute and relative decline in their liv-
ing standards. From 1945 to 1946, as
overtime ceased and unemployment
increased with the términation of hos-

uilities, the working classes underwent -

a decline of 9 per cent in their living
standards, bringing them to a level
below 1939. At the same time, as busi-
ness opportunities expanded, the
farming classes increased their living
standards by 16 per cent, thus bring-
ing them to a level 24 per cent above
"1939 and more than compensating for
any inequities that farmers may have
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experienced in 1939 due to their slow
recovery from the depths of the de-
pression; the middle classes augment-
ed their living standards by 28 per
cent, thereby rising to a level almost
29 per cent above 1939; and the bour-

geoisic enhanced their already swol-

Table VNI

INDEXES OF AVERAGHE & CLASS PER CAPITA STANDARDS OF LIVING, 1939-1983
(1939:==100)
v Amaa o
f Farming Middle
Year Wcu-"k::a' Classes Classes Bourgeoisis Omlmn;a‘
100.0 1000 ° 100.0 100.0

}:ig 102.0 100.7 105.5 102.6 102.;
1941 106.4 113.9 1058 102.6 00’0
1042 98.8 111.2 94.5 95.8 10‘1).3
1043 100.5 105.8 96.4 89.9 10’
1944 106.0 111.5 103.9 .5 107.0
1948 108.6 108.8 104.6 1048 11‘.7
B Y ns 1oes
1968 92.6 140.7 1271 1403 1128
1049 99.7 140.7 1387.0 1449 1}.9-0
19560 98.7 136.83 1317 146.8 1 '(’).0
1951 89.6 1386.3 129.0 136.9 113.5
1952 93.5 140.0 1318 140.0 1% :5
1953 89.3 1454 1348 - 143.0 11
*Taken from Table IV, column six.

len living standards by 27 per cent, re-
sulting in a level of living almost 34
per cent higher than in 1989. While
these unprecedented divergent move-
ments were taking place, the average
per capita standard of living for all
classes rose some 4 per cent, making
the mythical average individual 15
per cent better off than in 1939.

The fate of working class living
standards under the Permanent War
Economy was irrevocably sealed in
1947, a year of unbridled inflation fol-
lowing the abandonment of price con-
trol with wages, contrary to most
other forms of income, completely un-
able to keep pace with the rising cost
of living. From 1946 to 1947, while
.the average standard of living for all
classes declined almost 7 per cent, the
working classes and middle classes ex-
perienced a catastrophic drop of al-
most 10 per cent and the farming
classes experienced almost a 2 per cent
decline but the bourgeoisie improved
their position by 8 per cent. This
meant that the average worker in

-



1947 was 11 per cent worse off than in
1939, but the average farmer was 22
per cent better off, the average mem-
ber of the middle classes was 16.5 per
cent better off, and the average mem-
ber of the ruling class was 38 per cent
better off. The fact that the average
member of American society was 7 per
cent better off was of little consola-
tion to the workers who, as usual,
bore the brunt of inflation.

Despite strike action and other at-
tempts to improve their situation, the
working classes could not show any
significant recovery in their living
standards by 1950. They still re-
mained worse off than in 1939, while
the farming classes were 36 per cent

better off, the middle classes 32 per
cent better off and the bourgeoisie 46
per cent better off, with the result that
our mythical average American was
17 per cent better off. The fact that
the average worker, including mem-
bers of his family, received $1,139
worth ot consumer goods and services
in 1950 might indicate to the unin-
formed that the average member of
the working classes enjoyed an ex-
tremely high standard of living. This
is undoubtedly true compared with
workers in other countries, but it is
not true when compared with the sit-
uation of the average American work-
er in 1939 or of the average member
of other classes. It is not even true that
the average worker is better off than
the average farmer, for in addition to
the $779 that the average member of
the farming classes received in 1950
he consumed a great many commodi-
ties raised on his farm that are not
fully reflected in personal consump-
tion expenditures. Certainly, the av-
erage member of the middle classes,
who received more than $1,600 worth
of consumer goods and services, was
clearly in a better position than the
average worker; and the average
member of the bourgeoisie, whose
consumption exceeded $21,000 in
1950, enjoyed such a luxurious stand-
ord of living that comparison with
the average worker is like the position
of a Stalinist or feudal lord contrasted
with that of a modern or ancient serf,

Now, as the ratio of war outlays to
total output increases sharply and
controls are introduced, we can ex-
pect all classes except farmers to un-
dergo a decline in their living stand-
ards in 1951. While the average for all
classes is expected to decline 6 per
cent, the farming classes will hold
their own, the middle classes will ex-
perience a 2 per cent decline, the
bourgeoisie a decline of less than 7
per cent, and the working classes a de-
cline exceeding 9 per cent. A slight
improvement in 1952 should then be
followed by a further attack on work-
ing class living standards in 1953. If
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our analysis is reasonably valid, and
we believe that it is, the disparity be-
tween the working classes and other
classes will be greater by 1953 than
ever before in recent history. A deteri-
oration of almost 11 per cent in the
standard of living of the average
worker from 1939 to 1953 will be ac-
Fompanied by a more than 45 per cent
improvement in the position of the
average farmer, an almost 35 per cent
betterment in the status of the aver-
age member of the midd!e classes, and
a 43 per cent enrichment in the well-
being of the average member of the
bourgeoisie. For the working classes
the fact that the average member of
society will still be 11.5 per cent better
off than in 1939 only makes more
poignant the general law that as capi-
tal accumulates under the Permanent
War Economy, there is both a relative
and absolute decline in living stand-
ards.

There can be little doubt concern-
ing the general picture of living stand-
ards shown by the chart. Following
the end of the war the working classes
have suffered substantially in com-
parison with all other major economic
classes. Inasmuch as the present in-
crease in the ratio of war outlays to
total output is taking place at a time
when there is relatively little room
for further expansion of civilian and
total output, the possibility of dupli-
cating the rough equality of World
War II is virtually non-existent.
‘There must be a decline in average
real standards of living and, under
capitalist conditions, the working
classes can expect to bear the brunt of
this inevitable diversion of resources
from civilian to war output. It is in-
deed a sad commentary on the func-
tioning of a capitalist war economy
that the working classes appear to
achieve a “more just” share of such
consumer goods and services as are
prodtced under an all-out mobiliza-
tion, when the ratio of war outlays to
total output is between 40 and 45 per-
cent, than under a semi-mobilization,
when the ratio of war outlays to total
output runs between 20 and 25 per
cent.

It is, of course, politically much
easier to achieve rough equality when
there is very little to share than when
more of the things that make life
pleasanter are available for distribu-
tion. This is virtually a universal law
applicable to all class societies. The
situation in the United States since
1939, however, has been complicated
by a number of factors whose impact,
as the years unfold, is seen to be dis-
proportionately heavier on the work-
ing classes than on the other major
economic classes. We have reference
to such elements in the economic
equation as the incidence of the

growth in population, the incidence
of increased taxation, the concentra-
tion of net savings, the unequal bur-
dens imposed by the temporary disap-
pearance of certain consumer com-
modities from the market, the greater
intensity of labor as manpower short-
ages develop, and the peculiarly
chronic character of inflation under
the Permanent War Economy.

As HAs BEEN INDICATED, the growth
in population from 1939 to 1953 has
been sizable, amounting to 21 -per
cent. But Marx’s law concerning the
polarization of classes has still been
operating. Our tentative data reveal
that for the fourteen years under an-
alysis the farming classes will have ex-
perienced a decline of 3,600,000, more
than enough to offset an increase of
2,000,000 among the middle classes
and a growth of 500,000 in the bour-
geoisie. Thus the size of the working
classes will have expanded by 1,100,
000 more than the increase in total
population, or an augmentation of 29
million in the working classes. This is
tantamount to a working class rate of
growth of 35 per cent, with two-thirds
of the increase occurring since the end
of World War 1L, in large part due to.
the rapidly accelerating birthrate. Ac-
cordingly, we calculate the working
classes as defined represented 63 per
cent of the total population in 1939,
but the proportion will have risen to
70 per cent by 1953! The pressure of
increasing populatio'n is therefore al-
most exclusively in the direction of re-
ducing the living standards of the
working classes.’

The incidence of taxation falls with
increasing severity on the working
classes as taxes are increased. We ex-
clude reference to corporation taxes,
for corporation profits after taxes
have increased far more rapidly than
wages after taxes and, in a good many
cases, corporations have been able to
pass higher taxes on to their custom-
ers in the form of higher prices. Re-
garding solely personal tax and non-
tax payments, the working classes
paid less than 10 per cent of the total
prior to 1943. With the first big in-
crease in the individual income tax,
accomplished more by a lowering of
exemptions than an increase in tax
rates, the working classes immediately
jumped to about 35 per cent of total
personal tax and nontax payments.
Since 1948, the working classes have
borne from one-third to two-ifths of
thic burden. Naturally, other classes
have witnessed an increase in the
amount of their personal tax and non-
tax payments, but their personal in-
comes have increased at a much faster
pace than those of the working classes.

Thus, the increase in taxation rates
for the non-working classes has becen



relatively negligible. We shall return
to this subject at a later date, particu-
larly in relation to the current drive
to impose a universal sales tax. That
taxation, however, has been 2 potent
weapon in reducing the standards of
living of the working classes is beyond
dispute. :

SAVINGS OCCUPY A UNIQUE ROLE IN
any discussion of standards of living.
Possession of sizable savings, for ex-
ample, can readily lead to a higher
rate of consumer expenditure than
would otherwise take place. This, in
turn, would lead to a higher standard
of living and, more importantly, to a
competitive bidding up of prices
where  goods are in short supply,
thereby depriving those without sav-
ings of commodities they would nor-
mally be able to obtain if not for thé
existence of large savings in relatively

few hands. The Federal Reserve study

previously cited indicates that in 1946
79 per cent of all net savings occurred
among those groups with $4,000 or
more income. This would indicate
that the working classes account for
approximately 20 per cent of net sav-
ings.

It may be objected that 1946 is not’
a typical year, inasmuch as personal
savings are estimated at only $12 bil-
lion, while in the peak year of 1944
personal savings exceeded $35 billion.
As a matter of fact, for the fifteen
years under consideration  personal
savings, as can be seen from Table V,

are estimated to total $252 billion, an |
average of almost $17 billion annually

in spite of the low levels of 1939-1941.
Our estimates indicate that the work-
ing classes increase their personal sav-
ings very sharply when the decline in
the supply of consumption goods is
noticeable, and that for the entire pe-
riod they account for 32 per cent of
the total. Thus, two-thirds of the pop-
ulation are responsible for less than
one-third of personal savings, while
one-third of the population accumu-
lates more than two-thirds of personal
savings, a per capita differential
against the working classes of more
than four to one.

Although personal spending and
savings habits vary widely, class dif-
ferences are the decisive factor in ex-
plaining why the average non-worker
saves four dollars for every dollar
saved by the average worker. By and

large, working class savings are fortui- .

tous and temporary, as witness the
current decline in the net volume of
E bonds outstanding. This is not be-
cause workers lack a “sense of thrift”
compared with other classes, but be-
cause they lack the opportunity to ac-
cumulate large savings. Low incomes
are hardly conducive to high rates of
savings. Given the widespread use of
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credit, the lower one’s income and
therefore one’s savings, the more re-
stricted is the opportunity to obtain
credit. Conversely, a person with large
savings is a better “risk” than one
with little or no savings and therefore
more apt to receive credit in any of its
various forms. Savings, consequently,
have both a psychological and indi-
rect effect on living standards and
cannot be entirely ignored in any ap-
praisal of relative standards of living,
especially among the major economic
classes.

It is clear that no set of statistics
can adequately measure the impact
on living standards of the disappear-
ance, or relative disappearance, of en-
tire classes of commodities from the
market due to the imposition of gov-
ernment controls, If an extreme situ-
ation be considered, such as during
the war, when the production of cer-
tain consumer durables like automo-
biles, refrigerators, radios, etc., ceased
as a result of governmental edict, it
may at first glance be thought that
the disparity among class living stand-
ards is reduced. The living standards
of the bourgeoisie, for example, suffer
greatly, while those of the working
classes are barely affected. There is
the rough equality of the ration card.
There is also, however, the gross in-

equality .of the black market where -

“money talks.” Likewise, the big
hoarders can never be found among
those whose incomes are too low to
permit such unpatriotic actions, ex-
cept on a very small scale. It is fre-
quently stated that “anyone can buy
anything for a price.” To the extent

that this is true, it tends to offset the

declines in the levels of living of the
upper classes in a period of actual re-
duction or elimination of certain
types of civilian output. Although it is
not susceptible of statistical proof, we
suspect that the absolute or relative
disappearance of consumer commodi-
ties from the legitimate market cre-
ates a heavier burden on the stand-
ards of living of the working classes
than of any other class.

* The lengthening of the work week
and the payment of premium rates for
overtime were important factors in
explaining the rapid rise in the per-
sonal income of the average worker
during the war. There are other meth-
ods, however, of increasing the inten-
sity of labor. Speed-up can and does
take place, especially where assembly-
line methods of production prevail,
and it is rarely accompanied by ade-
quate compensation. Again, we are in
a field where statistics are conspicuous
by their absence. Nevertheless, it can
be accepted as a universal law that
the greater the shortage of manpower,
the greater the intensity of labor. This
is a burden that falls almost exclusive-

ly on the working classes. It has a
most important bearing on real stand-
ards of living, for in a very real sense
the capacity to enjoy leisure time is
as important a measure of true living
standards as the ability to purchase
consumer goods and services. A work-
er whose leisure time has been re-
duced or who is physically exhausted
by an inhuman speed-up of the as
sembly line and therefore in no posi-
tion to enjoy such leisure time as he
may theoretically possess has suffered
a decline in his standard of living just
as surely as if he experienced a redue-
duction in his real income. This en-
tire problem, in turn, is related to in-
cidence of illness, length of produc-
tive working life, income at retire-
ment, and average longevity. There
can be little doubt that all these fac-
tors adversely affect working class liv-
ing standards to a marked, if not read-
ily measurable, extent.

‘THE CHRONIC CHARACTER OF INFLA-

"tion under the Permanent War Econ-

omy is apparent to anyone with eyes
to see. Whether the degree of infla-
tion from 1939 to 1950 be measured
by the Consumers’ Price Index, which
shows a rise of 72 per cent, or the
newly announced implicit price index
affecting gross output of the Depart-
ment of Commerce, which reveals 2
rise of 83 per cent (preliminary), or
our own average price index, which
displays a rise of 94 per cent, the fact
remains that the price level has in-
creased on the average by seven or
eight per cent annually over the first
cleven years of the Permanent War
Economy. This rate of increase in the
price level will continue to be main-
tained, regardless of controls, because
inflation is unceasing and permanent.

The higher the ratio of war outlays
to total output, the greater the degree
of inflation. There is no method un-
der capitalism whereby the creation of

purchasing power through waste
(war) production can be so controlled
and absorbed that inflation is elimi-
nated. The value and therefore the
price of civilian output is necessarily
augmented as the war sector of the
economy increases in size and scope.
A worker in an aluminum plant, for
example, must receive the same wage
whether the product of his labor goes
into pots and pans or bombers and
fighter planes. In the former case,
however, he can through the market
exchange the labor time expended in
the production of pots and pans for
food, clothing and other commodities
and services needed to provide sub-
sistence and constant reproduction of
the value ‘of his labor power. This is
possible only because pots and pans
possess a use value to other workers.
If, on the other hand, he is producing

LY



warplanes these are ot no interest to
the workers who produce food and
clothing and, in fact, are not distrib-
uted through the market mechanism
but by government direct purchase or
requisition. The inflation is inevit-
able because munitions production
does not satisfy human wants and
therefore cannot contribute to the re-
production or the expansion of the
variable portion of capital.

The most that controls can do un-
der capitalism is to slow down the rate
of inflation and, if fairly devised and
executed, distribute the burden equit-
ably among all classes. It is precisely
in this regard, however, that the
naked class character of capitalism is
most clearly revealed. The per capita
output of consumer goods and services
from both private and government
sources, as was shown in Table VII,
has increased, but the living stand-
ards of the working classes have de-
clined. Inflation is one of the chief
factors in the constant gnawing away
at the living standards of the working

classes under the Permanent War
Economy. Just as taxes are designed
to lighten the burden on business, so
are inflation controls geared to bear
most heavily on wages and to tread
lightly on profits. By and large, the
profits of the bourgeoisie are in effect
guaranteed by the state, while wages
rapidly depreciate under the full im-
pact of inflation and controls—but
this is a subject for another article.

To A MARXIST, OF COURSE, stand-
ards of living are a function of the
rate of surplus value, If the living
standards of the working classes have
declined, both relatively and abso-
lutely, then there must have been an
increase in the rate of surplus value.
That this has indeed been the case
can readily be seen from Table VIII.

Table VIl

RATE OF SURPLUS VALUE, 1939-1953
{Dollar Figures In Billions)

s/v
v 8 (Rate of
: (Variable (Surplus Surplus

Year Capital) Value) Value)
1939 $43.3 $39.9 929,
1940 46.7 46.3 29
1941 6.6 80.5 107
1942 72.3 79.3 110
1943 89.7 94.0 106
1944 98.8 103.0 104
1945 98.1 104.7 107
1946 92.8 106.3 116
1947 98.8 119.6 121
1948 105.4 136.3 129
1949 105.6 1312 124
1960* 115.0 142.0 123
1951°* 124.2 155.2 126
1952¢ 129.9 163.4 126
1953* 1311 168.1 128
*Estimated.

The absolute levels of surplus value
and variable capital are necessarily
tentative inasmuch as they are based
on the class distribution of income
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data. Variable capital has been devel-
oped as the sum of wages and salaries
of the working classes, wages and sal-
aries of farm employees, other labor
income (mainly employer contribu-

tions to private pension and welfare !

funds and compensation for injuries),
employee contributions for social in-

surance, and employer contributions -

for social insurance. It will be noticed
that the summation of variable capi-
tal and surplus value equals net na-
tional product in current dollars, as
shown in Table 1. In other words, on
the theory that net national product
actually represents the net value of
current production or the total values
created by labor power in the process
'of production, we have subtracted
variable capital from net national
product in order to obtain the mag-
nitude of surplus value. The rate of
surplus value is calculated as in Marx
by dividing the mass of surplus value
by the mass of variable capital.

The projections for employee and
employer contributions for social ‘in-
surance are arbitrary, although based
on the anticipated effect of the revi-
sions in the Social Security Act and

our previously developed projections -

for the various income and output
measures. These represent shares in
current production even if they can
only be spent in the future. A more
serious objection to the simplified
method used is the inherent assump-
tion that the entire income of the non-
working classes is derived from the
surplus values created by the working
classes, whereas it is clear that a por-
tion of the income of some farmers,
some single entrepreneurs and even
some members of the bourgeoisie rep-
resents productive labor. It is felt,
however, that this is substantially off-
set by the broad definition of the
wquing classes,” which includes many
unproductive workers (in the Marx-
ian sense), such as government em-
ployees, certain types of white collar
workers as salesmen, insurance agents,
etc, the unemployed and retired
workers. Moreover, the bourgeoisie
and middle classes are heavy benefi-
_ciaries of employer contributions to
private pension and welfarc funds.
The calculated amount of surplus
value appears to be reasonable and
the rate of surplus value coincides
with everyday observation and what
one would expect to find from a more
detailed study. Even if exception be
taken to the magnitudes of s and v,
the rising trend in the rate of surplus
value is clearly established. From 1939
to 1933, the rate of surplus value will
have increased almost 40 per cent.
Eschewing our projections, this siz-
able increase in the rate of exploita-
tion was already reached by 1948, It is
only since then, and belatedly, that
the trade union movement has made

some slight progress in reducing the
rate of surplus value. The conclusion
is inescapable that the enormous
growth in the productivity of labor
since 1939 has not redounded to the
benefit of the working classes.

The rise in the rate of surplus value
from 92 per cent in 1939 to 129 per
cent in 1948 and to an estimated 123
per cent in 1950 provides an incontest-
able refutation to the puerile argu-’
ment of the apologists for the status
quo that “labor has fared as well as’
anyone else, for wages and salaries re-
main fairly constant at about two-
thirds of the national income.” What
these gentlemen conveniently over-
look is the fact that wages and salaries
constitutes a completely misleading
income classification, concealing with-
in its broad cover the six-digit salaries
of corporation executives, Hollywood
actors and leading public entertainers,
not to mention the salaries of all types
of people in managerial and semi-
managerial positions. To lump to-
gether the salary of a Charles E. Wil-
son (General Motors or General Elec-

“ tric) with the $60 or $65 weekly wage

of a typical factory worker is simply
to render impossible any type of sci-
entific analysis concerning standards
of living or the real workings of the
economic system. And the evidence is
clear that compensation of corporate
officers, for example, has increased
faster than the wages and salaries of
other corporation employees.

It is no longer possible to arrive at
an approximation of the magnitude
of surplus value, as Marx did, by add-
ing the shares of income admittedly
paid out in the form of profits, inter-
est, rent and royalties. It is equally

‘necessary to include a large portion

of wages and salaries, representing
currently at least all salaries in excess
of $10,000 annually. Such an adjust-
ment, obviously required if the true
position of the working classes is to be
realistically examined, results in an
increase in the mass of surplus value
of about one-third and almost doubles
the rate of surplus value!

Reducing the rate of surplus value:
does not arrest inflation, but it would
help to make the burdens of inflation
and declining standards of living more
equitable. These are the immediate
and central tasks of the working
classes on the economic front. The
longer they arc delayed the more like-
ly is the new environment of the Per-
manent War Economy to entrench it-
self and to condemn the mass of hu-
manity to an existence deyoid of hope
for escape from the threats or reality
of misery, war and totalitarianism.
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.3. Increasing State Intervention

"When we are sick we -
do not let nature take its course, but -

send for a doctor or surgeon. . .. As
in the physical world, so in the eco-
nomic world.” Thus spoke R. C. Lef-
fingwell of J. P. Morgan & Co. in a
speech " reported in the New York
Times of March 22, 1934, making it

amply clear that the doctor in the

economic world is the Federal gov-
ernment, ie., the state. Not all sec-
tions of the American bourgeoisie sup-
ported state intervention as the
remedy for the depression,” but deci-
sive support was forthcoming for the
_essential features of Roosevelt’s “Dr.
New Deal.” Capitalism was seriously
ill, to the point of prostration. Tradi-

market had been tried and failed.
Only state intervention could pump
blood (profits) into the arterioscler

otic veins of a desperately sick °

*economy. A
The depression has been succeeded

by the Permanent War Economy, but |
state intervention in the economy re- |
mains. In fact, it has increased until '

state ménopoly capitalism provides
an alternative description for the new
stage of capitalism. Inasmuch as some
degree of state intcrvention has ob-
tained ever since the existence of na-
tional states, the nature, purposes and
_ consequences of state intervention re-
quire somewhat detailed analysis to
reveal precisely what is new in the
situation. .

The growing state intervention in
the capitalist'economy, which disting-
uishes it from the traditional or laissez-
faire phase of capitalism, is an out-
growth of financial imperialism. This
was clearly perceived by Lenin (Imper-
ialism: The Highest Stage of Capital-
ism, p. 25) when he wrote: “Capitalism
in its imperialist stage arrives at the
threshold of the most complete social-
ization of production. In spite of
themselves, the capitalists are dragged,
as it were, into a new social order, a
transitional social order from com-
plete free competition to complete .
socialization. Production becomes so-
cial, but appropriation remains pri-
vate. The social means of production
remain the private property of a few.
The general framework of formally
recognized free competition remains,
but the yoke of a few monopolists on
the rest of the population becomes a
hundred times heavier, more burden-
some and intolerable.”

The intercorporate arrangements
that caused production to become so-
cial at the turn of the twenticth cen-
tury have first been regularized and
then controlled by the state as the

twentieth century has unfolded. The

preservation of “the yoke of a few
monopolists” is now inconceivable

without the direct and indirect sup-

- port of the state, whose ubiquitous

interference in daily life manifests it-
self in a thousand and one ways. At
first, as Lenin indicates, . . . . state
monopoly in capitalist society is noth-
ing more than a means of increasing
and guaranteeing the income of mil-
lionaires on the verge of bankruptcy
in one branch of industry or another.”
(Imperialism, p. 39) State interven-
tion in the Great Depression of the
1930°’s was characterized exclusively
by the objective of restoring the profits

. . - of the millionaires, and in this it was
tional methods of recovery, relying ° :

upon thé “automatic” forces of the .

largely successful.

Events have a logic of their own.
The restoration of the rate of profit

. could not be followed by an abandon-

ment of state intervention. On the

contrary, like a patient who has rer

covered from an almost fatal illness

solely through taking medicine con-

taining habit-forming drugs, the

enduring “health” of capitalism de-
mands the continuation of the “habit- ~
forming drug” of state intervention.

This becomes obvious as the economy

of depression is followed by the Perm-

anent War Economy. There are dif-

ferences, however. Not only is state -
intervention more extensive, but it is

no longer confined to restoring the
profitability of “sick” industries. The
most decisive sections of capital are

subjected to state control and direc-

tion, but the reward is the virtual

guarantee of the profits of the bour-

geoisie as a class.

THE GROWTH OF THE STATE BUREAU-
cracy and the increasing consumption
of surplus value by the state in the
form of increasing taxes are both evi-
dence of increasing state intervention
and we shall examine the facts below.-
Increasing domination of the appara-
tus of state control by representatives

of monopoly capital i an even more
impressive feature of the new capital-
ism. Lenin, with his remarkable
insight into the function of capital-
ism in its imperialist stage, also an-
ticipated this development. Referring
to finance capital as the “personal
union” between banking and indus-
trial capital, he states (Imperialism,
p- 42): “The ‘personal union’ between
the banks and industry, is completed
by the ‘personal union' between both
and the state.” (Italics mine—T. N. V.)
And the union between finance cap-
ital and its state is of the most per-
sonal nature possible through the
appointment of outstanding repre-

sentatives of “big business” to posi-
tions of authority in the administra-
tion of virtually all state controls
affecting production, distribution and '
prices—and therefore profits. '

The rationalization for state inter-
vention in the depression was pro-
vided by John Maynard Keynes, who
showed why traditional wage-cutting
methods could not restore effective .
demand and the rate of profit. Ac- -
cording to Keynes, restoration of ef.
fective demand could not be left fo
private control of investment deci-
sions. “I conclude,” says Keynes in
The General Theory of Employment,
Interest, and Money (p- 320), “that
the duty of ordering the current vol-
nme of investment cannot safely be

. left in private hands.” Thus, the role
-_of_the state is a steadily increasing

onc: “I expect to see the State . . .
taking an ever greater responsibility
for directly organizing investment.”
(The General Theory, p. 164)
Despite certain of his critics, espe-
cially the unreconstructed advocates
of laissez-faire, the purpose of state
intervention in the Keynesian system
is to preserve capitalism. A perfectly
fair and thoroughly valid appraisal
of Keynes is provided by the Amer-
ican Keynesian, Seymour E. Harris, in
his introduction to The New Eco-
nomics: Keynes' Influence on Theory
and Public Policy (p. 5): . . . “it may
be well to insist that Keynes was es-
sentially a defender of capitalism.
Only the stupidity of those whom he
supports can account for any other
interpretation. Keynes indeed offers
government a larger degree of con-
trol over the economic process and a
larger degree of operation than the
old-fashioned classical economist; but.
his motive is to save capitalism, not
destroy it. . . . Keynes wanted govern-

- ment to assume responsibility for de-

mand, because otherwise the system
would not survive. [My Italics—
T. N. V.] It was possible to have both
more government activity and more
private activity—if unemployment
could only be excluded. And above
all, Keynes would not remove the
foundations of capitalism: free choice,

-the driving force of the quest for

profits, the allocation of resources in
response to the price incentive.”

Keynes' own appraisal of his réle
accords quite closely with that of
Harris. In the concluding notes to
The General Theory (pp. 380-381), he
writes: “Whilst, therefore, the enlarge-

., ment of the functions of government,

involved in the task of adjusting to
one another the propensity to con-

" sume and the inducement to invest,

would seem to a nincteenth-century
publicist or to a contemporary Amer-
ican financier to be a terrific encroach-
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ment on individualism, 1 defend it
on the contrary, both as the only
pbracticable means of avoiding the
destruction of existing economic forms
in their entirety and as the condition
~of the successful functioning of indi-
vidual initiative. [ftalics mine—
T. N. V]

“For if effective demand 1s deficient,
not only is the public scandal of
wasted resources intolerable, but the
individual enterpriser who seeks to

bring these resources into action is:

operating with the odds loaded
against him. The game of hazard
which he plays is furnished with many
zeros, so that the players as @ whole
will lose if they have the energy and
hope to deal all the cards. Hitherto

the increment of the world's wealth -

has fallen short of the aggregate of
positive individual savings; and the
difference has been made up by the
losses of those whose courage and
initiative have not been supplemented
by exceptional skill or unusual good
fortune. But if effective demand is
adequate, average skill and average
good fortune will be enough.

“The authoritarian state systems of
today scem to solve the problem of
unemployment at the expense of effi-
ciency and of freedom. It is certain
that the world will not much longer
tolerate the unemployment which,
apart from brief intervals of excite-
ment, is associated—and, in my opin-
ion, inevitably associated with present-
day capitalistic individualism. But it
may be possible by a right analysis of
the problem to cure the disease whilst
preserving efficiency and freedom.”
[Italics mine~T. N. V.}

The passage is remarkable, both

for its typical expression of Keynes’
fundamental thesis that only state in-
tervention can save capitalism from
destroying itself through mass unem-
ployment and, for an otherwise first-
rate economist, his complete inability
to understand the origin and nature
of profits. Why “effective demand”
periodically is “deficient” requires an
insight into the inner workings of
capitalisin impossible to attain with-
out such basic Marxian tools as the
labor theory of value, the laws of
capital accumulation and the falling
average rate of profit. Of this Keynes
is incapable for, with all his emanci-
pation from the fetishism of Marshall-
1an economics, he still attributes the
ability of capital to increase its mag-
nitude (profits) to its “scarcity.” Thl\ls
{The General Theory, p- 213) “the
-only reason why an asset offers a
prospect of yielding during its life
services having an aggregate value
greater than its initial supply price
' is because it is searce; and it Is kept
scarce because of the competition of
the rate of interest on money.”
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While Keynes' “theory” of profits
is, of course, sheer nonscnse, it does
not detract from his role as chiet
theoretician justifying state iuterven-

.tion. To quote the leading American

Keynesian, Alvin H. Hunsen, in an
essay entitled, “The General Theory,”
contained in Harris’ book previously
cited: “David McCord Wright, in a
recent article on the ‘Future of Key-
nesian Economics' (dmerican Eco-
nomic - Review, June, 1945), put his
finger quite accurately on the basic
change in outlook effected by the
‘Keynesian Revolution.” We cannot
follow, he says, the main lines of
Keynes’ argument and say that the
capitalist system, left to itself, will
automatically bring forth suflicient ef-
fective demand. Keynes' ideas ‘derive
much of their unpopularity because
they form the most widely known |
arguments for intervention even
though such intervention may be
quite capitalist in nature.” It is the’
analysis of the problem of uggregate
demand, together with the implica-
tions of this analysis for practical pol- -
icy, which challengés the old ortho-
doxy.” :

Under the Permanent War Econ-
omy, state intervention in the cap-
italist economy not only expands, but
also takes on added functions. The
problem is no longer one of buttres-
sing effective demand to eliminate un-
employment. From an economy being
undermined by deflationary forces,
there has occurred a complete shift
to one in which inflationary forces

predominate. State intervention must
thercfore, in the first instance, now
be concerned with controlling pro-
duction and prices. Demand has be-
come too effective and must be curbed;
the state must also take such measurcs
as are necessary to allocate supplies
so as to achieve the desired balance
between the war and civilian sectors
of the economy.

The increase in state functions, ac-
companied by a loss in the cffective-
ness of the capitalist market, has
meant a colossal expansion in govern-
ment expenditures, which, in turn, has
necessitated a phenomenal increase in
taxes. The relationship of govermment
income to current production and
surplus value from 1939 to 1950 is
shown in Table L. )

In 1939, at the beginning of the
Permanent War Economy, total gov-
ernment receipts were $15.4 billion,
with Federal government receipts two
billion dollars less than State and lo-
cal government: receipts. Starting in
1941, Federal government receipts
rise sharply, dwarfing the rclatively
modest increase in State and local
government receipts. By 1950, while
the latter had more than doubled com-
pared with 1939, the former had in-
creased ‘more than six times, with the
result that total government receipts
had more than quadrupled.

Even after government receipts of
social insurance contributions, which
have virtually tripled since 1939, are
subtracted from total government re-

ceipts, total government receipts of
taxes of all forms, including certain
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1947 57.8 44.0 13.8 5.7
1948 59.8 439 15.9 5.2
1049 562  39.2 170 5.6

19503 622 427 195 5.
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TABLE 1

RELATIONSHIP OF GOVERNMENT INCOME TO CURRENT PRODUCTION
AND SURPLUS VALUE, 1939-1950
(Dollar Figures in Billions)

*Includes gross tax receipts plus minor amounts of nontax income.
**From Table I of previous article in March-April issue of The New Intet-

+tFrom Table VIII of previous article in March-April issue of The New Inter-

IStntc and local government receipts and reccipts‘ of social insqrance contri-
butions are estimated. The official figzure for net national product in 1950, when
released, will probably be about $2 billion higher than our estimate.
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fees and related payments, have in?
creased from $13.3 billion in 1939 to
an estimated $56.5 billion in 1950,
In other words, the cessation of hos-
tilities, aside from minor declines in
1946 and 1949, has not been accom-
panied by any diminution in the
state’s appetite for surplus value. This
becomes crystal clear when we exam-
ine columns seven and nine in Table
1, portraying the share of government
income in both total production and
surplus value.

In 1939, onesixth of current pro-
duction and one-third of surplus value
went to the state (all branches). This
represented, so to speak, the fruits of
state intervention in the depression.
Under the impetus of the rapid in-
crease in war outlays and increasing
government controls, these propor-
tions rose rapidly until in 1943 almost
one-fourth of current production and
nearly one-half of surplus value went
to the state. In spite of steady de-
clines from 1943 to 1949, there has

been no question of restoring pre-war -

relationships. Even in 1949, the state
consumed 21.4 per cent of current
output and 38.6 per cent of surplus
value. In 1950, these percentages in-
creased to an estimated 22 and almost’
40 per cent, respectively. With the
present rapid increase in war outlays
and Federal tax rates, it is obvious
that these ratios will climb rapidly
toward their wartime peaks.

. _ALTHOUGH IT 1s TRUE, as shown in_

_the last article on “Declining Stand-
ards of Living,” that a sizable portion
of taxes comes from the working
classes, the bourgeoisie contribute the
major share to the upkeep of the state.
Hence, the loud hue and cry from the
all sections of the capitalist press for
“elimination of government waste.”
This is quite understandable when’

“roughly two out of every five dollars
accruing to the bourgeoisie go to sup-
port its state. Admittedly, there is
considerable room for numerous sav-
ings in government operations with-
out in any way impairing the
functions of the state. Yet, before we
shed tears for the “plight” of the
American bourgeoisie, we would do
well to examine its profits position.

-For, despite the huge overhead cost. :
of the capitalist state, the bourgeoisie
has never been so well off financially _:
as it is today. o
. Naturally, when state expenditures
exceed state receipts, i.c., income de-
rived from current production, the

. difference must be covered by state

| borrowing, representing essentially in-
come derived from past production.

* The periodic rapid ingrease in the
government debt becomes a potent
source of inflationary pressure on the
economy. In fact, state income and,
expenditures, or fiscal policy, are by
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far the most powerful single factor
in determining the level at which the
economy operates. Besides exerting
great influence on the size of the
national product, the nature of state
fiscal policies in large measure ordains
the composition of the national prod-
uct among the various classes. To a
significant extent, therefore, the per-
sonnel of the state bureaucracy be-
comes, as it were, an arena for the
conduct of the class struggle. This is

obviously the case where class pres--

sures are exerted on Congress and
State and local legislatures. It is

equally true and, in certain cases, '

more so, when policy can be influ-
enced or modified by administrative
action, within the Executive branch
of govérnment. The recent attack of
the United Labor Policy Committee
on “big business domination of the
Defense Program,” and particularly
on Defense Mobilizer Charles E. Wil-
son is a perfect illustration of the cor-
roding impact of the Permanent War

Economy on the functioning of cap- -

italism, as well as the inordinate

power that is concentrated in the

hands of a single individual who is
merely an appointee.

Controlling supply and prices, to
mention only the obvious, requires a
far larger state bureaucracy than the
relatively simple function of buttres-
sing effective demand, which was the
chief réle of the state during the de-
pression. The war economy also de-
mands a permanent increase in the
military bureaucracy, aside from the
periodic need to assure an adequate

. supply of cannon fodder. As a con- -

sequence, omitting from considera-
tion the period of World War II
itself, the state’s claim on the em-
ployable labor force has increased
markedly, as can be seen from Table
IL

The total employed labor force,
including the armed forces, has in-
creased from 46,120,000 in 1939 two
61,457,000 in 1950, an increase exceed-
ing fifteen million, or approximately
one-third. This is without reference
to ghe fact that the total employed
labor force reached a peak of 65,220,-
000 in 1944 at the height of the war.
In part, this was accomplished by a
sharp reduction in the amount of un-’
employment and, in even larger part,
by absorbing new entrants into the
labor force arising from the growth in

population.
Meanwhile, total State and local
government employment increased

from 3,287,000 in 1939 to 4,000,000 in
1950 (despite a slight decline during
the war)—an increase of close to 25
per cent. This, however, is less than
the increase in the total employed
labor force. The growth in the state
bureaucracy, as is only natural, is
largely accounted for by the increase
in total Federal government emnploy-
ment, which rose from 1,286,000 in
1939 to 3,780,000 in 1950—an increase
of almost 200 per cent. Thus,
total -Federal government employ-
. ment, which was two million less
than total State and local government
employment in 1989, almost equalled
the latter in 1950. The result is that
total government employment has in-
¢reased from 4,578,000 in 1939 to

The
64,900,000.

1842, and 85,000 in 1043,

Yable 11
RELATIONSHIP OF GOVERKMENT EMPLOYMENT TO TOTAL .
EMPLOYED LABOR FORCE, 1939.1950

{in Thousonds)

Total Total Total Gov't
Total Employed Total State Gov't Employ-
Labor R Labor Fed- and 'mploy- ment
Force, Average Force eral Local ment Ratio
inol. Unem- (Col. 1 Gov't Gov't (Col.4 (Cols
Armed ploy- minus Employ- Employ-  plus +
Forces ment Col.2) ment ment Col. 5, Col. 8)
Year  (1)* (2)** () (4t (5)t () (7)
1939 55,600 9,480 46,120 1,286 3,287 4,678 9.9%
1940 56,030 8,120 47,910 1,587 8,306 4,893 10.2
1941 57,380 5,660 51,820 8,032 38,209 6,331 12.2
1942 60,230 2,660 87,670 8,326 3,286 9,661 16.6
1943 64,410 1,070 63,340 12,020 8,126 15,146 23.9
1944 65,800 670 65,220 14,395 8,002 17,487 26.8
1948 65,140 1,040 64,100 14,254 8,124 17,878 27.1
1946 60,820 2,270 ; 5841 3,339 9,180  18.7 i
1947 61,608 2,142 59,466 8,616 8,564 71,180 12.1
1948 62,748 2,064 ,684 3,442 8,752 7,194 119
1949 63,571 3,395 80,176 8,855 3,895 7,650 12,5
1950 64,599 3,142 61,457 3,370 4,000 1,730 12.6

*From Table D of “The Permanent War Economy,” Jan.-Feb. 1951 issue of
New International, with actual 1950 s

**From Table C of “The Permanent War Ecohomy,” Jan.-Feb, 1951 issus of
The New International, with actual 1950 substituted for estimate of 8,100,000,
$Breakdown shown in Table II-A; excludes Federal work relief em ent
totaling 3,216,000 in 1939, 2,702,000 in 1940, 2,182,000 in 1041, 909, in

$Breakdown shown in Table I1-A; excludes State and Local work relief employ- '
ment totaling 39,000 in 1939, 38,000 in 1940, 17,000 in 1041, and 5,000 in 1942.

tituted for estimate of
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7,730,000 in 1950—a rise of 69 per
cent during the first eleven years of
the Permanent War Economy.
The government employment ratio,
set forth in column seven of Table I,
tells the story so far as the over-all
growth in the state bureaucracy and
its relationship to total employment
is concerned. Frotn a ratio of less than
ten per cent in 1939, meaning that
only one employed person out of ten
was on a government payroll, there

occurred a steady rise to 12.2 per cent
in 1941 and then a phenomenal in-
crease during the war to a peak of
27.1 per cent in 1945. In other words,
during the height of World War II,
more than one employed person in
every four was being supported by the
state! Following the end of the war,
there was, naturally, a rapid decline
in the government employment ratio,
until it reached a low of 11.9 per cent
in 1948, with an increase since then
to 12.6 per cent in 1950.

Again, the highly significant fact is
that there is no return to the prewar
relationship, even in the case of the
government employment ratio. In-
stead of one out of ten belonging to
one or another segment of the state
bureaucracy, as was the case in 1939,
we now have one out of every eight
employed persous in this category. We
have already exceeded the govern-
ment ratio that prevailed in 1941 and
are moving rapidly toward the rela-
tionship that existed in 1942, For the
government employment ratio to in-
crease beyond this level, approaching
the fantastic heights of 1943-1945,
would undoubtedly require participa-
tion by American imperialism in an
all-out war effort. Nevertheless, the

.warnings are apparent on every hand

that manpower, even more than stra-
tegic materials, will be the limiting
factor in the current effort of Ameri-
can imperialism to contain and then
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Parenthetically, this is the decisive
reason why American imperialism
must seek and maintain allies, and
why the MacArthur policy, to the ex-
tent that it would jeopardize this fun-
damental strategic aim, is suicidal.

The composition of government
employment, as shown in Table 1L-A,
reveals the crucial importance of man-
power and demonstrates that not even

. American imperialism can maintain

an economy of “guns and Butter, too”
if we assume that all-out war is in the
offing.

Let us supposc, for example, that
an all-out war effort against Stalinist

imperialism will compel about the’

same manpower utilization by the
military and Federal civilian bureau-
cracies as took place in 1944, and that
it is desired at the same time to sus-
tain the civilian e¢conomy at current
high levels. An increase of almost

eleven million in Federal employment

over 1950 would be needed. Even al-
lowing for full absorption of the un-
employed, and the normal increase of
several hundred thousand a year in
those seeking work for the first time,
there would still be a shortage of be-
tween seven and eight million. Even
reducing State and local government
employment to the 1944 level would
save less than 900,000. Thus, private
‘civilian employment would have to be
reduced by six to seven million, or an
equivalent amount of married wom-
en, rctired workers and others not
presently considered part of the labor
force would have to be induced to
seek and to accept employment. In
cither case, the impact on civilian out-
put, aside from any shortages in mate-
rials or productive capacity, would be
substantial. o

Abstracting from the war situation
itself, however, there has been ap-
proximately a tripling in the size of
the Federal civilian bureaucracy,

to destroy Stalinist impcrialism. which rose from 571,000 in 1939 to an
TABLE H.A
COMPOSITION OF GOVERNMENT EMPLOYMENT, 1939-1950*
{In Thousands)
- FEDERAL STATE AND LOCAL
Civilian, Govern- Non-gchool, Govern-
except . ment Public except ment
work Mili- Enter- Educa- work Enter-
Year relief tary prises tion ~  relief priges
1939 571 342 373 1,267 1,877 143
1940 653 549 385 1,273 1,872 161
1941 957 1,676 399 1,281 1,846 172
1942 1,719 4,154 453 1,270 1,794 171
1943 2,519 9,029 472 1,244 1,709 173 .
1944 2,545 11,365 485 1,226 1,700 166
1945 2,444 11,302 508 1,224 1,734 166
1946 1,864 3,434 543 1,277 1,883 179
1947 1,462 1,599 5565 1,334 2,042 188
1948 1,408 1,468 566 1,369 2,187 196
1949 1,443 1,604 608 1,422 2,277 196
1950%+ 1,668 1,600 662 1,457 2,342 201
*These breakdowns of columns four and five of Table II represent full-time and
part-time employees.
**Estimated.

estimated 1,568,000 in 1950. Even
more dramatic has been the increase
in the military bureaucracy, which in-
creased from 342,000 in 1939 to an
estimated 1,500,000 in 1950—a growth
ol well over 300 per cent. As a perma-
nent fcature, the size of the military
forces (without regard [or the current

_build-up in connection with the Kore-’

an war) exceeds the number employed |
in public education. What a sad and
fitting commentary on the moral
bankruptcy of capitalism! Of at least
passing interest is the sizable increase

in the number of State and local gov-
ernment non-schoo! employees, which
declined from 1,877,000 in 1939 to
1,700,000 in 1944 and then rose to an,
estimated 2,342,000 in 1950—repre-
senting a growth of more than 25 per
cent from 1939 to 1950. Even the cost
of local police and bureaucratic func-
tions increascs! '
Although the figures are still rela-
tively small, the increase in employ-
ment in government enterprises, from
a combined total of 516,000 in 1939
to an estimated 863,000 in 1950, is
noteworthy—not only because this is
an increase of almost 70 per cent, and
nearly 80 per cent for Federal govern-
ment enterprises alone, but because
of the steadily rising trend. The
sphere ol nationalized prodpctiop is
gradually being enlarged, and this is
not just a question of the [)(?SLofﬁce,
but rather of public utilities and
atomic encrgy and, to some extent,
transportation. It is no longer so}cly a
question of nationalizing thosc indus-
tries that arc incapable of operating
at a profit. A new element has been
injected and it has arisen only be-.
cause of the dual aims of the war econ-
omy. Private capitalists either lack the
resources or cannot be entrusted with
such vital war tasks as development
of synthetic rubber and atomic en-
ergy. Profitability is not the decisive
consideration, but survival. The state,
as the executive committec of the
bourgeoisie, can do what no single’
capitalist or group of capitalists can
do. Unlimited sums can be poured in-
to any project which is deemed essen-
tial, whether it is profitable or not.

More than eleven per cent of gov-
ernment employment is currently to
be found in nationalized enterprises.
The process of erosion has begun,
even in America, the stronghold of'
capitalist private property. While-
some of the more class-conscious capi-
talists are pronc to question where it
will all end, they are all consoled by
the actuality of profits excecding any-
one’s imagination.

HAND IN HAND WITH THE INCREASL
in taxes and the permanent growth in

_the state bureaucracy go an enormous



increase in business and a fantastic
increase in profits. This can readily be
seen from an examination of the data
for corporate sales, profits and taxes,
shown in Table III.

We have shown the data for cor-
porate sales, profits and taxes from

1929 to 1950, in order to demonstrate
conclusively how the Permanent War
Economy, with all its increasing state
intervention, has paid off handsomely
for the bourgeoisie. Although corpo-
raté tax liability for the decade 1929-
1938 was negligible, totaling $9.2 bil-
lion for the entire ten years, corporate
profits could not reach 1929 levels by
a very sizable amount. Even corporate
sales rcmained below 1929 despite
state intervention during the depres-
sion, For the first ten years of the Per-
manent War Economy, however, cor-
porate sales went up by leaps and
bounds, reaching a level of $381.3 bil-
lion in 1948 and by 1950 were almost
three times the level of 1929! Even
when allowance is made for the de-
preciation of the dollar, the absolute
increase in physical sales is fairly im-
pressive. At the same time, corporate
taxes totalled $97.5 billion for the
first decade of the Permanent War
Economy—a burden ten times that of
the previous decade. Nevertheless,
corporate profits after taxes increased
from $20.3 billion in the decade 1929-
1938 1o $113.5 billion in the decade
1939-1948, an increase in the mass of
net profit amounting 10 459 per cent!
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The superiority of war and war
economy over the New Deal and pub-
lic works, so far as the capitalist class
is concerned, is unmistakably clear.
As a matter of fact, the inclusion of
1929 profits distorts our comparison
of the depression era with the Perma-
nent War Economy. Proper procedure
would begin the comparison with the
year 1930. For the nine-year period,
1930-1938, corporate profits after taxes
equalled $11.9 billion, while corpo-
rate sales minus gross profits totalled
$881.8 billion, yielding a rate of profit
of 1.3 per cent. Take any nine years
of the first twelve years of the Perma-
nent War Economy, and what a dif-
ference! From 1939 to 1947, for ex-
ample, corporate profits after taxes
equalled $92.6 billion, while corpo-

rate sales minus gross profits totalled
$1,762.3 billion, yielding a rate of

profit of 5.3 per cent.

The pump primer of increasing war
outlays produced a doubling of sales
and, even with the gigantic increase
in taxes, a 678 per cent increase in the
mass of net profits and a 308 per cent
increase in the rate of profit! Increas-
ing state intervention does, after all,
have some good points. The Perma-
nent War Economy has yielded a prof-
it bonanza that is without precedent
in a highly developed capitalist na-
tion and is almost embarrassing to the
bourgeoisie. And, in complete confir-
mation of the trends previously devel-
oped in the rate of surplus value and

_ relative class standards of living, the

TABLE 11l
CORPORATE SALES, PROFITS AND TAXES, 19291950
(Biltions of Dollars) ; i
Corporate Corporate
Corporats Sales Sales
Profits minus minus
After Gross Net
Corporate Taxzes Profits Profits
Profits Corporate (Col.2 (Col. 1 (Col. 1
C ate  Before Taz minus minus minus
o8 Taxes Liability Col. 8) Col. 2) Col. 4)
Year ) (2) (3) () (s) (¢6)
1929 $138.6 $9.8 $1.4 $8.4 $128.8 $1380.2
1930 118.3 3.3 0.8 25 115.0 115.8
1931 92.4 —0.8 0.5 —1.3 93.2 93.7
1932 69.2 —3.0 04 —3.4 72.2 72.6
1933 73.0 0.1 0.6 —0.4 72.9 73.4
1934 89.6 1.7 0.7 1.0 87.9 88.8
1936 102.0 3.2 1.0 2.2 98.8 99.8
1936 119.56 5.7 14 4.3 1188 1152
1937 128.9 6.2 1.5 4.7 122.7 124.2
1938 108.6 33 -1.0 23 106.3 106.3
s . . » . .
1939 120.8 85 15 5.0 114.3 115.8
1040 136.2 9.3 29 64 1269 1288
1941 176.2 172 - 7.8 9.4 189.0 166.8
1942 202.8 211 11.7 9.4 181.7 193.4
1943 2334 25.0 144 106 208.4 232.8
1944 246.7 243 13.6 108 2224 238.9
1945 239.56 10.7 11.2 8.5 219.8 281.0
1948 270.9 23.5 9.6 189 247.4 257.0
1947 347.8 30.5 119 18.6 317.8 8292
1948 381.3 33.9 13.0 20.9 3474 360.4
1949 359.7 27.6 10.6 17.0 332.1 342.7
1950* 409.0 39.8 177 221 369.2 386.9
*Estimated, with corporate sales based on the same proportionate increase
over 1949 as total business sales; corporate profits and taxes estimated by
Council of Economic Advisers based on actuals for first three quarters of 1950.

picture improves from the point of
view of the bourgeoisie. A new peak
of $33.9 billion before taxes and $20.9
billion after taxes was reached by
American corporations in 1948. Even
the slight decline of 1949 left profits
above the already swollen wartime
levels. It remained, however, for 1950,
aided in no small measure by the out-
break of the Korean war, to reach new
historic profits and sales peaks. For
the first time in history, corporate
sales exceeded $400 billion. Corporate
profits before taxes are estimated at’
$39.8 billion, with corporate profits
after taxes likewise reaching a new
high of $22.1 billion, Compare these
figures with the increase in wages,
even after allowance for rising per-
sonal income taxes, and it is clear
that state intervention under the Per-
manent War Economy has restored
both the mass and rate of profit. Capi-
talism has revived, at least so far as
the bourgeoisie are concerned. If only
it can be sustained indefinitely, pon-
der the theoreticians of the bour-
geoisie!

Despite the “inventory recession” of
the first half of 1951, the heavy indus-
tries, the “war babies,” are not wor-
ried. “Current profits in some indus-
tries continue to be terrific,” states
Carlton A, Shively, stock market com-
mentator of the New York World-
Telegram and Sun, in his column of
May 1, 1951. “That is true of oil, cop-
per, steel, motor, rubber and tire and

_chemical industries. Many units in

those industries are reporting for first
quarter far higher net profits as com-
pared with the same quarter of last
year, and the net profits as compared
with fourth quarter, even after excess
profits taxes, show little or no decline.
Without the excess profits taxes the
net profits for many corporations
would be so large they would cause
anxiety on many - counts.” (Italics
mine—T.N. V) ‘ :
There can be no doubt that the
wasting of resources, both human and
natural, in war and preparation for
war is a profitable busincss (so far) for.
the American bourgeoisie. The man-
ner in which the war economy is run,
with negotiated contracts (between
big business and its own representa-,
tives in the government) and huge tax
concessions through rapid amortiza-
tion, means that profits are, in effect,
guaranteed by the state. How the
bourgeoisie and their apologists have
the effrontery to complain about those
‘unions that have cost-of-living esca-,

“lator clauses in ‘their contracts is vir-

tually beyond comprehension. Yet, it
is only when we examine what has
happened to the 7ate of corporate
prafit that the yeal skullduggery of
“the bourgeoisie and the immense



profitability of the Permanent War
Economy become apparent.

RATES ARE FAR MORE SUSCERTIBLE OF
juggling than~ absolute figures, al-
though we can be: reasonably certain
that the mass of corporate profit has
not been overstated. What this mass of
profit is divided by determines the
rate of profit. Four different methods
of computing the “rate of corporate
profit” are shown in Table IV.

There is first the concept of the Na-
tional Association of Manufacturers,
the super trade association of certain
segments of the big bourgeoisie. Not
content with computing the rate of
profit on sales, the N.A.M. adjusts net
profits after taxes for changes in in-
ventory valuation, on the theory that
increases in inventory due to price
changes are fortuitous and really not

part of the profits of the bourgeoisie,.

especially when prices are going up.
This approach is rationalized by em-
phasizing that low-cost inventory
must be replaced at current high costs.
Which is well and good, but the cor-
poration that stocked inventory at rel-
atively low costs still obtains a wind-
fall profit, on which it has to pay in-
come taxes, whether a compensating
future loss is anticipated or not. And

in an inflationary period, inventory .

losses due to price declines are not
very likely.
A more important fallacy in the
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N.A.M. method of computing the
rate of profit is that when the mass
of profit is divided by sales, the effect
is to count profit itself as a cost of pro-
duction. This is necessarily so since
the sales price includes the profit. De-
spite widespread profitecring and
cries that the Office of P'rice Stabiliza-
tion is attempting to control prices
through control of profits, profits are
a result and not a cost of production.
To treat profits as a cost of production
is equivalent to demanding a perpet-
ual pyramiding of profits, for the
larger the profit the larger the in-
crease in profit that is required to
maintain the former rate of profit.
Nevertheless, even the N.A.M. figures
cannot conceal the fact that the Per-
manent War Economy has done a
pretty good job of restoring the rate
of profit. Still, a rate of four or five
per cent is less than the 6.4 per cent
of 1929 and sounds sufficiently small
to be inconsequential in its effect. The
prevalence of figures, especially in
press releases, calculating the rate of
profit on'sales is a tribute to the prop-
aganda of the bourgeoisie and to its
ability to promote its own seif-inter-
ests, but is hardly conducive to scien-
tific accuracy.

The mass of profit must therefore
be divided by sales minus profit in or-
der to begin to arrive at the rate of
profit. This is done, without any
changes for inventory valuation, in

TABLE IV
RATES OF CORPORATE PROFIT, 1929-1950*
Alternative
Rate of Rate of Rate of
Corporate Corporate Corporate
Profit Profit Profit
NAM. After After Before
Profit Tazxes Taxes Taxes
Margin (Col. 4 (Col. 4 (Col. 2
on + Col. 6 +Col. 5 + Col. 5
Year Salest of Table II1) of Table III) of Table IIT)
1929 6.4% 6.5% 6.5% 7.6
1930 4.9 2.2 2.2‘7 i %
1931 1.2 —14" —1.4 ~0.9
1932 —3.5 —4.6 —d4.7 —4.2
1933 —3.4 —0.5 —0.6 0.1
1934 0.4 1.1- 1.1 1.9
1935 2.1 2.2 2.2 3.2
1936 3.0 3.7 3.8 5.0
1937 3.7 3.8 3.8 5.1
1938 ‘ 3.0 2.2 2.2 3.1
. * * L] »
1939 - 3.6 4.3 44 5.7
1940 4.7 5.0 5.1 74
1941 3.9 5.6 5.9 10.8
1942 4.0 4.9 6.2 11.6
1943 4.2 4.8 6.1 12,0
1944 4.3 4.6 4.9 10.9
1945 3.3 3.7 3.9 9.0
1946 3.2 5.4 5.6 9.6
1947 3.7 5.7 5.9 9.6
1948 5.0 5.8 6.0 9.8
1949 5.3 5.0 5.1 8.3
19503 4.4 5.7 6.0 10.8
*Derived from Table 1], with the exception of the N.A.M. concept of the rate
of profit.
+From “Profits and Prices,” Economic Policy Division Series No. 31, October
1950, published by Research Department of N.A.M. Net profits after taxes are
adjusted for changes in inventory valuation, as estimated by Department of
Commerce as due to changes in price level.
1Estimated.

both the middle columns of Tabie IV.
In both cases, the mass of profit is
measured as the net profit after taxes.
In the first case, however, corporate
sales minus net profits are used as the
denominator; in the sccond case, cor-
porate sales minus gross profits are
taken as the proper base on which to
calculate the rate of profit. A rate of
profit of six per cent is almost equal
to the performance of 1929, and con-
siderably better than the five per cent
or less shown by the N.A.M. The dif-
ference, percentagewise, is substantial,
especially if we take the figures for
1950, which we have already shown is
the peak profit year in the history of
American capitalism. The N.A.M. ap-
proach yields a rate of profit of but
4.4 per cent. Under our first method,
we obtain a rate of corporate profit of

5.7 per cent, which is almost 30 per
cent higher than the N.A.M. would
show. Under our alternative method,
the rate of profit becomes six per cent,
which is more than 36 per cent higher
than the N.A.M.’s figure!

The diflerence between our two
methods, of course, is that in the for-
mer taxes are, in effect, treated as a
cost of production, while in the latter
the base on which profits are calcu-

lated is without reference to taxes. A

moment’s reflection will show that it
is no more proper to consider taxcs as
a cost of production than profits. It is
true that one of the great weaknesses
of the present corporate tax structure
is that most corporations are able to
pass on higher taxes in the form of
higher prices, thereby contributing to
the inflation and maintaining the
same mass of profit and, in some cases,
the same rate of profit as existed be-
fore any given increase in corporation
taxes. This, again, is hardly a justifi-
cation for treating a result of produc-
tion, for taxes (on corporations) are
merely taking a portion of profit or
surplus value, as a cost of production.

Arriving at a true official rate of cor-
porate profit thercfore requires sub-
traction of both profits and taxes from
sales before the rate of profit is com-
puted. The rate of profit, in terms of
obtaining a truc picture of what is
actually happening in the economy,
therefore ought to be calculated be-
fore taxes, both with reference to the
mass of profit and to volume of capi-
tal employed to obtain a given profit.
This is done in the last column of
Table 1V. The picture that emcrges
is considerably dilferent from any pre-
viously discussed. Since 1941 the rate
of corporate profit has exceeded 1929!
For the war years and for 1950, the
rate of profit runs in the neighborhood
of eleven to twelve per cent—a lcvel
about 50 per cent higher than in 1929.
The rate of profit in actuality is thus
two and almost three times the mod-
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est picture shown by the N.A.M. That

the bourgeoisie have had to disgorge
half or almost half of their profits to
their own state for the conduct of
their war and preparations for their
future war has precisely nothing to do -

TABLE V

CORPORATE AND NONCORPORATE RETAIL, WHOLESALE
- AND MANUFACTURING SALES, 1939-1950*
{Blillons of Dollars)

with the degree to which the working RETAéL TRAgE WHOLESALE TRADE MANUFACTURING
S £ . Cor- on- Non-
classes are exploited in the process o ne o Core e 1:::
production. rate  po- po- po- po-
:’;‘3“9" ;'::g sz‘l‘ ;atc Total rate  rate Total  rate  rats
. 0.9 21.1 $30.1 21.3 8.8
IT 15 ONLY THE RATE OF PROFIT  |1940 464 231 233 396 ‘238 tos Yoz s ‘el
before taxes that gives us an inkling 1941 55.5 274 28.1 43.4 29.7 13.7 98.0 92.0 6.0
of what a life-saver the Permanent igg gg-g 262 814 481 200 191 1251 1163 88
War Economy has been to the bour- | 1944 6838 235, 38“1’ gﬁ? 903 24 igg }gig 1ot
geoisie. Even this is far from the 1945 76.8 81.2 446 59.8 84.7 25.1 154.6 133:2 }g::
whole picture, for the simple reason ig:'? {(l)g'g gé“g ggg 7.2 bl4 278 1614 1369 145
that profits are only one form of sur- 11948 1300 627 673 1003 689 314 5oy 1oes 1
plus value. The capitalist who makes - | iggD 1282 623 659 90.0 613 , 287 2000 1824 178
profits must share his cut of surplus 0f 1402 708 694 1001 697 © 304 2350 2074 276

values created by the workers with the ~

capitalist who obtains interest, with
those who obtain rent and royalties,
with thosewhom he pays huge sala-
ries to manage his wealth, and with
the state which demands taxes to pro-
tect him and his system. The true rate
of profit for all industry can thus be
obtained only by dividing the mass
of surplus value by the total amount
of capital, both constant and variable,
employed in production.

To arrive at meaningful figures for

the Marxian formula for the rate of
profit, s divided by (c plus v), is not
easy, but it can be approximated
through the following technique.
Having already derived the mass of
surplus value in the last article, to-
" gether with the mass of variable capi-
tal, it is only necessary to obtain the
magnitude of constant capital. We
know of no method whereby this can
be done directly, as there would be
far too many gaps in building up the
total mass of constant capital on an
‘industry-by-industry basis. Even if re-
liable and comprehensive capital in-
vestment figures could be obtained,
we would still lack information on the
turnover of capital—a factor of criti-
cal importance in developing the rate
of profit.

Accordingly, it is necessary to start
with sales data, and to try to build up
total sales or receipts for all industry.
Inasmuch as the market price of a
commodity represents its value, the
proceeds from sales necessarily em-
body the values transferred by the em-
ployment of constant capital in pro-
duction and the values created by the
"employment of variable capital or la-
bor power in production. This ap-
proach conceptually yields a true
gross Yational product for all indus-
try. It may be objected that in many
industries the market price of a com-
modity deviates from both its produc-
tion price and value. This is of no
consequence for we are seeking the
rate of profit for all industry. The de-

*Represents what Commerce terms “Tota] Business Sales”—“the sum of data for manufactur-

used in
utilities and other nonindustrial sectors,”
+Includes automobile services. '

. ing and wholesale and retail trade. These fizures are smaller than the nonfarm business statistics

gross national product computations by the amount of sales . . . for conmstruction,

$Corporate retail, wholesale and manufacturing sales estimated on the ass they
increased by the same proportion over 1949 as total corporate sales, with r;':ﬁ:;‘o&ta: sales

derived as a residual.

viations of market price from value
must cancel out; otherwise, there
would be no profit or surplus value
for the capitalist class as a whole.
This, ‘incidentally, is the pitfall on
which all non-Marxian theories of
profit collapse, for on top of their
faulty theoretical approach they are
immersed in the analysis of the single
entrepreneur or firm. While marginal
utility, scarcity, speculation, or risk-
taking may on occasion explain the
fortuitous profits of an individual
firm, such thcories cannot begin to
explain how it is possible for the en-
tire capitalist class to start with a .-
given quantity of capital and to )
emerge from the process of produc-
tion and circulation with an amount
of capital exceeding the starting sum
by a definite and measurable incre-
ment. ' .

The data on corporate sales are
readily available and were presented
in Table 11I. Our problem therefore
resolves itsclf into one of estimating
the sales or receipts of unincorporated
enterprises. Here we can begin with a_
Commerce series on “Total Business
Sales,” which covers only retail and
wholesale trade and manufacturing,
These data, with a breakdown shown
between corporate and noncorporate
sales, are presented in Table V.

The data themselves are of more

" than passing interest. As one would

expect, unincorporated - enterprises
play only a negligible réle in the vol- -
ume of manufacturing sales, but are
fairly significant in wholesale trade,
accounting for thirty per cent or
thereabouts of total volume. In retail
trade, however, noncorporate sales are
as important as corporate sales, actu-

ally accounting for more than half of

total rctail sales in every year under
consideration except 1950. In other
words, it is primarily in retail trade
that the bulk of the middie classes
exists, a testimonial to the survival
qualitics of the corner grocery store
and gasoline station.

The most interesting fact about
these figures is the tendency for the
importance of manufacturing to in-
crease as war outlays (and controls) in-
crease. Thus, while total manufactur-
ing sales were less than the combined
total of retail and wholesale trade
sales in 1939, accounting for 46 per
cent of total business sales, they in-
creased steadily as war outlays and
controls gathered momentum, reach-
ing a peak of 57 per cent of total busi-
ness sales in 1943 and 1944. Then,
there was a rapid decline until in 1946
the prewar rate of 46 per cent pre-
vailed*again. The basic.tendency for
wasteful distribution to diminish in
importance, and for manufacturers to
sell directly to the government as well
as to exert a squeeze on middlemen,
reasserted itself following 1916, with
the result that in 1950 manufacturing
sales were 49 per cent of total business
sales. s

In a small way, these trends are cor-
roborative evidence of the loss of ef-
fectiveness of the capitalist market as
an allocator of resources. Looked at
another way, while total wholesale
trade sales increased 232 per cent from
1939 to 1950, and total retail trade
sales augmented by 234 per cent dur-
ing the same period, total manufac-
wuring sales grew by 284 per cent. This
is merely another way of saying that

*_under the Permanent War Economy,

e



aside from periods of all-out. war,
when the increase is even more strik-
ing, manufacturing has grown at a

rate 20 per cent faster than distribu-’

tion. The propensity of capitalism to
dig its own grave through increasing
industrialization and greater proleta-
rianization of the labor force is thus
strengthened under the Permanent

War Economy. .

To noncorporate sales for manufac-
turing, retail and wholesale trade, it
was necessary to add sales or receipts
for .thc remainder of unincorporated
.busmess activity, such as gross farm
income, unincorporated construction
activity, and the like. While there may

be some duplication in the figures,

and even somc omissions, the gross
figure for unincorporated business
shown in colummn two of Table VI ap-
pears to be reasonable both as to level
and trend.

THE SUMATION OF CORPORATE AND
noncorporate sales or receipts yields
the gross value of production, or ¢
plus v plus s. This magnitude, to-
gether with its components, and the
average rate of profit for all industry
from 1939 to 1950 are shown in Table
VI - e

Constant capital was derived, as ex-
plained in the footnote to column
four, by subtracting net national
product (which represents the sum of
variable capital and surplus value)
from the gross value of production.
An alternative method, since the mag-
nitude of variable capital and surplus
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value were previously derived, would
have been to subtract surplus value
from the gross value of production,
thereby obtaining total capital, ie,
the summation of constant and vari-
able capital. Then, from this last fig-
ure, variable capital could have been
subtracted in order to obtain constant
capital. The results would naturally
be identical.

It is the relationship between the
magnitude of surplus valuc and the
magnitude of total capital that deter-
mines the rate of profit, according to
Marx, and for all industry, including
the portions of surplus value paid out
in the form of interest, rent, etc, in
addition to that which is specifically
labeled profits, he is unguestionably
correct. The average rate of profit,
shown in column eight of Table VI,
thus portrays the actual performance
of American capitalism under the Per-
manent War Economy.

Three facts of considerable impor-
tance emerge from this analysis of the
average rate of profit: (1) The level of
the average rate of profit is almost
three times that shown in Table 1V,
confirming the easily observed fact
that the capitalist who obtains profit
must pay substantial tribute to the
more parasitic members of the capi-
talist class who collect interest, rent,
royalties, and absurdly large salaries
(of course, in many cases, the division
among capitalists as to the form and
method of appropriating surplus
Yalue is not nearly as clear-cut as here-
in suggested). (2) The Permanent War

Economy not only succeeded in restor-

c4v48
Non- Gross
corpo- Sales
rate or
Corpo- Sales Receipts
rate or (Col. 1
Sales* Receipts plus Col. 2)
Ycar (1) (2)t (3)
1939 $120.8 $74.7 $195.5
1940 135.2 80.5 215.7
1941 176.2 99.8 276.0
1942 202.8 126.9 329.7
1943 233.4 148.7 . 382.1
1944 246.7 164.7 4114
1946 239.5 180.0 419.5
1946 270.9 202.5 4734
1947 347.8 203.7 551.5
1948 381.3 226.5 607.8
1949 359.7 223.1 582.8
19507 409.0 244.8 653.8

*From Table III, column one.

communications and public utilities.
column three.

national.

TABLE VI

AVERAGE RATE OF PROFIT FOR ALL INDUSTRY, 1939-1950
(Dollar Figures in Billions)

c+v
Total 8/e+v
c v Capi- Average
Con- Vari- tal 8 Rate of
stant able (Col. 4 Sur- Profit
Capi- Capi- plus plus  (Col.7
tal tal Col.5) Value -+ Col. 8)
(4)** (5)% (6) (7)% (8)
$112.3 $43.3 $155.6 $39.9 25.6%
122.7 46.7 169.4 46.3 27.3
158.9 56.6 215.5 60.5 28.1
178.1 72.3 250.4 79.3 31.7
198.4 89.7 288.1 94.0 32.6
209.6 98.8 3084 133.0 334
216.7 98.1 314.8 104.7 33.3
274.5 92.6 367.1 106.3 29.0
333.1 98.8 4319 . 1198 279
366.1 105.4 471.5 136.3 28.9
346.0 105.6 451.6 131.2 29.1
396.8 115.0 511.8 142.0 279

1To noncerporate retail, wholesale and manufacturing sales, shown in Table V, were
added gross farm income, noncorporate and government construction activity, national
income originating in finance, insurance and real estate, services, and government and
government enterprises, and a miscellaneous factor based on the number of active
proprictors in agricultural services, forestry and fisheries, mining, transportation, and

**Derived by substracting net national product, shown in column six of Table I, from

1From Table VIII of previous article in March-April 1951 issue of The New Inter-

ing the profitability of American capi-
talism, but actually managed to in-
crease the average rate of profif until
1944, i.e, therc is a definite correla-
tion between the ratio of war outlays
to total output and the average rate of
profit. An increase of 30 per cent in
the average rate of profit, as occurred
between 1939 and 1944-1945 is, in
some ways, even more significant than
the fact that the true average rate of
profit for all industry reached a peak
of one-third, for it is conclusive evi-
dence that state intervention has as
its major objective guaranteeing the
profits of the bourgeoisie. (3) The
Marxian law of the falling average
rate of profit reasserts itself following
the end of World War 1I, although it
is significant that the maintenance of
a ten per cent ratio of war outlays to
total output is sufficient, in the short
run at any rate, to maintain the aver.
age rate of profit at a higher level than
existed in 1939 or even in 1940.

The data comtained in Table VI
represent the “guts” of the economi¢
performance of American capitalism
under the Permancnt War Economy.
From 1939 to 1950, the mass of sur-
plus value rosc from almost $40 bil-
lion to an estimated $142 billion, a:
rise of 256 per cent, the largest in-
crease of any of the components of
ecognmic performance. Virtually keep-
ing pace was the increase in the mag-
nitude of constant capital, which rose
from $§112.3 billion in 1939 to an esti-
mated $396.8 billion in 1950, a rise of
253 per cent. The gross value of total
output, as measurced by gross Sflk:s or
receipts, naturally comes ncxt in rate
of growth, increasing from $195.5 bil-
lion in 1939 to an estimated $653.8
billion in 1950, a rise of 234 per cent.
Then follows total capital, which rose
from $155.6 billion in 1939 to an osti-
mated $511.8 billion in 1950, a rise
of 229 per cent. In last placc is the in-
crease in the magnitude of variable
capital, which rose from $43.3 billion
in 1939 to an estimated $115 billion
in 1950, a rise of but 166 per cent. All
of these changes combine to yicld an
increase over the first twelve years of
the Permancnt War Economy of cight
per cent in the rate of profit.

In the process of capital accumula-
tion, it is, however, as Marx observes,

“the composition of the total social
capital of a country” that is crucial in
understanding the economic laws of
motion that prevail. The organic com-
position of capital relates the growth
in constant capital to total capital,
and it is the increasingly high organic
composition of capital, as constant
capital increases relative to variable
capital, that threatens capitalisin with
sel{-destruction through concentra-
tion and centralization of the social
means of production in fewer and



fewer private hands and all the social
consequences that then unfold. The
trend in the organic composition of
capital under the Permanent War
Economy can easily be calculated
from the data in Table VI, and we
present below the rates for the years
of significant change:

Composition

Year * of Capital
1939 72.29,
1941 78.1

1944 68.0

1946 74.8

1948 716

1949 76.6

1950 71.5

The mass of the means of produc-
tion were thus 72.2 per cent of the
total capital, including labor power,
employed in production in 1939. The
percentage rose slightly, in conformity
with the generally observed tendency
toward an increasingly high organic
composition of capital, to 73.7 per
cent in 1941. There then followed a
.. perceptible decrease, during Ameri-

can participation in World War 11, to

a nadir of 68 per cent in 1944, A slight
increase in 1945 was followed by a

substantial increase in the composi-

tion of capital in 1946, as peacetime
output resumed, with the upward
trend continuing until a new peak of

77.6 per cent was attained in 1948, A~

slight slump during the recession of
1949 was only preliminary to virtual
restoration of the 1948 peak in 1950.
The organic composition of capital

has thus increased by more than seven .
per cent between 1939 and 1950, and .

by 14 per cent from 1944 to 1950.

The decline in the organic compo-
sition of capital during the war years
is not surprising in view of the huge
increase in the ratio of war outlays to
total output, for it can be directly

traced to the decline in the productiv-

ity of labor that takes place in war-
time, to the physical necessity of in-
creasing output through abnormal re-
liance on manpower, to the drastic
decline in net private capital forma-
tion, and to the vicissitudes of the
class struggle that placed the prole.
tariat in a position to accomplish a
slight reduction in the rate of surplus
value. As a matter of fact, all these
factors operated in the United States
from 1942-1945; the only wonder is
that the decline in the organic com-
position of capital during World War
II was not greater.

Since, at an 80 per cent composition
of capital, four dollars of means of
production are needed to yield a wage
of one dollar to the average worker,
the relative diminution in the Vari-
able constituent.of capital as capital
accumulates makes it increasingly dif-
ficult under capitalism to employ the
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entire available labor force. This pres-
sure continues to exert itself even
though the Permanent War Economy
has, in its own way, as previously ex-
plained, “solved” the problem of un-
employment. Precisely where the
breaking point is likely to be, no one
can say, but it is clear that the com-
position of capital is already danger-
ously high and constitutes a sword of
Damocles, hanging over the unsus
pecting head of such a highly-geared
capitalist economy that in a few years
it is possible to produce all the auto:
mobiles, television sets, etc., that can

be sold under capitalist conditions of '

production, If, therefore, only a very
high ratio of war outlays to total out-
put can reduce the composition of
capital or, at least, arrest the tendency
toward a constantly increasing com-
position of capital, then the economic
motives for American imperialism to
engage in such activities in foreign
policy as warrant an increase in war
outlays, even if the ultimate conse-
quence is all-out war, are laid bare
for all those with eyes to see who wish
to see.

IT 18 NOT NECESSARY TO RELY ON OUR
calculations and derived figures to
conclude that' the Permanent War
Economy has yielded an unprecedent-

" ed profit bananza for the bourgeoisie,
restoring both the mass and rate of
profit to record-breaking levels. We

4 can first look at the results of a study
by the Securities and Exchange Com-
mission for manufacturing corpora-
tions listed on the stock exchange.

- This study, covering the years 1938 to
1947, is indicative of what has hap-
pened to the largest aggregates of cap-
ital. Its results are embodied in Table
VII,

. It will be seen that the rate of profit

‘ off sales is consistent with the ratios
that we developed earlier in this ar-

ticle. Net profit before income taxes .

for these leading manulacturing cor-
porations was only $1.6 billion in
1938, with net profit after taxes $1.3
billion. A spectacular rise until 1944
then took place, followed by a decline
in 1945 and in 1946, and then the
reaching of new heighis in net profits

_before taxes in 1947. At more than

$10 billion in 1947, these 1,306 manu-
facturing corporations averaged a net
profit before income taxes in excess of
$7.7 million, which was about four

_times the level of 1939. Even after in-o

come taxes, these principal manufac-
turing corporations earned $6.4 bil-
lion in 1947, or almost five million
dollars on the average. Despite the
rise in corporation income taxes, this
was three times the level of 19391
The return on net worth, which
represents invested and reinvested
capital, is by far the most interesting
set of figures in the table as, without

_ reference to the turnover of capital,
' the return on net worth indicates the

expansive qualities of capital. On a
before-income-tax basis, the rate of re-
turn on net worth rose from 6.4 per
cent in 1938 and 10.2 per cent in 1939
to a wartime peak of 27.9 per cent in
1943 and then declined to 17.6 per
cent in 1946, but immediately rosc
again to 27.4 per cent in 1947. The
confirmation of our earlier conclu-

" sions is readily apparent.

The rate of returm of net profits
after income taxes on net worth is the
final proof that our contentions are
completely accurate with respect to
the impact of the Permanent War

. Economy on profits. From a rate of 5.1

per cént in 1938 and 8.3 per cent in
1939, the return on investments in ma-
jor manufacturing corporations rose

‘t_q_lg_»pcr» cent in 194!, th}:n lcvq;g_

off during the war at a rate between
9.6 and 10.1 per cent, rose to 11.9 per
cent in 1946 and jumped to 17.2 per
cent in 1947! At the 1947 rate of re-

in 1047,

TABLE VI

MASS AND RATE OF PROFIT OF LISTED MANUFACTURING COIPOIATIO"S.
ACCORDING TO S.E.C. SURVEY, 1938-1947*

NET PROFIT
AFTER INCOME TAXES
As A
Amount As A % of
'Billions % of Net
Year Doliars) Sales Wortht
1938 $1.6 6.8% 8.4%
1939 2.5 9.5 10.2
1940 3.7 12.2 14.7
1941 8.4 15.0 24.7
1042 7.0 12.7 26.7
1943 7.9 11.1 27.9
1944 8.2 10.4 274
1945 6.4 8.6 19.8
19468 6.0 9.6 17.6
1947 10.1 11.7 27.4

*Securities and Exchange Commiasion Burvey Series Release No. 151, pub-
lished April 27, 1949, covers manufacturing corporations listed on the stock
exchange, with the number of companiés varying from 1,013 in 1938 to 1,306

tNet worth is calculated as of the beginning of the year.

NET PROFIT
BEFORE INCOME TAXES
As A
Amount As A % of
Billions % of Nest
of Dollars) Salss Wortht
$1.3 8.3% 5.1%
21 19 8.3
2.6 8.4 101
8.1 7.3 12.0
2.6 9.6
28 3.9 9.7
8.0 388 10.1
31 4.2 8.6
4.1 8.5 1.9
64 1.4 - V1.2




turn, assuming maintenance of the
tax rates in existence at that time, a
capitalist would receive back his en-
tire investment in a manufacturing
enterprise in less than six years. To
match a performance of this kind one
must return to the earlier days of capi-
talism when it was in its ascendancy.
Such a rate of return, almost twenty
years after American capitalism en-
tercd the permanent crisis of world
capitalism, is a tribute not only to the
effectivencss of the Permanent War
Economy in preserving~ capitalism,
but alsz) to It)he euo?mouls) inner
strength and productive capacity of
American capitalism.

Unfortunately, . the S.E.C. study
does not go beyond 1947. We can,
however, turn to the annual study of
National City Bank of New York to
obtain a reliable picture of current
profits of, leading corporations. To
facilitate examination, we have divid-
ed the data contained in the National
City Bank’s Monthly Letter of April
1951 into two tables. In Table VIII-A,
we present the data comparing profits
after taxes and book net assets (net
worth) in 1950 with 1949.

As MEMORANDA ITEMS, WE HAVE
selected the four manufacturing in-
dustries that show the greatest net
profit after taxes. These are the pil-
lars of heavy industry. Their perform-
ance in 1949 is clearly comparable to
1947 (and 1948 was even a better prof-
its vear than 1947 or 1949), but in
1950 it is breathtaking. Forty-five pe-
troleumn-companies increased their net
profits after taxes from $1,413,000,000
in 1949 to $1,730,000,000 in 1950, an
increase of 22 per cent. Fifty-five iron
and steel corporations increased their
net profits after taxes from $555,000,-
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TABLE VIlI-B
RATE OF PROFIT OF LEADING CORPORATIONS IN 1950
COMPARED WITH 1949, ACCORDING TO NATIONAL CITY BANK OF N. Y.*
Number % RETURN ON % MARGIN
of NET ASSETSt ON SALES
Compa- Industrial
nies Groups 1949 1950 1949 1950
(45) Petroleum Products 13.2% 14.9% 9.9% 10.8%,
(65) Iron and Steel 11.6 15.3 7.2 8.1
(65) Chemical Products 17.1 21.3 10.3 117
(26) Autos and Trucks 30.2 32.3 8.9 8.9
1,693 Total Manufacturing 13.9 17.1 6.8 7.7
98 Total Mining, Quarrying 12.0 15.0 12.3 12.6
178 Total Trade (Retail
and Wholesale) 134 14.8 3.3 3.8
248 Total Transportation 3.4 5.7 4.8 .7
293 Total Public Utilities 8.8 9.8 11.9 13.1
99 Total Amusements
Services, etc. 9.9 10.5 4.8 5.7
695 Total Finance 9.1 9.0 e —
3,304 GRAND TOTAL 11.0 13.3 6.6 7.7
*National City Bank of New York, Monthly Letter, April 1951,
1“Net assets at beginning of each year are based upon the excess of total bal-
ance sheet assets over liabilities; the amounts at which assets are carried on
tl_xe books are far below present-day values,”” thereby implying an abnormally
high return on net worth.

000 in 1949 to $786,000,000 in 1950,
an increase of 41 per cent. Sixty-five
chemical. concerns increased their net
profits after taxes from $543,000,000

in 1949 to $743,000,000 in 1950, an in-
crease of 37 per cent. Twenty-six auto-
mobile companies increased their net
profits after taxes from $857,000,000
in 1949 to $1,054,000,000 in 1950, an
increase of 23 per cent.

For 1,693 leading manufacturing
corporations, net profits after taxes
increased from $7,046,000,000 in 1949
to $9,288,000,000 in 1952, an increase
of 32 per cent. No wonder, then, that
a special joint study of the S.E.C. and
Federal Trade Commission (summa-
rized in The New York Times of April
27, 1951) reports that: “Profits of man-
ufacturing corporations touched the
highest point in history during 1950.

s TABLE ViII.A
MASS OF PROFIT OF LEADING CORPORATIONS IN 1950
COMPARED WITH 1949, ACCORDING TO NATIONAL CITY BANK OF N. Y.*
REPORTED NET INCOME BOOK NET
AFTER TAXES ASSETS AS OF
JAN. 1t
Number )
[ ” Increase 1949 1950
Compa- Industrial 1949 1950 % (Billions of
nies Groups (Millions of Dollars) 1949 to 1950 Dollars)
(45) Petroleum products  $1,413  $1,730 22% $10.7 8116
(55) Iron and steel 555 786 - 41 - 4.8 5.1
(65) Chemical Products 543 743 37 3.2 3.6
(26) Autos and trucks 857 1,054 23 2.8 3.3
1,693 Total manufacturing 7,046 9,288 32 50.7 b4.4
98 ° Total mining,
. quarrying 219 282 29 1.8 1.9
178 Total trade (retail .
and wholesale) 577 679 18 4.3 4.6
248 Total transportation 503 873 73 15.0 15.2
293 Total public utilities 1,066 1,300 22 12.0 13.3
99 Total amusements
services, ete. 93 102 10 0.9 1.0
695 Total finances 964 1,040 8 10.6 11.6
3,304 GRAND TOTAL 10,468 13,663 30 95.4 1019
*National City Bank of New York, Monthly Letter, April 1951,
F“Net assets at beginninz of each year are based upon the excess of total bal-
ance sheet assets over liabilities; the amounts at which assets are carried on the
books are far below present-day values,” thereby implying an abnormally high
return on net worth,

. .. The report disclosed that the 1950
net income of the corporations before
payment of Federal taxes was 61 per
cent higher than in*1919, or $23,200,-
000,000, compared with 1949's total of
$14,400,000,000. Net income after
taxes of manufacturing corporations
in 1950 was estimated at about $12,-
900,000,000, or 43 per cent more than
in 1949.” The study shows that this
phenomenal profic performance oc-
curred despite an incrcase of almost
100 per cent in provision for Federal
taxes.

The joint study also shows that the
larger the assets, the smaller the rate
of increase in net profits after taxes,
again Eonfirming the Marxian analy-
sis of the results of capital accumula-
tion. Those companies “with assets of
$750,000 or less showed an average
profit increase in 1950 over 1949 of
106 per cent.”” At the other end of the
scale, “those of $100,000,000 and over
averaged 32 per cent (increase in net
profits after taxes in 1950 compared
with 1949).” The previous record ycar
of 1948 was exceeded by 11 per cent.

Returning to the National City
Bank study, the percentage incrcase
in net income after taxes in 1950 over
1949 for leading corporations ranges
all the way from eight per cent for 695
finance companies to 73 per cent for
248 firms engaged in transportation.
Thus, for the grand total of 3,304
companies included in the study, nect
profits after taxes rose from $10,468,-
000,000 in 1949 to $13,563,000,000 in
1950, an increase of 30 per cent. The
book net assets of these same corpora-
tions rose from $95.4 billion in 1949
to $101.9 billion in 1950, with manu-
facturing representing about half the
number of companies and an equiva-
lent portion of total capital invest--
ment.

The rate of profit for these same



companies in the National City Bank

study is shown in Table VIII-B.
Impressive as is the percentage mar-

gin on sales, even more spectacular is

the return on net assets, While the
performance for leading manufactur-
ing corporations as a whole confirms
the results of the S.E.C. study previ-
ously cited in Table VII, with an in-
crease in return on net assets from
18.9 per cent in 1949 to 17.1 per cent
in 1950, it is interesting to note that
the 65 chemical companies increased
their return on net assets from 17.1 to
21.8 per cent, and the 26 auto and
truck companies went from 30.2 to
32.8 per cent. Thus, for a corporation
like General Motors, the most terrific
profit-maker in the history of Ameri-
can capitalism, invested capital is paid
for every three years!

In every category except finance the
return on net assets rose from 1949 to

1950, with the grand total for the en-

tire 3,304 leading corporations rising
from 11.0 per cent to 13.3 per cent,
which is an increase of over 20 per
cent in the rate of return, despite an
increase of $6.5 billion in net assets.

On the assumption that all capital
wnvested and reinvested is employed
in  production, the comparison be-
tween the return on sales with the re-
turn on net assets indicates the turn-
over of capital and its different rates
among major industries. “The shorter
the period of turnover,” says Marx
(Capital, Vol. 111, Kerr ed, p. 85),
“the smaller is the fallow portion of
capital as compared with the whole,
and the larger will be the appropri-
ated. surplus value, other conditions
remaining the same.” Although it
would bé preferable to obtain the rate
of turnover on capital by dividing to-
tal sales by total invested capital, the
same result can be obtained by divid-
ing the pércentage return on net as-
sets by percentage margin on sales. In-
asmuch ‘as the difference between capi-
tal turnover in 1950 and in 1949 is
ncgligible, we present below merely
the turnover times for major indus-

trial categories, based on . Table
VIII-B, in 1950:
Turnover

Industrial Group in 1950
Manufacturing 2.2
Mining, Quarrying 1.2
Trade (retail and

wholesale) 39
Transportation 0.7
Public Utilities 0.7
Amusements, services, etc. 1.9

TOTAL ALL GROUPS 1.7

In other words, for the companies
contained in the National City Bank
study as a whole, capital was turned
over 1.7 times in 1950, or about every
seven months. The variation among
industrial groups is extreme, ranging
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all the way from the slow turnover
time of 0.7 in such heavy fixed ‘capital
industries as transportation and pub-
lic utilities to the very rapid turnover
of 3.9 in retail and wholesale trade,
where a tremendous volume of busi-
ness can be done with- a relatively
small capital investment as capital
turns over once in alnost every three
months, This, of course, is another
reason why calculating thc rate of
profit solely with reference to sales is

_ completely misleading. For total man-
¢ ufacturing, the turnover is 2.2, but

for autos and trucks the turnover time
is 3.6, indicating why the automobile
industry is so profitable.

THE BOURGEOISIE AS A CLASS recog-
nizes, although with considerable re-
luctance, that government planning
and state intervention and compul-
sory controls are nccessary as a matter
of survival if the aims of the Perma-
nent War Economy are to be [ulfilled.-
As Truman-stated in the President’s
Economic Message to Congress of Jan-
uary 12, 1951: “A defense emergency
requires far more planning than is
customary or desirable in normal
peacetime. The military build-up is a
planned effort. The mobilization of
‘industrial support for this military_
build-up is a planned effort. The in-
dustrial ~ cutbacks and civilian re-.
straints, necessary to achieve military
and economic mobilization, are plan-
ned efforts. . . . In these critical times,
it is recognized that Government must
assume leadership in this planning.
It has the prime responsibility for na-
tional security. It has access to the
basic information. The most impor-
tant operation toward this end is the
broad programming of various major
requirements; the balancing of these
requirements against supply; and the
development of policies to - satisfy
needs according to priority of pur-
Wse,"

These are the functions that under
capitalist theory are normally reserved
for prices and the market economy:
That the market increasingly atro-
phies as a regulator of production or
allocator of resources compelling in-
creasing state intervention is the most
distinctive change in the modus oper-
andi of capitalism as the war economy
develops. The question logically
arises: why cannot voluntary controls
work? Charles E. Wilson, defense mo-
bilization dircctor, gave a brief and
direct answer to this question in a
speech reported in The New York
Times of January 18, 1951: “What
-about our economy in the face of such
expansion, such expenditures, such
use of materials? How do we keep it
from running away? There is only one
answer—controls. I hate the word—so

_do you. But there is no other way.

“Voluntary methods will not work.
" That has been proven.” (Italics mine—

T.N.V.) In other words, experience
has shown that appeals to loyalty,
patriotism, etc., are no substitute for
the state power of coercion.

Practical experience has thus gone
a long way toward reconciling the
bourgeoisie to increasing state inter-
vention, especially when the ratio of
war outlays to total production ex-
ceeds ten per cent. As that arch ex-
ponent of laissez-faire capitalism,
Ludwig von Mises, expresses the alter-
native (Economic Planning, 1945, p.
13): “If the market is not allowed to
steer the whole economic apparatus,
the government must do it.” To be
sure, von Mises argues that even in
wartime, if the “right methods” are
used, controls are unnecessary (Bu-
reaucracy, 1944, pp. 30-81):

It has been objected that the market
system is at any rate quite inappropri-
ate under the conditions brought about
by a great war, If the market mechanism
were to be left alone, it would be impos-
sible for the government to get sll the
equipment needed. The scarce factors of
production required for the production
of armaments would be wasted for ci-
vilian uses which, in a war, are to be
considered as less important, even as lux-
ury and waste. Thus it was imperative
to resort to the system of government-
established priorities and to create the
necessary bureaucratic apparatus.

The error of this reasoning is that it
does not realize that the necessity for
giving the government full power to de-
termine for what kinds of production the
various raw materials should be used is
not an outcome of the war but of the
methods applied in financing .the war

‘expenditure.

1f the whole amount of money needed
for the conduct of the war had been eol-
lected by taxes and by borrowing from

‘the public, everybody would have been
‘forced to restrict his consumption dras-

tically. With a money income (after

‘taxes) much lower than before, the con-

sumers would have stopped buying many
goods they used to buy before the war.
The manufacturers, precisely because
they are driven by the profit motive,
would have discontinued producing such
civilian goods and would have shifted to
the production of those goods which the
government, now by virtue of the inflow
of taxes the biggest buyer on the mar.
ket, would be ready to buy.

However, a great part of the war ex- -
penditure is financed by an increase of
eurrency in eirculation and by borrowing
from the commercial banks. On the other
hand, under price control, it is illegal to
raise commodity prices, With higher
money incomes and with unchanged com-
modity prices people would not only not
have restricted but have increased thefr
buying of goods for their own consump-

" tion. To avoid this, it was necessary to

take recourse to rationing and to govern-
ment-imposed priorities, These measures
‘were needed because previous govern-
ment interference that paralyzed the op-
‘eration of the market resulted in para-
doxica! and highly unsatisfactory condi-
tions. Not the insufficiency of the market
‘mechanism but the inadequacy of pre-
~ious government meddling with market
phenomena made the priority system un- _
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avoidable. In this as in many other in-
stances the bureaucrats see in the failure
of their preceding measures a proof that
further inroads into the market system
hre necessary.

We may not be pardoned for re-
producing at length the views of one
of the last living theoreticians of nine-

teenth century capitalism, but his

views are unique and the subject is
important. Among the factors that
von Mises conveniently overlooks are
the political impossibility of curtail-
ing consumption so drastically by re-
liance on fiscal policy alone, the fact
that government competition with
private industry for scarce materials
would accelerate the inflation that is
inevitable once a sizable portion of
production is devoted to war pur-
poses, that confiscatory taxation (prob-
ably including a capital levy) under-
mining the very foundations of capi-
talism would be required, that Dra-
conian fiscal controls are themselves
inconsistent with the “automatic”
theory of the market and would un-
doubtedly require implementation
through forced savings and direct ex-
ercise of the police power of the state
to ensure compliance, and that even
if it were prudent for the bourgeoisie
to ignore the lessons of history and ac-
cept the advice of von Mises, the time
required to enable the state to direct
production through indirect controls
would unquestionably be fatal.

THE TIME ELEMENT, ESPECIALLY, IS
recognized by the authors of the only
comprehensive analysis of production
controls in the war economy (War-
time Production Controls by David
Novick, Melvin Anshen and W. C.
Truppner, Columbia University Press,
1949, p. 16):

In peace the major influence upon eco-
nomie activity is profit. The ultimate
measure of the desirability of undertak-
ing certain industrial activities or carry-
ing them out in certain ways is the an-
ticipated effect of the final result on the
individual enterprise’s profit and loss
statement. Since the peacetime economy

is made up of a multitude of individual
enterprises, it is important to each one,
but nmot to the nation, whether its par-
ticular choice of policy or method is
profitable or not. The classic justification

for non-interference by government in
business is that the accidents of individ-
ual choice result in the greatest possible
production from the national resources.
In time of war, however, the nation can-
not wait for each of these individual ex-
perinents to produce the desired result.
An over-all control of econnmic activity
must be substituted for individual plan-
ning under the profit motive. And not
only must the control agzenecy make the
industrial decisions; it must do its job
without either the profit and loss test of
the wisdom of its policies and the effi-
ciency of its methods, or the time re-
quired to apply any other test. (Italics
mine—T.N.V.)

.In other words, when it is a ques-
tion of swrvival, neither price nor
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profit can guide the allocation of re-
sources. Nor, for that matter, can the
state as a general rule be expected to
operate in response to such motiveg.
After flirting with the reasons for this
fact for three pages, the authors final-
ly come sufficiently close to hitting the
nail on the head (p. 18): ‘Because the
effect of price is random and non-se-
lective, in time of war price manipu-
lation cannot be used as the major
tool for directing the use of the na-
tion's resources.” (Italics mine—T.N.
V.) 1t therefore follows that: “As the
volume of military requirements in-
creases, the arca of control must grow.
Ultimately, in the total war economy
there must be total industrial con-
trol.” (Italics mine—~T.N.V.)

Not only is controlling production
for specific objectives through the
price mechanism like scattering seeds
to the four winds to plant a kernel of
wheat in a particular spot, but it
places the various sections of the capi-
talist class in an untenable position
with respect to their fellow capitalisg

competitors. As Novick et al put it, -

citing the experience of 1942, pp. 67-
68: “Caught in the competitive forces
of the free market, no single producer
of refrigerators or passenger automo-
biles could contemplate closing his

doors in the face of eager crowds of
customers (and endahgering the con-
tinuance of his carefully nurtured dis-
tributor organization) in order to pre-
pare his production lines to make ma-
chine guns, tanks, guns, and airplane
subassemblies. Such decisions could be
made only on an industry-wide basis,
and this could be brought about
swiftly only through government di-
rection.” (Italics mine—T.N.V.)
Moreover, in many cases, as previ-
ously mentioned, it would be impos-
sible to induce the desired capital in-
vestment solely by appealing to the
profit instincts of individual capital-
ists. As a matter of record, the Federal
government financed in the neighbor-
hood of $35 billion of industrial, mili-
tary and housing facilities during
World War II. Almost half of this to-
tal was for the creation of new manu-
facturing facilities, the vast majority
of which private capital could not
have undertaken even if it possessed
the necessary accumulations of capital
for the simple reason that, without
substantial state aid, the prospects of
profits would be far too remote. To be
sure, many of these facilities were sub-
sequently sold to private capital at a
fraction of their cost, so that those
whose products had peacetime uses
could be operated by private industry
at a profit. Nevertheless, the fact re-
mains that exclusive reliance on the
immediate profit motive to direct in-
vestment into desired channels during
a major war (and even during a2 minor
war as at present) would markedly re-

duce the military effectiveness of any’
industrialized nation. ‘

The preeminent role played by
state capital accumulations during
World War II occurred, it must be
emphasized, despite the huge aggrega-
tions of private capital that existed
and which received the overwhelming
portion of war contracts. “Analysis . . .
indicated that in the third quarter of
1942 the 100 largest company consum-
ers of each basic metal used the follow-
ing percentages of the metal con-
sumed by all manufacturing compa-
nies: carbon steel, 49 per cent; alloy °
steel, 70 per cent; copper, 79 per cent;
copper-base alloy, 66 per cent; and ;
aluminum, 81 per cent. A combined
listing  (eliminating  duplications) |
yielded a total of 391 different compa-
nies (approximately 2,000 plants). In
the third quarter of 1942 these 391
companies used 56 per cent of the car-
bon steel consumed by all manufac-
turing companies; 75 per cent of the
alloy steel; 82 per cent of copper; 71
per cent of copper-base alloy; and 85
per cent of aluminum. . . . The same
391 companies shipped more than
three-fourths of the total dollir value
of all direct military-type products.”
(Wartime Production Controls, p.
346.)

ASIDE FROM THE PROBLEM OF PRO-
duction, which requires direct state
controls, such as priorities, allocations
and the over-riding directive power of
the state, the state, representing the
interests of the bourgeoisie as a whole,
must try to keep the inflation within
tolerable limits. Naturally, inflation is
so managed as to place the main bur-
den on the backs of the working clas-
ses and many individual capitalists
amass huge and quick profits. Still, an
unbridled inflation can interfere with
production and disrupt the plans of
the military and civilian state bureau-
cracies. Accordingly, state interven:
tion is extended wherever necessary,
without any objections from contem-
porary American financiers, further
circumscribing the area within which
private capital is permitted by its own
state to function. An excellent exam-
ple is“the recent decision to make the
government the sole importer -of rub-

ber and tin. As Wilson's first quarterly
report states (The New York Times,
April 2, 1951): “By designating Gov-
ernment agencies to act as exclusive
importers of commodities, such as rub-
ber and tin, and by working in inter-
national commodity committees to al-
locate scarce materials among free
countries, we are helping to end the
current scramble for these materials
which has forced their prices unneces-
sarily high.” The internationdl aspects
of the Permanent War Economy arc
yet another reason why increasing
state intervention is mandatory for



the American bourgeoisie as a matter
of self-preservation, but we must leave
to another article treatment of its im-
plications.

We shall also leave for subsequent
analysis consideration of the implica-
tions of the various techniques used
to try to “freeze” the class struggle and
of the increasingly obvious Bonapart-
ist tendencies that may be discerned
as a result of what amounts to an “in-
terlocking dircectorate” between the
military bureaucracy and big business.

The virtual guarantee of profits by
the state is the sine qua non of increas-
ing state intervention under the Per-
mancnt War Economy. The scandals
in the letting of war contracts never
seem to deter repetition of the most:<
unsavory performances of the past,
even when the cast of characters is
changed. “By far the most important
lesson,” state the authors of Wartime
Production Gontrols (p. 382), “is that
the power to contract is the power to,
control.”

While the very mechanism of price
control, based on perpetuating a rate
of profit representing an all-time mod-
ern historical peak, is balm for the
wounds of the more individualistical-
ly-minded members of the bourgeoi-
sie, at least the larger ones, the forces

that constantly work toward a trans-
formation of traditional capitalism
proceed with a logic of their own. The
Office of Price Stabilization issues vari-
ous types of “mark-up” regulations
that result in the fixing of price ceil-
ings at levels guaranteed to maintain
super-profits, but along comes its boss,
Eric Johnston, Economic Stabilization
Administrator, to announce (April 21,
1945) that “no industry will be per-
mitted to raisc prices if its dollar prof-
its amount to 85 per cent of the aver-
age of its three best years during the
1946-49 period, inclusive.”

Whether this policy will be imple-
mented remains to be seen. And, as we
have démonstrated, profits in 1946 to
1949 were so high that 85 per cent of

this level hardly represents impover-

ishment. The significant point, how-
ever, is that it is dificult to foresee the
limits of state intervention, assuming
that the Permanent War Economy
continues for an indefinite number of
years. The promulgation of a profit-
limiting policy, even if strictly: con-
fined to paper as was the case with
O.P.A. during World War Ii, would
horrify the rugged individualists of
the pre-1941 era but today is a neces-
sary genuflection to the exigencies of
the class struggle. .

The all-pervading character of state
intervention, with its modifications of
the naturc and laws of capitalism,
should not come as a surprise to any
Marxist, for more than 70 ycars ago
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Engels wrote (“Origin of Family,” p.
207): “But it (the state power of co-
ercion) increases in the same ratio in
which the class antagonisms become

more pronounced, and in which

__neighboring states become larger and

more populous, A conspicuous exam-
ple is modern Europe, where the class

struggles and wars of conquest have
nursed the public power to such a size
that it threatens to swallow the whole

society and the state itself.”

4, Milifary-Eéohomi’c Imperialism

It is precisely in its in-
ternational aspects that the new stage
of capitalism, which we have termed
the Permanent War Economy, reveals
most clearly its true character as well
‘as its inability to solve any of the
fundamental problems of mankind.
This is not due to any failure on the
part of the American state to recog-
nize the decisive importance of for-
eign econonic policy, as witness both
the Gray and Rockefeller reports
within the past year, but rather to the
historical impasse in which capital-
ism finds itself.

The capitalist world is not what it
was in 1919 or in 1929. Even the de-
pression-shrunk capitalist market ot
1939 was relatively larger, and offered
greater opportunities for profitable

investment of American surplus capi-

tal, than the crisis-ridden world of to-

day, confronted as it is with the un-

relenting pressurc exerted by Stalin-
ist imperialism. Just as the domestic
cconomy is increasingly dominated by-
the impact of war outlays, both direct
and indirect, even more so is forcign
policy in cvery ramification subordi-
nated to military (euphoniously term-
cd “security”) considerations.

The tragedy of the situation, from
the point of view of Amcrican impe-
rialism, as we have previously pointed
out (see cspecially “After Korea—
What?” in the November-December
1950 issue of The NEW INTERNATION-
Ar) and as the more far-sighted repre-
sentatives of the bourgeoisic perceive,
is that American_imperialism cannot
hope to defcat Stalinist imperialism
by other than military means; and yet

a mulitary victory, cven if it be achiev-"

ed, threatens to destroy the very foun-
dations upon which capitalism now
_rests. Not only would the military
defeat of Stalinist impcrialism remove
_ the entire political base upon which
the Permanent War Economy de-
pends for justification of huge war
outlays, without which the cconomy
would collapse, but the very proccss
of achieving a military solution of the
mortal thrcat posed by the existence
of an aggressive Stalinist imperialism
is guaranteed to complete the politi-
cal isolation of American imperialism,
undermine its economic foundations
and unleash socialist revolution on a
world scale.

.

THE ARENA OF STRUGGLE between
American and Stalinist imperialism is
truly global, but it necessarily centers
on Europe and Asia. There are sound
economic rcasons for increasing Amer-
ican preoccupation with these arcas,
aside from their obvious political im-
portance as actual or potential foci
of Third Campism. As Defense Mo-
bilizer Charles E. Wilson graphically
points out in his second quarterly re-
port (New York Times, July 5, 1951):

Potentially, the United States is the
most powerful country in the world, but
we cannot undertake to resist world com-
munism without our allies. Neither we
nor any other free nation can stand alone
long without inviting encirclement and
subjugation.

If either of the two critical areas on
the border of the communist wcrld-—
Western Europe or Asia—were to be
overrun by communism, the rest of the
free world would be immensely weak-
ened, not only in the morale that grows
out of the solidarity of free countries
but also in the economic and military

strength that would be required to resist

further aggression.
Western Europe, for instance, has the

‘greatest industrial concentration in the

world outside of the United States. Its
strategic location and military potential
are key factors in the free world’s de-
fense against Soviet aggression,

Jf Western Europe fell, the Soviet

Union would gain control of almost 300
million people, including the largest pool
of skilled manpower in the world. Its
steel production would be increased by
55 million tons a year to 94 million tons,
a total almost equal to our own produe-
tion. Its coal produetion would jump to
950 million tons, compared to our 550
million. Electric energy in areas of So-
viet domination would be increased from
130 to 350 billion kilowatt-hours, or al-
most up to our 400 billion.

Raw materials from other areas of the
free world are the lifeblood of industry
in the United States and Western Eu- .
rope. If the Kremlin overran Asia, it .
would boost its share of the world’s oil
reserves from 6 per cent to over half ...
and it would control virtually all of the .
world’s natural rubber supply and vast
quantities of other materials vital to re-
armament,

And in manpower, in the long run

apt to be the final arbiter, should

~ Stalinism _conquer Europe and Asia, |

American imperialism would be out-
numbered by a ratio of at least four
to one!

In the words of the Gray “Report to
the President on Foreign Economic
Policies” (New York Times, Nov. 13,
1950):

-
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We have now entered a new phase of
foreign economic relations. The necessity
for rapidly building defensive strength
now confronts this nation and other free
nations as well. This requires a shift in
the use of our economic resources. It im-
poses new burdens on the gradually re-
viving economies of other nations. Qur
foreicn economic policies must be ad-
justed to these new burdens. . . . Qur own
rearmament program will require us to
import strategic raw materials in greater

quantities than before.

Wilson, in his report previously
cited, hints at the dependence of the
American war economy on the min-
erals and raw materials of the “under-
developed” areas: “For most of these
metals  [cobalt, columbium, molyb-
denum, nickel and tungsten and other
alloving metals] we are dependent
primarily on foreign sources, and de-
fense requirements of other nations
are also increasing.”

It remains, however, for the Rocke-
feller report (Advisory Board on In-
ternational Development, summarized

- in The New York Times, March 12,

1951) to place the problem of raw
materials in proper perspective, and
at the same time to reveal the weak-
nesses that have accumulated in the
structure of American imperialism.
The scction is worth quoting in full:

With raw material shortages develop-
Ing rapidly, an immediate step-up in the
production of key minerals is vital if we
are to be able to meet the growing mili-
tary demands without harsh civilian cur-
tailments.

Two billion dollars energetically and
strategically invested over the next few
wears could swell the outflow of vital ma-

terails from the underdeveloped regions )

by $1,000,000,000 a year.

This increased production can best be
carried out under private auspices and
wherever possible local capital within
the country should be encouraged to enter
into partnership with United States in-
vestors in these projects.

Both immediate and longer-range peace
needs warn of grave consequences unless
such a development program is under-
taken promptly. Although the United
States accounts for more than half of
the world’s heavy industry production,
it mines only about a third of the world's
annual output of the fifteen basic min-
erals.

Soviet shipments to the United States
of chrome and manganese, so essential
for steel-making, have already been
choked back. The advisory board hopes
that the people in the Soviet-controlled
areas will be able to regain their free-
dom. However, today their trade is tight-
y controlled.

In the manganese end tungsten depos-
its of Latin America. Africa and Asia.
the chrome production of Turkey and
the Philippines, the timber stands of
Brazil and Chile, the pulpwood of Labra-
dor lic resources for developing substi-
tute sources for materials which come
from areas now dominated by the Soviets
or most vulnerable to aggression.

Continued dependence of the free na-
tions upon imports and markets of Sovict
controlled areas weakens them in enfore-
ing measures of economic defense.
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Peace, free institutions and human
well-being can be assured only within
the framework of an expanding world
economy.

With an expanding productive base it
will become possible to increase individ-
ual productivity, raise living levels, in-
crease international trade, meet the
needs of the growing populations in the
underdeveloped areas and perhaps even
resettle peoples from the industrial areas
under growing poptlation pressure.

Our objective should not be to “mine
and get out” but to strive for a balanced
ecoonmic development which will lay an
enduring base for continued economic
progress. Workers should receive a full
share in the benefits as quickly as pos-
sible.

Improving the standard of living of
the people of the underdeveloped areas i3
a definite astrategic objective of the
United States foreign policy.

The advisory board recommends the
continued encouragement of the free la-
bor unions in the underdeveloped areas.

And that the International Labor Or-
ganization’s recommendations as to fair
labor standards be used as a cuide for
minimum labor standards in the under-
developed areas. (Italics mine—~T. N. V)

Actually, coincident with the out-
break of the Korean war, American
imperialism was aware of its vulner-
ability in strategic materials in the
event of continuing “hot” and “cold™
war with Stalinist imperialism and
sought to remedy the situation. As
Paul P. Kennedy puts it in The New
York Times of August 5, 1951:

The shift in emphasis from purely cco-

‘nomic to economic-military aid within

the foreign assistance program began to
take vague shape as early as July 1950.
At that time Mr. Foster, in something
of a surprise move, advocated the diver-
sion, in some countries, of E. C. A.
matching funds toward military produc-
tion facilities.

The Administration has requested
$8.5 billion for fiscal 1952, ol which
$6.3 billion would be in military aid
and $2.2 billion for continued cco-
nomic aid. Economic assistance is now
defined as “providing resources neces-
sary for the support of adequate de-
fense efforts and for the maintenance,
during defense mobilization, of the
country’s general economic stability.”
In view of the strong outburst by that
staunch defender of democracy and
the Democratic Party, Senator Con-
nally of Texas, that “the United

. States can’t support the whole free
world and remain solvent,” it may

be wondercd why there should be
any bourgeois opposition to a pro-
gram geared exclusively to serving
the military-cconomic needs of Amer-
ican imperialism. The answer lies in
two facets of the program that have
not heen as well publicized as the im-
mediate request for $8.5 billion.

[t now appears that the $8.5 billion
is intended as only part of a three-
vear $25 billion program. Mr. Ken-
nedy, in the same article previously
dted, states: “Both Sccretary of State

Dean Acheson and Secretary of De-
fense George C. Marshall have esti-
mated that there is little possibility
of building up the free world’s fight-
ing force on less than the $8.5 billion
the first yeur, which would be the first
installment of 825 billion over a
three-year spread.” (Italics mine—
T.N.V.) This is approximately twice
as large as forecasts made carlier in
the year by Administration spokes-
ment. Adnittedly a large portion of
Military Assistance funds will go to
Asia and the Pacific area.

Again quoting Mr. Kennedy: “The
E.C.A. answer to Senator Connally’s
charge that the United States s
spreading itself too thin by going
into Asia and the Pacific area is that
production of matevials is the great-
est present problem. To get the ma-
terials available in Asia, the United
States mnust give in exchange technical
and economic assistance, the agency
contends.” (Italics mine—~T.N.V.)

THE INCREASING DEPENDENCE ol
American imperialism  on  foreign
sources, chiefly present or former
colonial arcas, of key raw materials is
attributable to many causcs. Rapid
exhaustion of natural resources, par-
ticularly iron ore and pctroleum,
within the United States, in response
to the almost insatiable appetite of
the Permanent War Economy for
means of destruction and the ability
to transport and operate -them, is
clearly a factor of considerable im-
portance. Along with this has gone
the sizable increase in production,

coupled with tremendous accumula- |

tions of capital, analyzed in previous
articles in this serics. Historically,
however, the decisive factor has becn
the utter failure of Amcrican imper-
jalism to operate in the traditional
finance capital manner.

This failurc has not been duc to
any lack of desire on the part of
American imperialism to export a
sizable portion of its accumulations of
private capital, thereby acquiring
both markets and sources of primary
materials in sufficient quantities to
maintain the domestic level of profit
and simultaneously to assure a stcady
flow of those raw materials essential
to industry in war or peace. In pare,
this development has been duc to the
fateful consequicnces of the Permanent
War Economy. The state, as demon-
strated in the May-June 1951 issuc of
THe NEw INTERNATIONAL, guarantees
profits for all practical purposes. The
market incentives to export 10 per
cent or more of both production and
accumulated capital, traditional in
the first three decades of the twen-
tieth century, in order to mumntan
the profitability of industry as 2
whole, have atrophied to a surprising



extent. The state now consumes the
largest portion of accumulated cap-
ital. The state likewise undertakes by
far the major responsibility for cap-
ital exports in the form of government

loans and grants. ‘The nature of state ’

capital exports is such, with polit.
ical considcrations predominant, that
markets and raw materials tend to be
reduced in importance.

In largest part, however, the failure
of American imperialism to perform
according to the early textbooks is
traccable to steady dwindling of the
world capitalist market. How can

American capitalists invest in Chinesc

tungsten mines, when China has
come within the orbit of Stalinism
and American capital has been force-
fully driven out of China? Such ex-
amples of forcible cxclusions of Amer-
ican imperialism from important
sources of strategic materials could be

multiplied many times since the ad-

vance of Stalinist imperialism in the
post-World War I period.

Even more significant, however, is
the fact that in the non-Stalinist
world the climate for American in-
vestments has not been exactly favor-
able. Nationalization, confiscation,
the threat of expropriation, and a
host of other factors have combined
to make private American capitalists
extremely cautious about investing
surplus capital in any foreign enter-
prise. This was not the case in the
1920’s, when American nect foreign
investments increased about 100 per
cent during the decade ending in 1931,
at which time they reached a peak
variously estimated at between $13
billion and $18 billion.

Considering the increases that have
occurred in production, accumulation
of capital, and the price level, a com-
parable figure for today would be in
the necighborhood of $50 billion! Yet,
despite the absence of data, it is clear
that American net foreign investments
today are lower than they were in
1931. What the precise figure is we
cannot say, as recently the first such
census since before the war was under-
taken by the Department of Com-
merce and the results will not be
available for another year. Neverthe-
less, according to The New York
Times of May 31, 1951, which re-
ported the news of the new census,
“Sample data collected by the De-
partment of Commerce in rccent years
indicate that the new census will
show a value of more than $13,000.-
000,000." This figurc represents di-
rect investments as distinct from port-
folio investments, but it is most un-
likely that portfolio investments will
be more than a few billion dollars, as
bonds of foreign governments have
not proved very attractive to Amer-
ican investors after the sad exper-

. Americans
“which, in turn, aggravated the world
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iences of widespread defaults in the
1920’s and 1930's.

The fact of the matter is that, from
the point of view of American imper-
ialism, American net foreign invest-
ments should be at least three times
their present level. But this is a mani-
fest impossibility, both politically and
economically. Neither the capital nor
the market is available, even if all
the necessary incentives were present,
which is obviously not the case.

It may be easier to grasp the mag-
nitude of the problem that confronts
American imperialism today if we first
look at the figures representing the
heyday of American imperialism and
then compare them with the present
situation. The following tabulation
portrays the movement of American
foreign investments, both gross and
net, from 1924 to 1930.

UNITED STATES PRIVATE LONG-TERM
FOREIGN INVESTMENTS

1924-1930
(Millloas of Dollars)
Total of Net New Long-
New Foreign term Capital
Year Investment® Outflowt
1924 $1,005 $ 680
1926 1,092 550
1926 1,272 821
1927 1,466 987
1928 1,677 1,310 .
1929 1,017 636
1930 1,069 364
Average 1,214 764

*Includes new foreign loans plus new net
direct foreign investment.

tTotal foreign investment minus amor-
tization receipts and net sales of out-
standing foreign securities.

The data are based on The United
States in the World Economy (U. S.
Department of Commerce, 1943) and
taken from a paper, “Foreign Invest-
ment and American  Employment,”
delivered by Randall Hinshaw of the
Board of Governors of the Federal
Reserve System before the 1946 an-
nual meceting of the Ametican Eco-
nomics Association. During this seven-
year period, gross foreign investment
was ncver less than 31 billion in any
one year, and averaged over $1.2 bil-
lion annually. The large proportion
of portfolio investments that existed
resulted in heavy amortization pay-
ments which, together with net sales
by American investors of outstanding
foreign sccuritics, reduced the net

foreign investment during this period

to an average of $764 million. The
sizable diflerence between gross and
net foreign investment in 1930 is

due 1o the onset of the world crisis
and the largescale liquidation by .

of foreign investments

crisis.
During the 1930's, the world-wide

depression, plus the acts and threats

" of Nazi imperialism, caused a shrink-

age of American foreign investments
of about $+ billion. The Dcpartment
of Commerce thus estimates total

American foreign investments at the

end of 1939 ac $11,365,000,000. It is
apparent that there was a further de-
dine during the war and, beginning
in 1946, a relatively modest increase.

‘While the estimates of American
foreign investments in thc. postwar
period are undoubtedly quite crude,
we summarize below the movement of
United States private long-term cap:
ital (from the June 1951 issuc of
Survey of Current Business) as indica-
tive of the pitifully low lcvels to
which traditional American imperial-
ism has sunk:

OUTFLOW OF UNITED STATES PRIVATE
LONG-TERM CAPITAL, 1948-1950
(Millions of Dollars}

Total Outflow Net Outflow
- of Private of Private
Long-Term -Term

Year Capital* Capitalt
1948 $1,657 $ 748
1949 1,566 796
1950 2,184 1,168
Average 1,769 904

*Includes total of direct foreign invest-
ments plus other investments, as loans,
and is not comparable to the similar
column in the previous table for 1924-
1930, which is net of direct investments.
{This column is conceptually comparable
to the similar column in the previous
table.

While an average net foreign in-
vestment of $904 million appears to
be significantly higher than the $764
million shown for the period 1924
1930, such a conclusion would be
totally mislcading, In the first place,
the higher figure for 1950 is duc en-
tirely to a sharp bulge in the third
quarter, amounting to $698 million,
which is mostly in the form of port-
folio investments, obviously a result
of a sharp flight of capital from the
dollar following the outbreak of the
Korecan war, That this was a tempor-
ary phenomenon, not possibly to be
confused with any resurgence of tra-
ditional American imperialism, is
shown by the sharp drop in the fourth
quarter of 1950 to a mere $60 million
of nét foreign investment. Moreover,
the preliminary figure for the first
quarter of 1951 is only $212 million.

In other words, in dollar terms, net
foreign investments of American cap-
ital are currently at the same level
as twenty years ago. While this

amount was consistent with the re- .
quirements of an expanding Amer-

ican imperialism at that time, today
it is nothing but a source of frustra-
tion to the policy-makers among the

]
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bourgeoisic. For, these exports ot pri-
vate capital are taking place today
when gross private domestic 1nvest-
ment is averaging about $40 billion
annually or more, and when net pri-
vate capital formation runs from
$25-30 billion a year. Net forcign in-
vestments at present should actually
be at least four times their current
level in order mcrely to match the
performance of two decades ago.
Another way of expressing the same
thought is to equate the present vol-
ume of net foreign investments to
about $200 million annually to per-
mit direct comparison with the pre-
depression period. It is thercfore
hardly surprising that American im-
perialism is having difficulties in ob-
taining adequate supplies of the key
raw materials required to keep the
economy operating at capacity.
Without doubt, exact information
on the changing character and com-
position of American foreign invest-
ments, particularly direct invesuments,
would throw even more light on the
raw materials shortage. Unfortunate-
ly, it is not even possible to guess at

the profound changes that must have

taken place during and since the war.
We would expect the trend that man-
ilested itsell prior to the war, when
between 1929 and 1939 American in-
vestinents in the Western Hemisphere
increased from 59 per cent of the
total to 70 per cent, to have contin-
ved. To be sure, the Western Hemis-
phere is not exactly barren of raw
materials, but aside from a relatively
few projects, in such countries as
Venczuela and Bolivia, the emphasis
has not been on the mining of stra-
tegic minerals. Thus, the disparity be-
tween the needs of the Permanent
War Economy and the ability of
American imperialists to deliver the
nccessary raw matcrials may be even
greater than the dollar figures on for-
eign investments would indicate.

THe vacuum caustp sy the paucity
of private exports of capital has had
to be filled by the state. ‘That is the
primary significance of the Marshall
Plan and all other state foreign aid
programs, The amounts have been
quite sizable, averaging about $5 bil-
lion annually siuce the end of World
War 11, even according to the admit-
tedly conservative figures of the De-
partment of Commerce (as reported
in the March, 1951, Survey of Cur-
rent Business). The data, by country,
are shown in the wbulation on the
bottom of this page.

Gross foreign aid by the American
government during this period totaled
about $30.2 billion, but reverse grants
and retuwrns on grants plus principal
collected on credits equaled $2.4 bil-
lion, bringing the net total o 527.8
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billion. How much of the $9.2 billion
of credits will be returned and how
much will ultimately assume the
status of outright gifts remains to be
seen. It is interesting to note, how-
ever, that as of December 31, 1950,
according to the Department of Com-
merce, “World War I indcbtedness
[owing to the United States govern-
ment] amounted to $16,276 million,
of which $4,842 million represcnted
interest which was due and unpaid.”

It is also pertinent to observe that
preliminary figures for the first quar-
ter of 1951 indicate that net foreign
aid exceeded $1.1 billion, amounting
at an annual rate to about $1.5 bil-
lion for the year. The probability is
that the actual figure will exceed $5
billion, as the transition from eco-
nomic to military aid is well under
way.

With two-thirds of net grants and
almost 90 per cent of net credits hav-
ing gone to Marshall Plan countries,
the result has been that these major
allies being sought by American im-
perialism have received alinost three-
fourths of total net foreign aid ex-
tended since the end of World War
{I. Clearly, there is room for expan-

sion of aid in many directions to
hoped-for and deserving allies, actual

or potential. Nor will the fact that
almost one-half of total net foreign
aid has been awarded to Britain,
France and Germany escape the at-
tention of those who appreciate the
full significance of American military-
economic strategy.

The policy of purchasing ailies
with government grants and credits
in order better to contain expanding
Stalinist imperialism did not origi-
nate with the Marshall Plan, which
began operations in April 1948. As
a matter of record, more than onc-
half of total net foreign aid (514.5

billion out of the $27.8 billion total)
was disbursed prior to the launching
of the Marshall Plan. The Marshall
Plan merely continued an already
established policy by changing some-
_what the form of aid and creating a
new agency to administer it.
Somc of the major categories that
received foreing aid (on a gross basis)
prior to April 1948 are:

(Millions
of Dollars)

Special British loan ...... assveisyasvensee $ 3,750
UNRRA, post-UNRRA, and

interim aid 8,172
Civilian supplies ..... 2,360
Export-Import Bank loans ... 2,087
Lend-Lease . 1,968
Surplus property (incl. merchant

ships) 1,234

TOTAL reeiciinsrsnirnennns $14,671

Thus, these six categories accounted
for the overwhelming buik of foreign
aid prior to the E.C.A. program. They
revcal quite clearly the unique role
of “relief and rehabilitation” under
the Permanent War Economy. It will
be recalled that from 1946-1950 (see
“Basic Characteristics of the Perman-
ent War Economy” in Junuary-Febru-
ary, 1951, issue of THE NEW INTERNA-
110NAL) indirect war outlays played a
crucial role in maintaining the ratio
ol war outlays to total output at the
10 per cent level. Virtually equal in
magnitude to direct war outlays, in-
direct war outlays were indispensable
in maintaining the Permanent War
Economy at a successful rate. And
expenditures for relief and rehabilita-
tion averaged about one-third of total
indirect war outlays during this per-
jod. As a matter of fact, there is good
evidence to belicve that if proper
valuation were given to Army-admin-
istered supplics, especially in Germ-

FOREIGN AID BY COUNTRY, July 1, 1945 Through December 31, 1950
{Milllons of Doliars)
Net
Net Net Foreign
Country Grants* Creditst Aid
Belgium-Luxembourg ........ccocvnmiecircens $ 509 $174 $683
Britain 1,523 4,487 6,010
France 1,873 2,037 3,810
Germany 3,026 67 3,093
Greece ........ 1,100 98 1,198
Ital 1,689 357 2,046
Netherlands 549 381 930
Turkey ... 166 82 248
Other ERP Countries ...... 1,837 327 2,164
ERP SUB-TOTAL 12,272 8,010 20,282
Other Europe ........... 1,088 451 1,539
American Republics 135 219 354
China-Formosa 1,667 116 1,683
Japan 1,706 R 14 1,720
Korea 333 21 354
Philippines ...... . 655 100 756
All Other Countrie . 851 265 1,116
GRAND TOTAL ...$18,607 $9,196 $27,803
*Assistance that takes the form of an outright gift for which no payment is
expected, or which at most involves an obligation on the part of the receiver
to extend reciprocal aid to the U. S, or other countries.
tAssistance under an agrecment that calls for ultimate repayment.




any and Japan, the role of relief and
rehabilitation would be even greater
than the figures indicate.

Naturally, a large portion of the
billions of dollars spent for relief
and rehabilitation fulfilled humani-
tarian purposes. Nor is it possible or

necessary to assess the motives that
animated Washington at this time.
The decisive fact is that relicf and
rehabilitation expenditures accom-

plished what private export of cap-

ital could not. The state began to
acquire a major interest in forcign
economic programs, as well as to re-
lieve any pressure that might develop
due to the rapid accumulation of
capital. If, in the process, recipients
of state foreign aid were “persuaded”
to grant American imperialism mili-
tary bases and to pursue various polit-
ical and economic policies desired by
Washington, so much the better. The
quid pro quo generally present in

American forcign aid programs be- .

came even more obvious with the
launching of the Marshall Plan. Ob-
jectively, thercfore, state foreign aid
has served to fill the void left by
the failure of private capital to func-
tion in a traditional imperialist man-
ner and has scrved to Dbolster the
political program of American im-
perialism. '

ADMITTED MILITARY AID iS now
rapidly supplanting economic aid. In
reality, of course, the entire foreign
aid program directly or indirectly
contributes to the grand strategy of
American military policy. In this re-
spect, state intervention in the foreign
economic ficld parallels, and cven
leads, statc intervention in the do-
mestic economy, as increasingly a
higher proportion of state expendi-
turcs arc for “defense” purposcs.
While it is true that the program of-
ficially labeled “Mutual Defense As-
sistance Program,” apparently to be
called by Congress “Mutual Security
Program,” spent the $516 million in.
cluded - in the total foreign aid
analyzed above in the year 1950, it
would be a mistake to conclude that
admitted military aid occurred only
during the past year, For example,
there is the so-called Greek-Turkish
aid program, which by the end ot
1950 had disbursed some $656 million.
Of this amount, $165 million was
spent prior to the launching of the
Marshall Plan, $258 million during
the last nine months of 1948, $172
million in 1949,-and $61 million in
1950. That this program has been
overwhelmingly military in character
can hardly be denicd. Other pro-
grams, such as China, smaller in mon-
etary cost, could be mentioned. As
the chart shows, even on the official
definition, there has always been soine

ko

military aid since the end of World
War 1. Through the first quarter of
1951, military foreign aid has ad-
mittedly reached $2 billion. In real-
ity, of course, the figure has becn
much higher, and now openly exceeds
so-called foreign economic aid.
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From the New York Times, Aug. 5 1951

By 1952, admitted military foreign
aid is expected to account for three-
fourths of total foreign aid. This is
without half a billion dollars for
overseas bases, included in the mili-
tary construction program. Officially
labeled economic foreign aid, which
reached a peak exceeding $8 billion in
1948, and has been averaging about
$5 billion annually, will decline to
an estimated $2 billion. On this basis,
cven a recalcitrant Congress may be
expected to continue to vote [or
these sizable outlays without too
much difficulty. The possibilities of
further incrcasing state forcign aid
through pouring dollars into the bot-
tomless pit of “mutual security” are
clearly almost without limit.

Increasing war outlays have no fack
of justifications from the apologists
for and represcntatives of the bour-
geoisic. For sheer brazenness, how-
ever, we doubt that the reasons at-
tributed to E.C.A. administrator
Foster as justifying the shift from
economic to military aid can be
equaled.

The arguments forwarded by the ad-
ministrator at that time [July 1950, as
reported by Mr. Kennedy in the afore-
mentioned dispatch to the New York
Times] have become more elaborate in
proportion to increasing international
tension, but baesically they are the same
arguments now being posed. These are:

(1) Most of the Marshall Plan partici-
rating countries are now far enough ad-
vanced economically to direet their at-
tention from internal problems to those
of possible uggression.

(2) An economy that has been restored
must progress in the assurance of pro-
tective strength. (Italics mine—~T. N, V.)

While comment would be entirely
superfluous, under this line of reason-

ing economic aid would necessarily .

have to be a prelude to military aid, |
American imperialism has no choice,
nor does it grant any choice to its
satellites. The slogan, publicly and
privately, becomes: “Join our mili-

tary camp, or no aid.” While Wash-
ington is unduly sensitive to the term,
here is a classic expression of imperial-
ist coercion, albeit with new motives
and new methods, but with the same
tragic results of war, misery and star-
vation for the masses of humanity.

As we have previously observed, the
Permanent War Economy becomes in-
creasingly international in scope,

bringing within the orbit of Amncrican
imperialism every industry and popu-
fation as yet outside of the orbit of
Stalinist imperialism. A detailed an-
alysis of the increasc in the ratio
of war outlays to total production
in England, France and the rest of
the non-Stalinist world is unncces-
sary, nor does space permit. It suf-
fices to point out the rapid rate of
increase in the “defense” budgets of
the North Atlantic Treaty powers in
1951 as compared with 1950. These
increases, according to the New York
Times of Mayv 27, 1951, are: Norway,
117 per cent; Denpark, 67 per cent;
United Kingdom, 53 per cent; ltaly,
58 per cent; France, 45 per cent: and
the Benelux countries, 39 per cent.
Nor are the bases from which these
increasing military expenditures start
entirely negligible in terms of the pro-
portion of total output already de-
voted to means of destruction. The
Wilson report, for example, states:
“Qur Europecan allies have increased
their planned rate of defense expen-
ditures from approximately $4.5 bil-
lion a year prior to the Korcan con-
flict to almost $8 billion in 1951
Higher spending rates are projected
for subsequent periods.”

It is no wonder, therefore, that
Western European capitalism, operat-
ing on such an unstable foundation
compared with the United States, has
already experienced an inflation ex-
ceeding the American during the past
year. The social consequences in every
country, particularly Britain, arc pro-
found, but outside the scope of our
analysis. Moreover, becausc of the
dominant position of America in the
world’s markets, especially in the pres-
ent scramble for critical raw materials,
the economies of cvery non-Stalinist
country, even. those with considerable
nationalization and far-reaching state

~controls, are at_the mercy of every

whim and vagary of Washington,
planned or capricious. Under the cir-
cumstances, the low state of American
popularity throughout the non-Stalin-
ist world should not be a surprise to
the American bourgeoisie.

THE IMPACT OF THIS NEW PHASE OF
American imperialism is far broader
in its foreign implications than would
appear merely from an analysis of
the incrcasc in armaments budgets

throughout_the world, or from the

s



changes in national economies result-
ing from inflation and steadily increas-
ing state intervention. Precisely be-
cause the new method of sustaining
American imperialism is geared to the
needs of American military strategy,
the ultimate conscquences may be so
far-reaching as to destroy the remain-
ing foundations of capitalism. To
combat a Stalinist imperialism  oper-
ating from the base of bureaucratic
collectivism, with its ability to subor-
dinate all its satellitc cconomies to the
demands of Moscow and to standard-
tze military equipment, procurement
and transportation, requires a morc or
less comparable “internationalization
of war preparations” on the part of
American imperialism and its more
indispensable allies in Western Eu-
rope. -

It may still be possible in some cir-
cles to question the relative superior-
ity of a nationalized economy over
competitive capitalism in ordinary
matters of production and distribu-
tion, but in the conduct of modern
war, and therclorc of war prepara-
tions, even a bureaucratic, brutal and
horribly inefhicient Stalinism is incom-
parably more successful in achieving
the necessary codérdination and inte-
gration of its war-making potential,
due to its collectivist base, than the
most highly developed capitalist‘ na-
tions could ever hope to achieve with-
out vast structural changes. Under the
impact of common financing, central-
ized administration cutting across na-
tional boundaries, standardization of
armaments, and pooling of produc-
tion resources—all of which are indis-
pensable if American imperialism has
any hopes of defending Western Eu-
rope against Stalinism—national sov-
-ereignty must be subordinated to the
superior power, economic and mili-
tary, and wisdom emanating from
Washington and its rcpresentatives,
especially Eisenhower.

A remarkable article on this entire
problem, by its chicf[ European eco-
nomic reporter, Michael L. Hoffman,
appeared in the New York Times of
Aug. 5, 1951. Its analytical portion is
worth reproducing in [ull:

Nobody can foresee with anything like
exactness just how this [a common mili-

" tary budget and a common military pro-
curement administration] would affect
the economy of Europe. But European
and United States economists have con-
sidered the matter fairly carefully al-
ready, and the following are some of
the consequences that can now be pre-
dicted with some derree of confidence.

For practical purposes, national par-
liaments would lose control of from one-
third to nearly half of their own national
budgets. They could complain, or refuse
to vote taxes, or make all kinds of other
trouble, but once in the European, army
a government would pretty much have to
aecept its defense burden as given.

}t would be quite inconceivable that
this degree of rigidity could be intro-

I

duced into national government budgets
without bringing in its train a far great-
er degree of coordination in budgeting
generally than exists now.

Every participating country would ac-
quire suddenly an entirely new kind of
intercst in its neighbors’ prosperity. It is
truc now, but not very deeply burned into
the consciousness of most »pcoplc, that
Germany cannot thrive without France,
France without Italy, and so on. This
would become obvious if the taxpayers
saw their burdens, mounting because
some other country could not support a
larzer share.

Discussions of trade and monetary
policy would take place in an entirely
new atmosphere, in which everybody
would be forced to keep an eye on Eu-
rope a a whole.

It could be expected, at the very least,
that the duplication and misdirection of
investment caused by uncoordinated na-
tional armanient programs would .bc re-
duced greatly. The range of industry
affected by wmilitary procurement under
modern conditions is so great that a uni-
fied procurement service for a European
army would become the outstanding
“market” for a large mumber of Euro-
pean industries.

It has been Europe's experience for

,ages that the growth of armed forces

under the control of governments wilh
sovereignty over larger and larger tcrri-
torial units generally has been followed
by the establishment of currencies, com-
mercial law and other social institutions
on a larger and lurger territorial basis.

There i3 nothing inevitable about thig
progresgsion, but those European and
United States leaders and officials who
have been convinced of the necessity for
cetting rid of national barriers to eco-
nomic expansion in Western Europe like
to believe that the “law” will work once
again, (Italics mine—T. N. V.)

In reality, of course, such integra-
tion and cobrdination as may be
achieved in Western Lurope can only
occur under the stimulus, organiza-
tion and dircection of American im-
perialism. European capitalism is long
since incapable of saving itself. Were
it not for the aid and support received
from the American bourgeoisie, the
European bourgeoisic would have ab-
dicated or becn overthrown. Far-
fetched and alarming as it may
scen, the Kautskyian theory of “ulira-
imperialism” may yet see its realiza-
tion, in the event the Third Camp
fails to intervene actively in the course
of history before it is too late, in the
{form of world hegemony being achiev-
ed by either Amcrican or Stalinist im-
perialisin.

The role of military aid in the new
phase of American imperialist devel-

opment will be even more pervasive
and all-embracing than the réle of re-
lief and rehabilitation. With over-
riding priority over materials, produc-
tion . facilities and manpower, mili-
tary aid appears 1o be the vehicle that
will permit American imperialism to
complete its task of subjugating the
economies of the lesser capitalist im-
perialist powers, of controlling their
basic international policies, of influ-

encing their domestic policies, and,
above all, of dominating their coloni-
al markets and trade. Naturally, there
will be struggles, intense social con-
flicts, in many countrics where the
ability and will to resist subordination
of legitimate class and national inter-
ests to Washington remains. Stalinism
will naturally seck to exploit these
contradictions wherever they appear.
What the outcome of these complex
stresses and strains will be may well
determine the course of history for
decades. Of onc thing, however, we
may be absolutcly certain: the restora-
tion of traditional American finance
capital imperialism to sound health
is excluded.

THE NEW POLICY OF AMERICAN
imperialism, judging by its most enui-
nent official and private spokesmen,
is heartily in favor of the bloodlcss
conquest of Europe and its empires,
yet it seeks to accomplish this strate-
gic aim by emphasizing the old, tradi-
tional methods, while paying lip-serv-
ice to the new mcthods imposed by
the exigencies of the times. The ob-
jective of European political union,
with implied American controf, has
heen voiced by innumcrable leaders
of the American bourgeoisic. Notable
among thesc has been Mr. R, C. Lef-
fingwell, head of the House of Mor-
gan, who in an article in Foreign
Affairs for January 1950, entitled
“Devaluation and European Recov-

ery,” states: “Monetary union with-
out political union is ‘impossible.
There cannot bc a common currency

" without common sovereignty and a

common parliament and common
taxes and common expenditures.”

Or, in the more oblique language
of the Gray report (recommendation
21): “The United States should help
to strengthen appropriate interma-
tional and regional organizations and
to increase the scope of their activities.
ft should be prepared, in so far as
practicable, to support their activitics
as the best method ol achieving the
cconomic and security ‘objectives
which it shares with other free na-
tions.” :

In the arca of investment policy, the
key to imperialist activity and perspec-
tives, the language of publicly enun-
ciated foreign economic policy more
clearly parallels that of private
sources. Lefingwell, for example, in
the article cited above, comments on
the fundamental contradiction of
American imperialism as a creditor
nation with a large favorable balance
of trade, as [ollows:

As a creditor nation, our tariffs should
be for revenue only, except where needed
to protect industries essential for the na-
tional defense. . . . What we nced to do
is to increase our imports more than w»
increase our exports. ... Private Ameri-



can foreign investment would help. In-
deed, the fundamental trade disequili-
brium is so great that the international
accounts can scarcely be balanced with-
out great American investment overseas,
both public and private. . . . If Ameri-
can foreign investment is to be encour-
aged, our government and foreign gov-
ernments must reverse their policies and
give firm assurance to American invest-
ors that their investments will be respect-
od and protected, and that they may hope
to profit by them, and collect their
profits,

Almost as forthright is the Gray re-
port:

Private investment should be consid-
ered as the most desirable means of pro-
viding capital and its scope should be
widened as far as possible. . . . Further
study should be given to the desirability
und possibility of promoting private in-
vestment through tax incentives, in areas
where ecoonmic development will pro-
mote mutual interests, but where politi-
cal uncertainty now handicaps United
States private investment.

Two specific steps are advocated
for immediate action to stimulate pri-
vate investment:

“(a) The negotiations of investment
treatics to encourage private invest-
wment should be expedited; (b) The
bill to authorize government guaran-
ties of private investment against the
risks of non-convertibility and expro-
priation should be enacted as a worth-
while experiment.”

Since all this encouragement of pri-
vate investinent may be expected to
remain conlined to paper, the Gray
report also places “heavy reliance” on
public lending, and seeks to “make
sure that our own house is in order—
that we have climinated unnccessary
barriers to imports, and that our poli-
cies in such fields as agriculture and
shipping arc so adjusted that they do
not impose undue burdens on world
trade.” o

Here, again, the public spokesman
must be more circumspect than the
private. Says the Gray report: “With
respect to our own agricultural poli-
cies we should, over the long-run, at-
tempt to modify our price support sys-
tem, and our methods of surplus dis-
posal and accumulation of stocks, in
ways which, whilc consistent with do-
mestic objectives, will be helpful to
our foreign relations.” Such double-
talk, together with the limitation pro-
posed for shipping subsidies, is, of
course, aimed at achieving the same
objective as Leffingwell: abandonment
of the American farmer so that indus-
try may resume its customary exports

of commodities and private captial.

EVER sINCE 1917, wHEN THE UNrTED
States became a creditor nation, the
basic contradiction inherent in a fi-
nance capital imperialist nation ex-
porting private capital while simul-
taneously maintaining a substantial
export surplus in commadities and
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AMERICAN EXPORTS AND MEANS OF FINANCING, 1948-1950
(Mitlions of Dollars)

Item

Exports of goods and services ....... SRR

Means of Financing
Foreign sources:

United States imports of goods and services 10,268

Liquidation of gold and dollar assets
Dollar disbursements (net) by:

International Monetary Fund ....... pssgsisgs

International Bank

.......... $18,967

1948 1948 1950
$15,974 $14,425

9,603 . -12,128
—80

United States Government:

Grants and other unilateral transfers (net)
Long and short-term loans (net) .........

United States private sources:
Remittances (net) .

Long and short-term capital (net) .......

Errors and omissions

.......... 780 3,645
.......... 203 99 —20
176 38 87

4,157 5,321 4,120

.......... 886 647 164
678 522 481

.......... 866 589 1,316
—1,037 —1785 —156

services has become more acute, The
essence of the problem is clearly the
necessity to make it possible for re-
cipients of American private capital
to pay the carrying charges, to remit
the profits, and ultimately to repay
the loans and investments. In the
1920s the problem was solved through
largescale remittances abroad of re-
cent immigrants to the United States,
coupled with ultimate repudiation of
a substantial portion of American-
held foreign securities.

In the long run, however, if Ameri-
can imperialism is to function in the
traditional manner, the United States

_must import more than it exports;

i.e, it must acquire an unfavorable
balance of trade sufficient to cover the
tribute exacted by American capital.
To be sure, remittances of gold tem-
porarily help to achieve the necessary
balance, but the United States has
long since acquired the overwhelming
portion of the world's gold supply.
Forcign countries, fundamentally, can
only earn the dollars they need by
carrying the majority of trade in their
own ships, by inducing American
tourists to spend a sizable amount of
dollars abroad, and by exporting more
commodities to the United States than
they import from the United States.
Since, with relatively few exceptions,
foreign countries cannot compete with
American manufacturers, they are re-
duced to exporting to the United
States raw materials, minerals and
farm products.

When England was confronted with
a similar problem in 1847, she re-
pealed the “Corn Laws,” permitting
foreign wheat and other agricultural
commodities to be imported into Eng-
land without tariffs. The result was
the abandonment of British agricul-
ture, accompanied by a gigantic in-
crease in industrial output. Perhaps,
if the Farm Bloc were not so strong,
American imperialism might have
heen able to achieve a classic solution
of its crucial imperialist contradiction.
Te is, however, politically impossible
and historically too late to solve the

problem in this manner. The experi-
ence of the last few years indicates the

-only way in which American impcrial-

ism can hope to continue to maintain
an export level between five and ten
per cent of total output, as the follow-

ing data (from the June, 1951, Survey

. of Current Business) show (see table

onp=245—— gbove.

American exports of almost $17 bil-
lion in 1948, almost $16 billion in
1949, and more than $14.4 billion in
1950 amounted to 7 per cent, 6.8 per
cent, and 5.6 per cent, respectively,
of net national product. This is rela-
tively less than the ratio that “nor-
mally” prevails with the exception of
years of deep depression. Its impor-
tance cannot be measured simply by
reference to the absolute amounts in-
volved. For many industries and, by
and large, for the economy as a whole,
the profitability of the remaining 90-
95 per cent of output that is sold on
the domestic market depends on
maintenance of these exports. It is not
only that exports make possible indis-
pensable imports, but thac surplus
value is created at every stage in the
process of production. Elimination of
all exports, aside from certain obvi-
ously serious political and economic
consequences, would not merely re-
duce profits of certain industrics, pas-
sibly sending them into bankruptcy,
but would immediately lower dras-
tically the rate and mass of profit for
al lindustry, and with cumulative
cffects.

Even though imports have been at
the $10 billion level, the visible sur-
plus in the balance of payments for

commodities and services was $6.7 bil-

lion in 1948, almost $6.4 billion in
1949, and $2.3 billion in 1950, The
narrowing of the gap in 1950 is due
more to the rise in imports as the
scramble for raw materials devcloped
after the outbreak of the Korean war
than to the fall in exports. It was more
than offset, however, by the flight of
gold and dollars from America as
“hot™ money sought the greater safety
of haven in Uruguay and-other places.

o



L

It is clear that American govern-
ment funds have been decisive in
maintaining exports. Obviously, with-
out state foreign aid, exports would
have been some four or five billion
dollars less, which in turn would have
had a severely depressing effect on
both the American and world econo-
mies. It is equally evident that if you
give the purchaser the means with
which to buy what you have to sell,
you can continue to do business as
long as you arc able to maintain your
customer’s purchasing power. This is
equivalent to a perpctual subsidy in
the present case by the American state
on the order of $5 billion annually.
How long American imperialism can
maintain foreign subsidies of this
magnitude, now to be increased to a
level of $8 billion as foreign aid shifts
from predominantly economic to mili-
tary commodities, is uncertain, but
-there is a limit and there will be a day
of reckoning.

An increase of American foreign in-
vestments “from the present $1,000,-
000,000 a year to a minimum of $2,-
000,000,000 a year.,” as called for by
the Rockeleller report would not be-
gin to solve the problem of the dollar
gap. Moreover, as American foreign
investments  accumulated  over the
years, assuming that any such recru-
descence of traditional American im-
perialism was possible, the interest
and dividend bill would likewise in-
crease, and foreign countries would
eventually be even shorter of dollars
than at present. Let us not forget that
the returns of capital invested abroad
historically are much greater than the
domestic rate of profit. That is one of
the chief attractions of finance capital
imperialism. An-example of current
profitability is provided by the report
“that the Prince of the Kuwait Sheik-
dom has rejected a new offer of the
Anglo-American-owned Kuwait Oil
Co. to boost his oil royalties, . . . The
offer of the company was to up the
royalties from four and a half shill-
ings to 25 shillings (63 cents to $3.50
a ton).” (World Telegram and Sun,
Aug. 6, 1951.) In other words, to fore-
stall any desire to emulate the nation-
alization action of Iran, the Kuwait
Oil Go. is able to offer an increase of
450 per cent in the royalty paid. The
Prince of Kuwait is said to have re-
jected this offcr and to be holding
out for a 50-30 split of profits!

Barring a sharp rise in privately-
financed  imports, which is virtually
hupossible, American imperialism is
forced 1o place its main reliance in
achieving practically every objective
of forcign cconomic policy on con-
tinucd state aid, Private foreign trade
and investments, as in the case of do-
mestic profits, are in effect guaranteed
by the state, and the stage itself must
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make good the failure of private in-
vestnent through permanent gifts and
loans.

IN PROMULGATING THE POINT FOUR
program on Sept. 8, 1950, Truman
declared: “Communist propaganda
holds that the frec nations are incap-
able of providing a decent standard
of living for the millions of people in
the underdeveloped areas of the eavth.
The Point Four program will be onc
of our principal ways of demonstrat-
ing the complete falsity of that
charge.” The mountain has labored
and brought {orth a mouse. Thirty-
four and a half million dollars was
appropriated for the first year. The
appropriation for the second year will

be considerably less than the $500,-
000,000 recommended by the Gray
and Rockefeller reports. Inasmuch as
the Gray report was devoted to [or-
eign economic policy as a whole, while
the Rockefeller report concentrates on
development, it is to the Rockeleller
report that we must turn for an au-
thoritative statement of American
hopes and policies in this ficld.

“The people who live in what have
been  termed  the underdeveloped
areas of Latin America, Africa, the
Middle East, Asia and Oceania nced
our help and we need theirs,” states
the Rockefeller report. Point Four is
thus not entircly a one-sided and ex-
clusively humanitarian venture. “Con-
sidered [rom the point of view of the
strategic dependence of the United
States on these regions, it must be
emphasized that we get from them 73
per cent of the sivategic and critical
materials we import—tin, tungsten,
chrome, manganese, lead, zinc, copper
—without which many of our most vi-
tal industries could not operatc.”
(Italics mine—"T". N. V.)

The major recommendation is, con-
scquently, an cxpansion of Point
Four:

A balanced program of economic de-
velopment calls for simultaneous prog-
ress in three broad fields of economic en-
deavor. Along with the production of
goods—which is a job for private enter-
prise—must go public works, such as
roads, railways, harbors and irrigation
works; also improvement in the basic
services, like public health and sanita-
tion, and training people in basic skills.
The financing of both the public works
and these basic zervices are largely gov-
ernmental functions.

The Gray Report on United States
foreign economic policy, submitted to the
president last year, recommended that
United States economic assistance to the
underdeveloped areas be increased “up to

about 500 million dollars a year for sev-
eral years, apart from emergency re-
quirements arising from military ac-
tion.” The advisory board believes that
the expenditure of $500,000,000 in these
areas is justified. (Italics mine—T.N.V.)

How an expenditurc of 50 cents per

person annually can have any mate-
rial effect in raising living standards
in the colonial areas is carefully avoid-
ed, as there is opposition within the
bourgeoisie even to this pathetically
small amount. Consider the following
from the August 1951 -Monthly Lctter
of the National City Bank: “The dif-
ficulty with development is not lack
of money, but such factors as lack of
skills fo use modern machinery, po-
litical instability, prejudice against
foreigners, oncrous taxation and arbi-
trary limits on business profits. It is
doubtful if the American taxpayer
should venture, through the Export-
Iinport Bank, where neither the pri-
vate capitalist nor the World Bank
has dared to tread.”

Karlier, we pointed out that the

Rockeleller report, like the Gray re- |

port, places its main rcliance on stim-
ulating private investment. While "a
full kit of financial tools” is recom-
mended, as usual it is the matter of

tax incentives that is most revealing:

Adoption of the principle that income
from business establishments located
abroad be taxed only in the country
where the income is earned- and should
therefore be wholly free of United States
tax.

To avoid any drop in t&x revenue dur-
ing the emergency we recommend that

only new investment abroad be freed of °

United States tax during the present
emergency. As soon as the emergency is
lifted the exemption should be extended

to future income from investment abroad !

regardless of when the investment was
made.

This would apply to corporations. In-
dividuals would receive only partial ex-
emption.

It may be anticipated that such tax |
concessions will not be very popular. .

‘Together, however, with the guaran-
ties offered in the Gray report, it is
clear that the bourgeoisie is desper-
ately seeking cvery expedient to re-
store its former position. The senti-
ments underlying the humanitarian
side of Point Four should not be mini-
mized. They corespond to a vast
yearning by the majority of the hu-
man race for emancipation from mis-
ery, starvation and cxploitation. A so-
cialist America could make real
strides in helping the underdeveloped
arcas rapidly to overcome the back-
wardness imposed by centuries of feu-
dal and imperialist cxploitation. But
a capitalist America can do little more
than produce reports and a pittance
of genuine aid.
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5. Some Significant Trends

Sacred to the operation
of traditional capitalism is the ability
of the individual capitalist to decide
what and how much to produce, as
well as the prices at which he will sell
his commodities. Under the Perma-
nent War Economy, however, the state
assumes directive powers, through
various types of controls, that largely
supersede the power of the individual
capitalist. The bourgeois is no longer
undisputed master of his own house.
He continues to produce commodities
and to accumulate surplus values, in
greater volume than ever before as we
have previously shown, but only as-a
result of large-scale state intervention.

The ability of the state to direct the
economy is basic to the successful op-
eration of the Permanent War Econ-
omy. As was shown in Part III, “In-
creasing State Intervention,” May-
June, 1951, issue of Tui: NEw INTER-
NATIONAL, the entry of American cap-
italism into the permanent crisis of
world capitalism with the Great De-
pression of the 1930’s marked the be-
ginning of the shift of power from the
individual capitalist to the state ap-
paratus, representing the interests of
the bourgeoisie as a class. While the
character of state intervention in de-
pression differs from state interven-
tion under the Permanent War Econ-
omy, both periods require large-scale
state bureaucracies. To this extent, as

" well as the psycholdgical preparation

for increasing state intervention of
both the bourgeoisie and the public
at large, depression may be considered
a necessary prerequisite to the war
economy.

The New Deal scrved as a school
for the development of numerous
technical experts in the art of manag-
ing state monopoly capitalism and in
the equally important area of plan-
ning the increase in state revenues re-
quired to sustain the expanding state
bureaucracy. In 1929, for example, the
number of Federal civilian employees
was 227,000. In 1933, the figure was
only 306,000. It almost doubled by
1939, reaching 571,000. This provided
a solid foundation for the expansion
that took place under the Permanent

War Economy, described in Part III. .

Some of the key personnel were
trained and, more importantly, the
practice was begun of borrowing in-
dustrial and financial leaders from pri-
vate industry to administer the vari-
ous state programs. The New Deal, in
short, was an essential framework for
the development of the Permanent
War Economy.

That a very significant shift has oc-
curred in the rdle of the state in the
economy is officially recognized in the
1951 edition of the National Income

Supplement to the Survey of Current
Business, published by the Depart-
ment of Commerce. “The most nota-
ble change since 1929 in the use of
the Nation’s output,” states this pub-
lication, “is a shift from private to

" government use. In terms of the cur-
rent dollar estimates of gross national
product, government purchases of
goods and services, which absorbed 8
per cent of the gross national product
in 1929, took 15 per cent in 1950. Per-
sonal consumption expenditures, on
the other hand, dropped from 76 per
cent of the total in 1929 to 6814 per
cent last year.” This profound shift
can be seen from the summary tabula-
tion boxed above.

It will be seen that the changes in
the composition of gross national

product were due in considerable -

measure to differential price mdye-
ments, Nevertheless, on a constant
dollar basis, the réle of the state in-
creased almost 50 per cent and oc-
curred at the expense of both con-
sumer outlay and capital accumula-
tion. Actually, a better picture would
emerge if the distribution were in

terms of net national product, as has

been our previous practice. The réle
ot the state in 1950, according to these
figures, is somewhat less than we esti-
mated, primarily because our 1950 es-
timatcs understated the degree of in-
flation and the real increase in pro-
-duction that actually took place. We
estimated gross national product at
$278 billion, while the official figure
is now revealed as $283 billion. None
of thesc minor discrepancies in any
way invalidates our analysis.

THE REAL SIGNIFICANCE OF THE
change that has occurred is carefully
overlooked by the Commerce experts’
desire to relate “comparable” years.
The history of the last 22 years, de-
spite serious inadequacies in the un-
derlying data, is graphically por-
trayed by the changing relationship
of government purchases of goods and
services to total gross national prod-
uct. (See box mumsepage below).

It can be seen that the depressipn
of the 1930°s was accompanied by the
first great advance in state interven-
tion in the economy. While the pro-
portion of total output, as measured
by gross national product, that went
to government purchases of goods and

PERCENTAGE DISTRIBUTION OF GROSS NATIONAL PRODUCT

1929 1950
In billions of current dollars: . :
Personal consumption expenditures .......... s 75.9% 68.5%
Gross private domestic investment .........ccninnnennn renree 15,2 17.3
Net foreign investment N —8
Government purchases of goods and services .............. 8.2 16.0
TOTAL 100.0 100.0
In billions of 1939 dollars:
Personal consumption expenditures ... weeres T2.5 70.4
Gross private domestic investment . 16.1
Net foreign investment 9 0
Government purchases of goods and services ............ . 92 13.6
TOTAL 100.0 100.0

RATIO OF GOYERNMENY PURCHASES OF GOODS AND SERVICES
YO GROSS NATIONAL PRODUCT, 1929-1950

Total*
1929 8.29%
1930, 10.1
1931 12.1
1932 13.8
1933 14.3
1934 16.0
1936, 18.7
1936 14.2
1937 12.8
1938, 15.1
1939, 14.3
1940, 137
1941 19.5
1942 37.0
1943 45.6
1944 45.2
1946, 38.5
1946, 14.6
1947 12.3
1948 14.1
1949 18.9
1960, 16.0

*Breakdown does not necesaarily add to total due to indlvidunl rounding.

Federal State and Local
1.3% 8.9%
1.6 8.5
2.0 10.1
2.5 11.3 '
3.6 10.7 :
4.6 10.4
4.1 9.6
5.8 8.4
5.0 7.8
6.2 8.8 !
5.6 8.7 '
6.1 k&4
13.4
32,2 4.8
418 38
417 3.5
84.8 8.7
9.9 4.7
6.8 5.5
8.1 6.0
9.9 7.0
8.1 7.0
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5. Some Significant Trends

Sacred to the operation
of traditional capitalism is the ability
of the individual capitalist to decide
what and how much to produce, as
well as the prices at which he will sell
his commodities. Under the Perma-
nent War Economy, however, the state
assumes directive powers, through
various types of controls, that largely
supersede the power of the individual
capitalist. The bourgeois is no longer
undisputed master of his own house.
He continues to produce commodities
and to accumulate surplus values, in
greater volume than ever before as we
have previously shown, but only as-a
result of large-scale state intervention.

The ability of the state to direct the
economy is basic to the successful op-
eration of the Permanent War Econ-
omy. As was shown in Part I1I, “In-
creasing State Intervention,” May-
June, 1951, issue of THr: NEw INTER-
NATIONAL, the entry of American cap-
italism into the permanent crisis of
world capitalism with the Great De-
pression of the 1930’s marked the be-
ginning of the shift of power from the
individual capitalist to the state ap-
paratus, representing the interests of
the bourgeoisie as a class. While the
character of state intervention in de-
pression differs from state interven-
tion under the Permanent War Econ-
omy, both periods require large-scale
state bureaucracies. To this extent, as

" well as the psychological preparation
for increasing state intervemtion of
both the bourgeoisic and the public
at large, depression may be considered
a necessary prerequisite to the war
economy.

The New Deal served as a school
for the development of numerous
technical experts in the art of manag-
ing state monopoly capitalism and in
the equally important area of plan-
ning the increase in state revenues re-
quired to sustain the expanding state
bureaucracy. In 1929, for example, the
number of Federal civilian employces
was 227,000. In 1933, the figure was
only 306,000. It almost doubled by
1939, reaching 571,000. This provided
a solid foundation for the expansion
that took place under the Permanent

War Economy, described in Part IIL .

Some of the key personnel were
trained and, more importantly, the
practice was begun of borrowing in-
dustrial and financial leaders from pri-
vate industry to administer the vari-
ous state programs, The New Deal, in
short, was an essential framework for
the development of the Permanent
War Economy.

That a very significant shift has oc-
curred in the réle of the state in the
economy is officially recognized in the
1951 edition of the National Income

Supplement to the Survey of Current
Business, published by the Depart-
ment of Commerce. “The most nota-
ble change since 1929 in the use of
the Nation’s output,” states this pub-
lication, “is a shift from private to

" government use. In terms of the cur-

rent dollar estimates of gross national
product, government purchases of
goods and services, which absorbed 8
per cent of the gross national product
in 1929, took 15 per cent in 1950. Per-
sonal consumption expenditures, on
the other hand, dropped from 76 per
cent of the total in 1929 to 6814 per
cent last year.” This profound shift
can be seen from the summary tabula-
tion boxed above.

It will be seen that the changes in
the composition of gross national

product were due in considerable

measure to differential price mayes
ments. Nevertheless, on a constant
dollar basis, the role of the state in-
creased almost 50 per cent and oc-
curred at the expense of both con-
sumer outlay and capital accumula-
tion. Actually, a better picture would
emcrge if the distribution were in

terms of net national product, as has

been our previous practice. The réle
of the state in 1950, according to these
figures, is somewhat less than we esti-
mated, primarily because our 1950 es-
timates understated the degree of in-
flation and the real increase in pro-
.duction that actually took place. We
estimated gross national product at
$278 billion, while the official figurc
is now revealed as $283 billion. None
of thesec minor discrepancies in any
way invalidates our analysis.

THE REAL SIGNIFICANCE OF THE
change that has occurred is carefully
overlooked by the Commerce experts’
desire to relate “comparable” years.
The history of the last 22 years, de-
spite serious inadequacies in the un-
derlying data, is graphically por-
trayed by the changing relationship
of government purchases of goods and
services to total gross national prod-
uct. (See box numsepage. be]_ow) .

It can be seen that the depressipn
of the 1930’s was accompanied by the
first great advance in state interven-
tion in the economy. While the pro-
portion of total output, as measurcd
by gross national product, that went
to government purchases of goods and

In billions of current dollars:

PERCENTAGE DISTRIBUTION OF GROSS NATIONAL PRODUCT

1929 1950

Personal consumption expenditures 5 68.5%
Gross private domestie investment 5. 173
Net foreign investment T —,
Government purchases of goods and services .............. 8.2 15.0
TOTAL 100.0 100.0
In billions of 1939 dollars:
Personal consumption expenditures ... 70.4
Gross private domestic investment .. 16.1
Net foreign investment ; 0
Government purchases of goods and services ............. 9.2 13.6
TOTAL 100.0 100.0

Total*
1929 8.2%
1930, 10.1
1931 12.1
1932 13.8
1933 14.3
1934 15.0
1935 ; 13.7
1936, 14.2
1937 12.8
1938 18.1
1939, 14.3
1940, 13.7
1941 19.5
1942, 37.0
1943 45.6
1944 45.2
1945, 38.5
1946 14.6
1947 12.3
1948 14.1
1949 16.9

1960 15.0

RATIO OF GOVERNMENT PURCHASES OF GOODS AND SERVICES
TO GROSS NATIONAL PRODUCT, 1929-1950

*Breakdown does not nocessarily add to total due to Indlviduanl rounding.

Federal State and Local
1.3% 8.9%
1.6 8.5
2.0 10.1
2.6 11.3 '
3.6 10.7
4.6 10.4 ’
4.1 9.8
5.8 8.4
5.0 7.8
8.2 8.8 .
5.6 8.7 '
6.1 T
13.4 6.2
32,2 4.8
41.8 3.8
41.7 3.5
348 8.7
9.9 4.7
8.8 5.5
8.1 6.0
9.9 7.0
8.1 7.0




It is clear that American govern-
wment funds have been decisive in
maintaining exports. Obviously, with-
out state foreign aid, exports would
have been some four or five billion
dollars less, which in turn would have
had a severely depressing effect on
both the American and world econo-
mies. It is equally evident that if you
give the purchaser the means with
which to buy what you have to sell,
you can continue to do business as
long as you arc able to maintain your
customer’s purchasing power. This is
equivalent to a perpctual subsidy in
the present case by the American state
on the order of $5 billion annually.
How long Amcrican imperialism can
maintain foreign subsidies of this
magnitude, now to be increased to a
level of $8 billion as foreign aid shifts
from predominantly economic to mili-
tary commodities, is uncertain, but
there is a limit and theve will be a day
of reckoning.

An increase of American foreign in-
vestments “from the present $1,000,-
000,000 a vear to a minimum of $2,-
000,000,000 a year,” as called for by
the Rockeleller report would not be-
gin to solve the problem of the dollar
gap. Moreover, as American foreign
investments accumulated  over the
years, assuming that any such recru-
descence of traditional American im-
periatism was possible, the interest
and dividend bill would likewise in-
crease, and foreign countries would
eventually be even shorter of dollars
than at present. Let us not forget that
the returns of capital invested abroad
historically are much greater than the
domestic rate of profit. That is one of
the chicf attractions of finance capital
imperialism. An example of current
profitability is provided by the report
“that the Prince of the Kuwait Sheik-
domn has rejected a new offer of the
Anglo-American-owned Kuwait Oil
Co. to boost his oil rovalties. . .. The
offer of the company was to up the
royalties from four and a half shill-
ings to 25 shillings (63 cents to $3.50
a ton).” (World Telegram and Sun,
Aug. 6, 1951.) In other words, to fore-
stall any desire to emulate the nation-
alization action of Iran, the Kuwait
Oil Co. is able to offer an increase of
450 per cent in the rovalty paid. The
Prince of Kuwait is said to have re-
jectedt this offer and to be holding
out for a 50-30 split of profits!

Barring a sharp rise in privately-
financed imports, which is virtually
impossible, American huperialism is
forced to place its main reliance in
achieving practically every objective
of forcign cconomic policy on con-
tinued state aid. Private foreign trade
andd investments, as in the case of do-
mestic profits, are in effect guaranteed
by the state, and the stage itself must
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make good the faiture of private in-
vestment through permanent gilts and
loans.

IN PROMULGATING THE POINT FOUR
program on Sept. 8, 1950, Truman
declared: “Communist propaganda
holds that the frec nations ave incap-
able of providing a decent standard
of living for the millions of people in
the underdeveloped areas of the earth.
The Point Four program will be onc
of our principal ways of demonstrat-
ing the complete falsity of that
charge.” The mountain has labored
and brought forth a mouse. Thirty-
four and a half million dollars was
appropriated for the first year. The
appropriation for the second year will
be considerably less than the $500,-
000,000 recommended by the Gray
and Rockefeller reports. Inasmuch as
the Gray report was devoted to for-
eign economic policy as a whole, while
the Rockeleller report concentrates on
development, it is to the Rockefeller
report that we must turn for an au-
thoritative statement of American
hopes and policies in this ficld.

“The people who live in what have
been  termed the underdeveloped
areas of Latin America, Africa, the
Middle East, Asia and Oceania nced
our help and wc need theirs,” states
the Rockefeller report. Point Four is
thus not entircly a onessided and ex-
clusively humanitarian venture. “Con-
sidered from the point of view of the
straiegic dependence of the United
States on thesc regions, it must be
emphasized that we get from them 73
per cent of the stvategic and critical
materials we import—tin, tungsten,
chrome, manganese, lead, zinc, copper
—without which many of our most vi-
tal industries could not operatc.”
(Italics mine—"T. N. V.)

The major recommendation is, con-
scquently, an cxpansion of Point
Four:

A balanced program of economic de-
velopment calls for simultaneous prog-
ress in three broad fields of economic en-
deavor. Along with the production of
goods—which is a job for private enter-
prise—must go public works, such as
roads, railways, harbors and irrigation
works; also improvement in the basic
services, like public health and sanita-
tion, and training people in basic skills.
The financing of both the public works
and these basic scrvices are largely gov-
crnmental functions.

The Gray Report on United States
foreign economic policy, submitted to the
president last year, recommended that
United States economic assistance to the
underdeveloped areas be incrcased “up to
about 500 million dollars a year for sev-
eral years, apart from emergency re-
quirements arising from military ac-
tion.” The advisory board believes that
the expenditure of $500,000,000 in these
areas is justified. (Italics mine—T.N.V.)

How an expenditure of 50 cents per

person annually can have any mate-
rial effect in raising living standards
in the colonial areas is carefully avoid-
ed, as there is opposition within the
hourgeoisic even to this pathetically
small amount. Consider the following
from the August 1951 ‘Monthly Letter
of the National City Bank: “The dil-
ficulty with development is not lack
of money, but such factors as lack of
skills to use modern machinery, po-
litical instability, prejudice against
foreigners, oncrous taxation and arbi-
trary limits on business profits. It is
doubtful if the American taxpaver
should venture, through the Export-
Import Bank, where neither the pri-
vate capitalist nor the World Bank
has dared to tread.”

Earlier, we pointed out that the
Rockeleller report, like the Gray re-
port, places its main reliance on stim-
ulating private investment. While "a
full kit of financial tools” is recom-
mended, as usual it is the matter of
tax incentives that is most revealing:

Adoption of the principle that income
from business establishments located
abroad be taxed only in the country
where the income is earned- and should

therefore be wholly free of United States
tax.

To avoid any drop in t&x revenue dur-
ine the emergency we recommend that
only new investment abroad be freed of
United States tax during the present
emergency. As soon as the emergency is
lifted the exemption should be extended
to future income from investment abroad
regardless of when the investment was
made.

This would apply to corporations. In-
dividuals would receive only partial ex-
emption.

It may be anticipated that such tax
concessions will not be very popular.
Together, however, with the guaran-
ties oflered in the Gray report, it is
clear that the bourgeoisie is desper-
ately sceking cvery expedient to re-
store its former position. The senti-
ments underlying the” humanitarian
side of Point Four should not be mini-
mized. They correspond to a vast
yearning by the majority of the hu-
man race for cmancipation from mis-
ery, starvation and cxploitation. A so-
cialist America could make real
strides in helping the underdeveloped
arcas rapidly to overcome the back-
wardness imposed by centuries of feu-
dal and imperialist cxploitation. But
a capitalist America can do little more
than produce reports and a pittance
of genuine aid.



can foreign investment would help. In-
deed, the fundamental trade disequili-
brium is so great that the international
accounts can scarcely be balanced with-
out great American investment overseas,
both public and private. . . . If Ameri-
can foreign investment is to be encour-
aged, our government and foreign gov-
ernments must reverse their policies and
give firm assurance to American invest-
ors that their investments will be respect-
od and protected, and that they may hope
to profit by them, and collect their
profits,

Almost as forthright is the Gray re-
port:

Private investment should be consid-
ered as the most desirable means of pro-
viding capital and its scope should be
widened as far as possible, . . . Further
study should be given to the desirability
und possibility of promoting private in-
vestment through tax incentives, in areas
where ecoonmic development will pro-
mote mutual interests, but where politi-
cal uncertainty now handicaps United
States private investment,

Two specific steps are advocated
for immediate action to stimulate pri-
vate investment:

“(a) The negotiations of investment
treaties to encourage private invest-
went should be expedited; (b) The
bill to authorize government guaran-
tics of private investment against the
risks of non-convertibility and expro-
priation should be enacted as a worth-
while experiment.”

Since all this encouragement of pri-
vate investinent may be expected to
remain confined to paper, the Gray
report also places “heavy reliance” on
public lending, and seeks to “make
sure that our own house is in order—
that we have climinated unnccessary
barricrs to imports, and that our poli-
cies in such fields as agriculture and
shipping are so adjusted that they do
not impose undue burdens on world
trade.” o

Here, again, the public spokesman

must be more circumspect than the
private. Says the Gray report: “With
respect to our own agricultural poli-
cies we should, over the long-run, at-
tempt to modify our price support sys-
tem, and our methods of surplus dis-
posal and accumulation of stocks, in
ways which, while consistent with do-
mestic objectives, will be helpful 10
our foreign rclations.” Such double-
talk, together with the limitation pro-
posed for shipping subsidies, is, of
course, aimed at achieving the same
objective as Leffingwell: abandonment
of the American [armer so that indus-
try may resume its customary exports
of commodities and private captial.

Ever since 1917, wheN THE UNITED
States became a creditor nation, the
basic contradiction inherent in a fi-
nance capital imperialist nation ex-
porting private capital while simul-
taneously maintaining a substaniial
export surplus in commodities and
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AMERICAN EXPORTS AND MEANS OF FINANCING, 1948.1950
{(Milllons of Dollars)
Item 1948 1948 1950
Exports of goods and services ...........ooo...... — $16,967 $15,974 $14,425
Means of Financing ' '

Foreign sources: ‘

Unit_ed States imports of goods and services 10,268 9,603 . -12,128

Liquld,ntlon of gold and dollar assets .............. 780 ~60 —3,645
Dollar disbursements (net) by:

International Monetary Fund 203 99 —20

International Bank 176 38 37
United States Government:

Grants and other unilateral transfers (net) 4,157 5,321 4,120

Long and short-term loans (net) ............... 886 647 164
United States private sources:

Remittances (net) 678 522 481

Long and short-term capital (net) .............. 866 589 1,318
Errors and omissions -—1,037 —185 -156

services has become more acute. The
essence of the problem is clearly the
necessity to make it possible for re-
cipients of American private capital
to pay the carrying charges, to remit
the profits, and ultimately to repay
the loans and investments. In the
19205 the problem was solved through
large-scale remittances abroad of re-
cent immigrants to the United States,
coupled with ultimate repudiation of
a substantial portion of American-
held foreign securities.

In the long run, however, if Ameri-
can imperialism is to function in the
traditional manner, the United States

_must import more than it exports;

i.e, it must acquire an unfavorable
balance of trade sufficient to cover the
tribute exacted by American capital.
‘To be sure, remittances of gold tem-
porarily help to achieve the necessary
balance, but the United States has
long since acquired the overwhelming
portion of the world's gold supply.
Forcign countries, fundamentally, can
only earn the dollars they need by
carrying the majority of trade in their
own ships, by inducing American
tourists to spend a sizable amount of
dollars abroad, and by exporting more
commodities to the United States than
they import from the United States.
Since, with relatively few exceptions,
foreign countries cannot compete with
American manufacturers, they are re-
duced to exporting to the United
States raw materials, minerals and
farm products.

When England was confronted with
a similar problem in 1847, she re-
pealed the “Corn Laws,” permitting
foreign wheat and other agricultural
commodities to be imported into Eng-
land without tariffs. The result was
the abandonment of British agricul-
ture, accompanied by a gigantic in-
crease in industrial output. Perhaps,
if the Farm Bloc were not so strong,
American imperialism might have
been able 1o achieve a classic solution
of its crucial imperialist contradiction,
Tt is, however, politically impossible
and historically too late to solve the

problem in this manner. The experi-
ence of the last few years indicates the

-only way in which American impcrial-

ism can hope to continue to maintain
an export level between five and ten
per cent of total output, as the follow-

ing data (from the June, 1951, Survey

. of Current Business) show (see table

omrp=24%—— above.

American exports of almost $17 bil.

lion in 1948, almost $16 billion in
1949, and more than $14.4 billion in
1950 amounted to 7 per cent, 6.8 per
cent, and 5.6 per cent, respectively,
of net national product. This is rela-
tively less than the ratio that “nor-
mally” prevails with the exception of
years of deep depression. Its impor-
tance cannot be measured simply by
reference to the absolute amounts in-
volved. For many industries and, by
and large, for the economy as a whole,
the profitability of the remaining 90
95 per cent of output that is sold on
the domestic market depends on
maintenance of these exports. It is not
only that exports make possible indis-
pensable imports, but that surplus
value is created at every stage in the
process of production. Elimination of
all exports, aside from certain obvi-
ously serious political and economic
consequences, would not merely re-
duce profits of certain_industrics, pos-
sibly sending them into bankruptcy,
but would immediately lower dras-
tically the rate and mass of profit for
al lindustry, and with cumulative
effects.

Even though imports have been at
the $10 billion level, the visible sur-
plus in the balance of payments for
commodities and services was $6.7 bil-
lion in 1948, almost $6.4 billion in
1949, and $2.3 billion in 1950. The
narrowing of the gap in 1950 is due
more to the rise in imports as the
scramble for raw materials developed
after the outbreak of the Korean war
than to the fall in exports. It was more
than offset, however, by the flight of
gold and dollars from America as
“hot” money sought the greater safety
of haven in Uruguay and-other places.



changes -in national economies result-
ing from inflation and steadily increas-
ing state intcrvention. Precisely be-
cause the new method of sustaining
American imperialism is geared to the
needs of American military strategy,
the ultimate consequences may be so
far-reaching as to destroy the remain.
ing foundations of capitalism. To
combat a Stalinist imperialism oper-
ating from the base of bureaucratic
collectivism, with its ability to subor-
dinate all its satellite cconomies to the
demands of Moscow and to standard-
izc military equipment, procurement
and transportation, requires a more or
less comparable “internationalization
of war preparations” on the part of
American imperialism and its more
indispensable allies in Western Eu-
rope. ¢

It may still be possible in some cir-
cles to question the relative superior-
ity of a nationalized economy over
competitive capitalism in ordinary
matters of production and distribu-
tion, but in the conduct of modern
war, and thercforc of war prepara-
tions, even a bureauncratic, brutal and
horribly ineficient Stalinism is incom-
parably more successful in achieving
the necessary codrdination and inte-
gration of its war-making potential,
due to its collectivist base, than the
most highly developed capitalist’ na-
tions could ever hope to achieve with-
out vast structural changes. Under the
impact of common financing, central-
ized administration cutting across na-
tional boundaries, standardization of
armaments, and. pooling of produc-
tion resources—all of which are indis-
pensable if American imperialism has
any hopes of defending Western Eu-
rope against Stalinism—national sov-
-creignty must be subordinated to the
superior power, economic and mili-
tary, and wisdom emanating from
Washington and its rcpresentatives,
especially Eisenhower.

A remarkable article on this entire
problem, by its chicf European eco-
nomic reporter, Michael L. Hoffman,
appeared in the New York Times of
Aug. 5, 1951. Its analytical portion is
worth reproducing in [ull:

Nobody can foresee with anything like
exactness just how this [a common mili-
" tary budget and a common military pro-
curement administration] would affect
the economy of Europe. But European
and United States economists have con-
sidered the matter fairly carefully al-
ready, and the following are some of
the consequences that can now be pre-
dicted with some degree of confidence.
For practical purposes, national par-
ligments would lose control of from one-
third to nearly half of their own national
budgets. They could complain, or refuse
to vote taxes, or make all kinds of other
trouble, but once in the European, army
a government would pretty much have to
accept its defense hurden as given.
It would be quite inconceivable that
this degree of rigidity could be intro-
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duced into national government budgets
without bringing in its train a far great-
er degree of coordination in budgeting
generclly than exists now.

Every participating country would ac-
quire suddenly an entirely new kind of
interest in its neighbors’ progperity. It is
true now; but not very deeply burned into
the consciousness of most people, that

Germany cannot thrive without ¥'rance,
France without Italy, and so on. This
would become obvious if the taxpayers
saw their burdens, mounting because
some other country could not support a
larger share.

Discussions of trade and monetary
policy would take place in an entirely
new atmosphere, in which everybody
would be forced to keep an eye on Eu-
rope a a whole.

It could be expected, at the very least,
that the duplication and misdirection of
investment caused by uncoordinated na-
tional armament programs would be re-
duced greatly. The range of industry
affected by military procurement under
modern conditions is so great that a uni-
fied procurement service for a European
army would become the outstanding
“market” for a large mumber of Euro-
pean industries.

It has been Euvope’s experience for

, oges that the growth of armed forces

under the control of governments with
sovereignty over larger and larger terri-
torial units generally has been followed
by the establishment of currencies, com-
mercial law and other social institutions
on a larger and larger territorial basis.

There is nothing inevitable about this
progresgion, but those European and
United States leaders and officials who
have been convinced of the necessity for
retting rid of national barriers to eco-
nomic expansion in Western Europe like
to believe~that the “law” will work once
again. (Italics mine—T, N. V.)

In reality, of course, such integra-
tion and coordination as may be
achieved in Western Europe can only
occur under the stimulus, organiza-
tion and direction of American im-
perialism. European capitalism is long
since incapable of saving itself. Were
it not for the aid and support received
from the American bourgeoisie, the
European bourgeoisie would have ab-
dicated or been overthrown, Far-
fetched and alarming as it may
scem, the Kautskyian theory of “ultra-
imperialism” may yet see its realiza-
tion, in the event the Third Camp
fails to intervene actively in the course
ol history beforc it is too late, in the
{orm of world hegemony being achiev-
ed by either Amcrican or Stalinist im-
perialism.

The réle of military aid in the new
phase of American imperialist devel-

opment will be even more pervasive
and all-embracing than the role of re-
lief and rehabilitation. With over-
riding priority over materials, produc-
tion . facilities and manpower, mili-
tary aid appears 1o be the vehicle that
will permit American imperialism to
complete its task of subjugating the
economies of the lesser capitalist im-
perialist powers, of controlling their
basic international policies, of influ-

cncing their domestic policies, and,
above all, of dominating their coloni-
al markets and trade. Naturally, there
will be struggles, intense social con-
flicts, in many countries where the
ability and will to resist subordination
of legitimate class and national inter-
ests to Washington remains. Stalinism
will naturally seck to exploit these
contradictions wherever they appeur.
What the outcome of these complex
stresses and strains will be may well
detcrmine the course of history for
decades. Of onc¢ thing, however, we
may be absolutcly certain: the restora-
tion of traditional American finance
capital imperialism to sound health
is excluded,

THE NEW POLICY OF AMERICAN
imperialism, judging by its most emi-
nent official and private spokesmen,
is heartily in favor of the bloodless
conquest of Europe and its empires,
yet it seeks to accomplish this strate-
gic aim by emphasizing the old, tradi-
tional methods, while paying lip-serv-
ice to the new mecthods imposed by
the exigencies of the times. The ob-
jective of Europcan political union,
with implied American control, has
been voiced by innumerable leaders
of the American bourgeoisic. Notable
among thesc has been Mr. R. G. Lef-
fingwell, head of the House of Mor-
gan, who in an article in Foreign
Affairs for January 1950, entitled
“Devaluation and European Recov-

ery,” states: “Monetary union with-
out political union is impossible.
There cannot be a common currency
without common sovereignty and a
common parliament and common
taxes and common expenditures.”

Or, in the more oblique language
of the Gray report (recommendation
21): “The United States should help
to strengthen appropriate interni-
tional and regional organizations and
to increase the scope of their activities.
ft should be prepared, in so far as
practicable, to support their activities
as the best method of achieving the
economic and security objectives
which it shares with other free na-
tions.” '

In the arca of investment policy, the
key to imperialist activity and perspec-
tives, the language of publicly enun-
ciated foreign economic policy more
clearly parallels that of private
sources. Lefingwell, for example, in
the article cited above, comments on
the fundamental contradiction of
American imperialism as a creditor
nation with a large favorable balance
ol trade, as follows:

As a creditor nation, our tariffs should
be for revenue only, except where nceded
to protect industries essential for the na-
tional defense. . . . What we nced to do
is to increase our imports more than w»
increase our exports. . .. Private Ameri-



any and Japan, the role of relief and
rehabilitation would be even greater
than the figures indicate.

Naturally, a large portion of the
billions of dollars spent for relief
and rehabilitation fulfilled  humani-
tarian purposes. Nor is it possible or
necessary to assess the motives that
animated Washington at this time.
The decisive fact is that relicf and
rehabilitation expenditures accom-

plished what privatc cxport of cap-

ital could not. The state began to
acquire a major interest in foreign
economic programs, as well as to re-
lieve any pressure that might develop
due to the rapid accumulation of
capital. If, in the process, recipients
of state forcign aid were “persuaded”
to grant American imperialism mili-
tary bases and to pursue various polit-
ical and economic policies desired by
Washington, so much the better. The
quid pro quo geucrally present in
American forcign aid programs be-
came cven more obvious with the
launching of the Marshall Plan. Ob-
jectively, thercfore, state foreign aid
has served “to fill the void left by
the failure of private capital to func-
tion in a traditional imperialist man-
ner and has served to bolster the
political program of American im-
perialism, ‘

ADMITIED MILITARY AID i now
rapidly supplanting economic aid. In
reality, of course, the entire foreign
aid program directly or indirectly
contributes to the grand strategy of
American military policy. In this re-
spect, state intervention in the foreign
economic ficld parallels, and cven
leads, state intervention in the do-
mestic economy, as increasingly a
higher proportion of state expendi-
turcs are for “defense” purposcs.
While it is true that the program of-
ficially labeled “Mutual Dcfense As-
sistance Program,” apparently to be
called by Congress “Mutual Security
Program,” spent the $516 million in-
cluded * in the total
analyzed above in the year 1950, it
would be a mistake to conclude that
admitted wmilitary aid occurred only
during the past year. For example,
there is the so-called Greek-Turkish
aid program, which by the cnd ot
1950 had disbursed some $656 million.
Of this amount, $165 million was
spent prior to the launching of the
Marshall Plan, $258 million during
the last nine months of 1948, §172
million in 1949,-and $61 million in
1950. That this program has been
overwhelmingly military in character
can hardly be denicd. Other pro-
grams, such as China, smaller in mon-
etary cost, could be mentioned. As
the chart shows, even on the official
definition, there has always been somne

foreign aid

ko

military aid since the end of World
War 1. Through the first quarter of
1951, military foreign aid has ad-
mittedly reached $2 billion. In real-
ity, of course, the figure has been
much higher, and now openly cxceeds
so-called foreign economic aid.
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From the New York Times, Aug. 5 1951

By 1952, admitted military foreign
aid is expected to account for three-
fourths of total foreign aid. This is
without half a billion dollars for
overseas bases, included in the mili-
tary construction program. Officially
labeled economic foreign aid, which
reached a peak exceeding $8 billion in
1948, and has been averaging about
$5 billion annually, will decline to
an estimated $2 billion. On this basis,
cven a recalcitrant Congress may be
expected to continue to vote for
these sizable outlays without too
much difficulty. The possibilities of
further incrcasing state forcign aid
through pouring dollars into the bot-
tomless pit of “mutual security” are
clearly almost without_timit,

Increasing war outlays have no lack
of justifications from the apologists

for and representatives of the bour-

geoisic. For sheer brazenness, how-
ever, we doubt that the reasons at-
tributed to E.C.A. administrator
Foster as justilying the shift from
economic to military aid can be
equaled.

The arguments forwarded by the ad-
ministrator at that time [July 1950, as
reported by Mr. Kennedy in the afore-
mentioned dispatch to the New York
Times] have become more elaborate in
proportion to inecreasing international
tension, but basically they are the same
arguments now béing posed. These are:

(1) Most of the Marshall Plan partici-
rating countries are now far enough ad-
vanced economically to direct their at-
tention from internal problems to those
of poasible aggression.

(2) An economy that has been resiored
must progress in the assurance of pro-
tective strength. (Italics mine—T. N. V.)

While comment would be entircly
superfluous, under this line of reason-

ing economic aid would necessarily |
have to be a prelude to military aid. |

American imperialism has no choice,
nor does it grant any choice to its
satellites. The slogan, publicly and
privately, becomes: “Join our mili-

tary camp, or no aid.” While Wash-
ington is unduly sensitive to the term,
herc is a classic expression of imperial-
ist coercion, albeit with new motives
and new methods, but with the same
tragic results of war, misery and star-
vation for the masses of humanity.

As we have previously observed, the
‘Permanent War Economy becomes in-
creasingly international in scope,
bringing within the orbit of American
imperialism every industry and popu-
fation as yet outside of the orbit of
Stalinist imperialism. A detailed an-
alysis of the increasc in the ratio
of war outlays to total production
in England, France and the rest of
the non-Stalinist world is unncces-
sary, nor does space permit. It suf-
fices to point out the rapid rate of
increase in the “defense” budgets of
the North Adantic Treaty powers in
1951 as compared with 1950. These
increases, according to the New York
Times of May 27, 1951, are: Norway,
117 per cent; Dengnark, 67 per cent;
United Kingdom, 53 per cent; Italy,
53 per cent; France, 45 per cent; and
the Benelux countries, 39 per cent.
Nor are the bases from which these
increasing military expenditures start
entirely negligible in terms of the pro-
portion of total output already de-
voted to means of destruction. The
Wilson report, for example, states:
“Our Europcan allies have increased
their planned rate of defense expen-
ditures from approximately $4.5 bil-
lion a year prior to the Korcan con-
flict to almost $8 billion in 195L
Higher spending rates arc projected
for subsequent periods.”

It is no wonder, therefore, that
Western European capitalism, operat-
ing on such an unstable foundation
compared with the United States, has
already experienced an inflation cx-
ceeding the American during the past
year. The social consequences in every
country, particularly Britain, arc pro-
found, but outside the scope of our
analysis. Moreover, becausc of the
dominant position of America in the
world’s markets, especially in the pres-
cnt scramble for critical raw materials,
the economies of cvery non-Stalinist
country, even. those with considerable
nationalization and far-reaching state
controls, are at the mercy of every

whim and vagary of Washington,

planned or capricious. Under the cir-
cumstancces, the low state of American
popularity throughout the non-Stalin-
ist world should not be a surprise to
the American bourgeoisic,

THE IMPACT OF THIS NEW PHASE OF
American imperialism is far broader
in its foreign implications than would
appear merely from an analysis of
the incrcase in armaments budgets
throughout the world, or from the



bourgeoisic. For, these exports ot pri-
vate capital are taking place today
when gross private domestic nvest-
ment is averaging about $40 billion
annually or more, and when net pri-
vate capital formation runs from
$25-80 billion a year. Net forcign in-
vestinents at present should actually
be at least four times their current
level in order micrely to match the
performance of two decades ago.
Another way of expressing the same
thought is to equate the present vol-
ume of net foreign investments to
about $200 million annually to per-
mit direct comparison with the pre-
depression period. It is thercfore
hardly surprising that American im-
perialism is having difficulties in ob-
taining adequate supplics of the key
raw materials required to keep the
economy operating at capacity.
Without doubt, exact information
on the changing character and com-
position of American foreign invest-
ments, particularly direct investments,
would throw even more light on the
raw materials shortage. Unfortunate-
ly, it is not even possible to guess at

the profound changes that must have

taken place during and since the war.
We would expect the trend that man-
ilested itsell prior to the war, when
between 1929 and 1939 Amcrican in-
vestments in the Western Hemisphere
increased from 59 per cent of the
total to 70 per cent, to have contin-
ued. To be sure, the Western Hemis-
phere is not exactly barren of raw
materials, but aside [rom a relatively
few projects, in such countries as
Venczuela and Bolivia, the emphasis
has not been on the mining of stra-
tegic minerals. Thus, the disparity be-
tween the needs of the Permanent
War Economy and the ability of
American imperialists to deliver the
necessary raw materials may be even
greater than the dollar figures on for-
eign investments would indicate.

THe vacuuM cAusep By the paucity
of private exports of capital has had
to be filled by the state. That is the
primary significance of the Marshall
Plan and all other state foreign aid
programs. The amounts have been
quite sizable, averaging about $5 bil-
lion annually since the end of World
War I, even according to the admit-
tedly conservative figures of the De-
partment of Commerce (as reported
in the March, 1931, Swvey of Cur-
rent Bustness). The data, by country,
are shown in the tabulation on the
bottom of this page.

Gross foreign aid by the American
government during this period totaled
about $30.2 billion, but reverse grants
and returns on grants plus principal
collected on credits equaled $2.4 bil-
lion, bringing the net wotal w $27.8
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billion. How much of the $9.2 billion
of credits will be returned and how
much will ultimately assume the
status of outright gifts remains to be
seen. It is interesting to note, how-
ever, that as of December 31, 1950,
according to the Department of Com-
merce, “World War I indebtedness
[owing to the United States govern-
ment] amounted to $16,276 million,
of which $4,842 million represcntcd
interest which was due and unpaid.”

It is also pertinent to observe that
preliminary figures for the first quar-
ter of 1951 indicate that net foreign
aid exceeded $1.1 billion, amounting
at an annual rate to about $1.5 bil-
lion for the year. The probability is
that the actual figure will excced $5
billion, as the transition from eco-
nomic to military aid is well under
way.

With two-thirds of net grants and
almost 90 per cent of net credits hav-
ing gone to Marshall Plan countries,

the result has been that these major |

allies being sought by American im-
perialism have received almost three-
fourths of total net foreign aid ex-
tended since the end of World War

11. Clearly, there is room for expan-
" sion of aid in many directions to
hoped-for and deserving allies, actual

or potential. Nor will the fact that
almost one-half of total net foreign
aid has been awarded to Britain,
France and Germany escape the at-
tention of those who appreciate the
full significance of American military-
economic strategy.

The policy of purchasing ailies
with government grants and credits
in order better to contain cxpanding
Stalinist imperialism did not origi-
nate with the Marshall Plan, which
began operations in April 1948. As
a matter of record, more than one-
half of total net forcign aid (314.5

billion out of the $27.8 billion total)
was disbursed prior to the launching
of the Marshall Plan. The Marshall
Plan merely continued an alrcady
established policy by changing some-
_what the form of aid and creating a
new agency to administer it.
Some of the major categorics that
received foreing aid (on a gross basis)
prior to April 1948 arc:

(Millions
of Doltars)

Special British loan ...
UNRRA, post-UNRRA, an

interim aid 8,172
Civilian supplies ... 2,360
Export-Import Bank loans 2,087
Lend-Lease 1,968
Surplus property (incl. merchant

ships) 1,234

TOTAL, cssscssssuiorsionianansaseass $14,5671

Thus, these six categories accounted
for the overwhelming bulk of foreign
aid prior to the E.C.A. program. They
revcal quite clearly the unique role
of “relief and rehabilitation” under
the Permanent War Economy. It will
be recalled that from 1946-1950 (sce
“Basic Characteristics of the Perman-
ent War Economy” in Junuary-Febru-
ary, 1951, issue of THE NEW INTERNA-
110NAL) indirect war outlays played a
crucial role in maintaining the ratio
of war outlays to total output at the
10 per cent level. Virtually equal in
magnitude to direct war outlays, in-
direct war outlays were indispensable
in maintaining the Permanent War
Economy at a successful rate. And
expenditures for relief and rchabilita-
tion averaged about one-third of total
indirect war outlays during this per-
iod. As a matter of fact, there is good
evidence to belicve that if proper
valuation were given to Army-admin-
istered supplics, especially in Germ-

POREIGN AID BY COUNTRY, July 1, 1945 Through December 31, 1950
{Milllons of Dollars)
Net
i Net Net Foreign
Country Grants* Creditat Aid
Belgium-Luxembourg $ 509 $174 $ 683
Britain 1,523 4,487 6,010
France 1,873 2,037 3,910
Germany 3,026 67 3,093
Greece ........ 1,100 98 1,198
Ital 1,689 357 2,046
Netherlands 549 381 930
Turkey 166 82 248
Other ERP Countries 1,837 327 2,164
ERP SUB-TOTAL ... 12,272 8,010 20,282
Other Europe 1,088 451 1,539
American Republies .. 135 219 354
China-Formosa 1,667 116 1,683
JAPAN et veanees 1,706 _ 14 1,720
Korea 333 21 354
Philippines 656 100 756
All Other Countries .. .. 851 265 : 1,116
GRAND TOTAL ... $18,607 $9,196 $27,803
*Assistance that tukes the form of an outright gift for which no payment is
expected, or which at most involves an obligation on the part of the receiver
to extend reciprocal aid to the U. S, or other countries,
pAssistance under an agrecment that calls for ultimate repayment.




extent. The state now consumes the
largest portion of accumulated cap-
ital. The state likewise undertakes by
far the major responsibility for cap-
ital exports in the form of government

loans and grants. The nature of state ’

capital exports is such, with polit-
ical considerations predominant, that
markets and raw materials tend to be
reduced in importance.

In largest part, however, the failure
of American imperialism to perform
according to the early textbooks is
traccable to steady dwindling of the
world capitalist market. How can

American capitalists invest in Chinese -

tungsten mines, when China has
come within the orbit of Stalinism
and American capital has been force-
fully driven out of China? Such ex-
amples of forcible exclusions of Amer-
ican imperialism from important
sources of strategic materials could be

multiplied many times since the ad-

vance of Stalinist imperialism in the
post-World War IT period.

Even more significant, however, is
the fact that in the non-Stalinist
world the climate for American in-
vestments has not been exactly favor-
able. Nationalization, confiscation,
the threat of expropriation, and a
host of other factors have combined
to make private American capitalists
extremely cautious about investing
surplus capital in any foreign enter-
prise. This was not the case in the
1920’s, when American net foreign
investments increased about 100 per
cent during the decade ending in 1931,
at which time they reached a peak
variously estimated at between $15
billion and §18 billion.

Considering the increases that have
occurred in production, accumulation
of capital, and the price level, a com-

parable figure for today would be in
the neighborhood of $50 billion! Yet,
despite the absence of data, it is clear
that American net foreign investments
today are lower than they were in
1931. What the precise figure is we
cannot say, as recently the first such
census since before the war was under-
taken by the Department of Com-
merce and the results will not be
available for another year. Neverthe-
less, according to The New York
Times of May 31, 195!, which re-
ported the news of the new census,
“Sample data collected by the De-
partment of Commerce in recent years
indicate that the new census will
show a value of more than $13,000,-
000,000.” This figurc represents di-
rect investments as distinct from port-
folio investments, but it is most un-
likely that portfolio investments will
be more than a few billion dollars, as
bonds of foreign governments have
not proved very attractive to Amer-
ican investors after the sad exper-
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iences of widespread defaults in the
1920's and 1930's.

The fact of the matter is that, from
the point of view of American imper-
ialism, American net foreign invest-
ments should be at least three times
their present level. But this is a mani-
fest impossibility, both politically and
economically. Ncither the capital nor
the market is available, even if all
the necessary incentives were present,
which is obviously not the case.

It may be easier to grasp the mag-
nitude of the problem that confronts
American imperialism today if we first
look at the figures representing the
heyday of American imperialism and
then compare them with the present
situation. The following tabulation
portrays the movement of American
foreign investments, both gross and
net, from 1924 to 1930.

UNITED STATES PRIVATE LONG-TERM
FOREIGN INVESTMENTS

1924-1930
(Millions of Dollars)
Total of Net New Long-

New Foreign term Capital
Year Investment® Qutflowt
1924 $1,005 $ 680
1926 1,092 550
1926 1,272 821 .
1927 1,465 987
1928 1,571 1,310
1929 1,017 636
1930 1,069 364
Average 1,214 764

*Includes new foreign loans plus new net
direct foreign investment.
f'!:otal foreign investment minus amor-
tization receipts and net sales of out-
standing foreign securities.

The data are based on The United
States in the World Economy (U. S.
Department of Commerce, 1943) and
taken from a paper, “Foreign Invest-
ment and American  Employment,”
delivered by Randall Hinshaw of the
Board ol Governors of the Federal
Reserve System before the 1946 an-
nual meeting of the American Eco-
nomics Association. During this seven-
year period, gross foreign investment
was never less than 31 billion in any
one year, and averaged over $1.2 bil-
lion annually. The large proportion
of portfolio investments that existed
resulted in heavy amortization pay-
ments which, together with net sales
by American investors of outstanding
foreign sccuritics, reduced the net

foreign investment during this period
to an average of $764 million. The

sizable diflerence between gross and

nct foreign investment in 1930 is

due to the onset of the world crisis

and the largescale liquidation by .
. Americans

of foreign investments
which, in turn, aggravated the world
crisis.

During the 1930's, the world-wide

depression, plus the acts and threats

" of Nazi imperialism, caused a shrink-

age of American foreign investments
of about $4 billion. The Dcpartment
of Conunerce thus cstimates total

American foreign investments at the

end of 1939 at $11,865,000,000, It is
apparent that there was a further de-
cline during the war and, beginning
in 1946, a relatively modest increase.

"While the estimates of American
foreign investments in the postwar
period are undoubtedly quite crude,
we summarize below the movement of
United States private long-term cap-
ital (from the June 1951 issue of
Survey of Current Business) as indica-
tive of the pitifully low levels to
which traditional American imperial-
ism has sunk:

OUTFLOW OF UNITED STATES PRIVATE
LONG-TERM CAPITAL, 1948-1950
tMillions of Dollars)

Total Outflow Net Outflow
- of Private of Private
Long-Term Long-Term

Year Capital* Capitalt
1948 $1,557 $ 748
1949 1,666 796
1960 2,184 1,168
Average 1,769 904

*Includes total of direct foreign invest-
ments plus other investments, as _logns,
and is not comparable to the similar
column in the previous table for 1924-
1930, which is net of direct investments.

This column is conceptually comparable
to the similar column in the previous
table.

While an average net foreign in-
vestment of $904 million appears to
be significantly higher than the $764
million shown for the period 1924
1930, such a conclusion would be
totally misleading, In the first place,
the higher figure for 1950 is duc en-
tirely to a sharp bulge in the third
quarter, amounting to $698 million,
which is mostly in the form of port-
folio investments, obviously a result
of a sharp fight of capital from the
dollar following the outbreak of the
Korcan war. That this was a tempor-
ary phenomenon, not possibly to be
confused with any resurgence of tra-
ditional American imperiatism, is
shown by the sharp drop in the fourth
quarter of 1950 to a mere $60 million
of nct foreign investment. Moreover,
the preliminary figure for the first
quarter of 1951 is only $212 million.

In other words, in dollar terms, net
foreign investments of American cap-
ital arc currently at the same level
as twenty years ago. While this

amount was consistent with the re- .

quirements of an expanding Amer-

ican imperialism at that time, today
it is nothing but a source of frustra.
tion to the policy-makers among the



We have now entered a new phase of
foreign economic relations. The necessity
for rapidly building defensive strength
now confronts this nation and other free
nations as well. This requires a shift in
the use of our economic resources. It im-
poses new burdens on the gradually re-
viving economies of other nations. Our
foreicn economic policies must be ad-
justed to these new burdens. . .. Our own
rearmament program will require us to
import strategic raw materials in greater
quantities than before.

Wilson, in his report previously
cited, hints at the dependence of the
American war economy on the min-
erals and raw materials of the “under-
developed” arcas: “For most of these
metals  [cobalt, columbium, molyb-
denum, nickel and tungsten and other
alloving metals] we are dependent
primarily on foreign sources, and de-
{ense requircments of other nations
are also increasing.”

It remains, however, for the Rocke-
feller report (Advisory Board on In-
ternational Development, summarized

- in The New York Times, March 12,
1951) to place the problem of raw
matcrials in proper perspective, and
at the same time to reveal the weak-
nesses that have accumulated in the
structure of American imperialism.
The scction is worth quoting in full:

With raw material shortages develop-
ing rapidly, an immediate step-up in the
production of key minerals is vital if we
are to be able to meet the growing mili-
tary demands without harsh civilian cur-
tailments.

Two billion dollars energetically and
strategically invested over the next few
wears could swell the outflow of vital ma-

terai’ls from the underdeveloped regions ~

by $1,000,000,000 a year.

This increased production can best be
carried out under private auspices and
wherever possible local capital within
the country should be encouraged to enter
into partnership with United States in-
vestors in these projects.

Both immediate and longer-range peace
needs warn of grave consequences unless
such a development program is under-
taken promptly. Although the United
States accounts for more than half of
the world’s heavy industry production,
it mines only about a third of the world’s
annual output of the fifteen basic min-
erals.

Soviet shipments to the United States
nf chrome and manganese, so essential
for stecl-making, have already been
choked back. The advisory board hopes
that the people in the Soviet-controlled
areas will be able to regain their free-
dom. However, today their trade is tight-
{y controlled.

In the mangancse and tungsten depos-
its of Latin America, Africa and Asia.
the chrome production of Turkey and
the Philippines, the timber stands of
Brazil and Chile, the pulpwood of Labra-
dor lic resources for developing substi-
tute gources for materials which come
from areas now dominated by the Soviets
or most vulnerable to aggression.

Continued dependence of the free na-
tions upon imports and markets of Sovict
controlled areas weakens them in enfore-
ing measures of economic defense.
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Peace, free institutions and human
well-being can be assured only within
the framework of an cwpanding world
economy.

With an expanding productive base it
will become possible to increase individ-
ual productivity, raise living levels, in-
crease international trade, meet the
needs of the growing populations in the
underdeveloped areas and perhaps even
resettle peoples from the industrial areas
under growing pophlation pressure.

Our objective should not be to “mine
and get out” but to strive for a balanced
ecoonmic development which will lay an
enduring base for continued economic
progress. Workers should receive a full
share in the benefits as quickly as pos-
gible.

Improving the standard of living of
the people of the underdeveloped areas is
a definite strategic objective of the
United States foreign policy.

The advisory board recommends the
continued encouragement of the free la-
bor unions in the underdeveloped areas.

And that the International Labor Or-
ganization’s recommendations as to fair
labor standards be used as a guide for
minimum labor standards in the under-
developed areas. (Italics mine—T. N. V.)

Actually, coincident with the out-
break of the Korean war, American
imperialism was aware of its vulner-
ability in strategic materials in the
event of continuing “hot” and *cold”
war with Stalinist imperialism and
sought to remedy the situation. As
Paul P. Kennedy puts it in The New
York Times of August 5, 1951:

The shift in emphasis from purely eco-

" nomic to economic-military aid within

the foreign assistance program began to
take vague shape as early as July 1950,
At that time Mr. Foster, in something
of a surprise move, advocated the diver-
sion, in some countries, of E. C. A.
matching funds toward military produc-
tion facilities,

The Administration has requested
$8.5 billion for fiscal 1952, ol which
$6.3 billion would be in military aid
and $2.2 billion for continued cco-
nomic aid. Economic assistance is now
dcfined as “providing resources neces-
sary for the support of adequate de-
fense efforts and for the maintenance,
during defense mobilization, of the
country's general economic stability.”
In view of the strong outburst by that
staunch defender of democracy and
the Democratic Party, Senator Con-
nally of Texas, that “the United

. States can’t support the whole free
" world and remain solvent,” it may

be wondercd why there should be
any bourgeois opposition to a pro-
gram geared exclusively to serving
the military-cconomic needs of Amer-
ican imperialism. The answer lies in
two facets of the program that have
not heen as well publicized as the im-
mediate request for $8.5 billion.

It now appears that the $8.5 billion
is intended as only part of a three-
vear $25 billion program. Mr. Ken-
nedy, in the same article previously
cited, states: “Both Sccretary of State

Dean Acheson and Secretary of De-
tense George C. Marshall have esui-
mated that there is little possibility
of building up the [ree world's fight-
ing forcc on less than the S8.5 billion
the first year, which would be the first
installment of 825 billion over a
three-year spread.” (Italics mine—
T.N.V.) This is approximately twice
as large as forecasts made carlier in
the year by Administration spokes-
ment. Admittedly a large portion of
Military Assistance tunds will go to
Asia and the Pacific area.

Again quoting Mr. Kennedy: “The
E.C.A. answer 1o Senator Connally’s
charge that the United States is
spreading itself too thin by going
into Asia and the Pacific area is that
production of materials is the great-
est present problem. To get the ma-
terials avatlable in Asia, the United
States inust give in exchange technical
and economic assistance, the agency
contends.” (Italics mine~T.N.V.)

THE INCREASING DEPENDENCE of
American  imperialism  on  [oreign
sources, chiefly present or former
colonial arcas, of key raw materials is
attributable to many causes. Rapid
exhaustion of natural resources, par-
ticularly iron orc and pctroleum,
within the United States, in response
to the almost insatiable appetite of
the Permancnt War Economy for
means of destruction and the ability
to transport and operate them, is
clearly a factor of considerable im-
portance. Along with this has gone
the sizable increase in production,
coupled with tremendous accumula-
tions of capital, analyzed in previous
articles in this serics. Historically,
however, the decisive factor has been
the utter failure of Amecrican imper-
ialism to operatc in the traditional
finance capital manner.

This failure has not been duc to
any lack of desirc on the part of
American imperialism to export a
sizable portion of its accumulations of
private capital, thereby acquiring
both markets and sources of primary
materials in sufficient quantities to
maintain the domestic level of profit
and simultaneously to assure a steady
flow of those raw matcrials essential
to industry in war or peace. In part,
this development has been duce to the
fateful consequences of the Permanent
War Economy. The state, as demon-
strated in the May-June 1951 issuc of
Tue NEw INTERNATIONAL, guavantees
profits for all practical purposes. The
market incentives to export 10 per
cent or more of both production and
accumulated capital, traditional in
the first three decades of the twen-
tieth century, in order to mumtan
the -profitability of industry as 2
whole, have atrophied 1o a surprising



the American bourgeoisie as a matter
of self-preservation, but we must leave
to another article treatment of its im-
plications.

We shall also leave for subsequent
analysis consideration of the implica-
tions of the various techniques used
to try to “freeze” the class struggle and
of the increasingly obvious Bonapart-
ist tendencies that may be discerned
as a result of what amounts to an “in-
terlocking dircctorate” between the
military bureaucracy and big business.

The virtual guarantee of profits by
the state is the sine qua non of increas-
ing state intervention under the Per-
mancnt War Economy. The scandals
in the letting of war contracts never
seem to deter repetition of the most:<
unsavory performances of the past,
even when the cast of characters is
changed. “By far the most important
lesson,” state the authors of Wartime
Production Gontrols (p. 382), “is that
the power to contract is the power to,
control.”

While the very mechanism of price
control, based on perpetuating a rate
of profit representing an all-time mod-
emn historical peak, is balm for the
wounds of the more individualistical-
ly-minded members of the bourgeoi-
sie, at least the larger ones, the forces

that constantly work toward a trans-
formation of traditional capitalism
proceed with a logic of their own. The
Office of Price Stabilization issues vari-
ous types of “mark-up” regulations
that result in the fixing of price ceil-
ings at levels guarantced to maintain
super-profits, but along comes its boss,
Eric Johnston, Economic Stabilization
Administrator, to announce (April 21,
1945) that “no industry will be per-
mitted to raise prices if its dollar prof-
its amount to 85 per cent of the aver-
age of its three best years during the
1946-49 period, inclusive.”

Whether this policy will be imple-
mented remains to be seen. And, as we
have démonstrated, profits in 1946 to
1949 were so high that 85 per cent of

this level hardly represents impover-

ishment. The significant point, how-
ever, is that it is difficult to foresee the
limits of state intervention, assuming
that the Permanent War Economy
continues for an indefinite number of
years. The promuilgation of a profit-
limiting policy, even if strictly: con-
fined to paper as was the case with
O.P.A. during World War I1, would
horrify the rugged individualists of
the pre-1941 era but today is a neces-
sary genuflection to the exigencies of
the class struggle. . ’
The all-pervading character of state
intervention, with its modifications of
the nature and laws of capitalism,
should not come as a surprise to any
Marxist, for more than 70 ycars ago
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Engels wrote (“Origin of Family,” p.
207): “But it (the state power of co-
ercion) increases in the same ratio in
which the class antagonisms become

more pronounced, - and in which

. neighboring states become larger and

more populous. A conspicuous exam-
ple is modern Europe, where the class .

struggles and wars of conquest have
nursed the public power to such a size
that it threatens to swallow the whole .
society and the state itself.” ‘

4, Military-Eéohomié Imperialism

It is precisely in its in-
ternational aspects that the new stage
of capitalism, which we have termed
the Permanent War Economy, reveals
most clearly its true character as well
‘as its inability to solve any of the
fundamental problems of mankind.
This is not due to any failure on the
part of the American state to recog-
nize the decisive importance of for-
eign economic policy, as witness both
the Gray and Rockefeller reports
within the past year, but rather to the
historical impasse in which capital-
ism finds itself.

The capitalist world is not what it
was in 1919 or in 1929, Even the de-
pression-shrunk capitalist market ot
1939 was relatively larger, and offered
greater opportunities for profitable

investment of American surplus capi- *

tal, than the crisistidden world of to-

day, confronted as it is with the un-

relenting pressurc exerted by Stalin-
ist imperialism. Just as the domestic
economy is increasingly dominated by-
the impact of war outlays, both direct
and indirect, even more so is forcign
policy in cvery ramification subordi-
nated to military (euphoniously term-
cd “security”) considerations.

The tragedy of the situation, from
the point of view of American impe-
rialism, as we have previously pointed
out (see especially “After Korea—
What?” in the November-December
1950 issue of Thr NEw INTERNATION-
AL) and as the more far-sighted repre-
sentatives of the bourgeoisic pereeive,
is that American_imperialism cannot_
hope to defeat Stalinist imperialism

by other than military means; and yet
a military victory, cven if it be achiev-""

ed, threatens to destroy the very foun-

dations upon which capitalism now
_rests. Not only would the military
defeat of Stalinist impcrialism remove
- the entire political base upon which
the Permanent War Economy de-
pends for justification of huge war
outlays, without which the cconomy
would collapse, but the very process
of achieving a military solution of the
mortal threat poscd by the existence
of an aggressive Stalinist imperialism
is guaranteed to complete the politi-
cal isolation of American imperialism,

undermine its economic foundations

and unleash sociilist revolution on a
world scale.

~ Stalinism _conquer Europe and Asia, -

THE ARENA OF STRUGGLE between
American and Stalinist imperialism is
truly global, but it necessarily centers
on Europe and Asia. There ave sound
economic reasons for increasing Amer-
ican preoccupation with these arcas,
aside from their obvious political im-
portance as actual or potential foci
of Third Campism. As Delense Mo-
bilizer Charles E. Wilson graphically
points out in his sccond quarterly re-
port (New York Times, July 5, 1951):

Potentially, the United States is the
most powerful country in the world, but
we cannot undertake to resist world com-
munism without our allies. Neither we
nor any other free nation can stand alone
long without inviting encirclement and
subjugation.

If either of the two critical areas on
the border of the communist werld—
Western Europe or Asia—were to be
overrun by communism, the rest of the
free world would be immensely weak-
ened, not only in the morale that grows
out of the solidarity of free countries
but also in the economic and military
strength that would be required to resist
further aggression.

Western Europe, for instance, has the

‘greatest industrial concentration in the

world outside of the United States. Its
strategic location and military potential
are key factors in the free world’s de-
fense against Soviet aggression.

If Western Europe fell, the Soviet

Union would gain control of almost 300
million people, including the largest pool
of skilled manpower in the world. Its
steel production would be increased by
55 million tons a year to 94 million tons,
& total almost equal to our own produc-
tion. Its coal production would jump to
950 million tons, compared to our 550
million. Electric energy in areas of So-
viet domination would be increased from
130 to 350 billion kilowatt-hours, or al-
most up to our 400 billion.

Raw materials from other areas of the
free world are the lifeblood of industry
in the United States and Western Eu- .
rope. If the Kremlin overran Asia, it .
would boost its share of the world’s oil
reserves from 6 per cent to over half ...
and it would control virtually all of the |
world’s natural rubber supply and vast
quantities of other materials vital to re-
armament,

And in manpower, in the long run
apt to be the final arbiter, should

e

American imperialism would be out-
numbered by a ratio of at least four
to one!

In the words of the Gray “Report to
the President on Foreign Economic
Policies” (New York Times, Nov. 13,
1950):




avoidable. In this as in many other in-
stance.s the bureaucrats see in the failure
of their preceding measures a proof that
further inroads into the market system
are necessary.

We may not be pardoned for re-
producing at length the views of one
of the last living theoreticians of nine-

teenth century capitalism, but his

views are unique and the subject is
important. Among the factors that
von Mises conveniently overlooks are
the political impossibility of curtail-
ing consumption so drastically by re-
liance on fiscal policy alone, the fact
that government competition with
private industry for scarce materials
would accelerate the inflation that is
inevitable once a sizable portion of
production is devoted to war pur-
poses, that confiscatory taxation (prob-
ably including a capital levy) under-
mining the very foundations of capi-
talism would be required, that Dra-
conian fiscal controls are themselves
inconsistent with the “automatic”
theory of the market and would un-
doubtedly require implementation
through forced savings and direct ex-
ercise of the police power of the state
to ensure compliance, and that even
if it were prudent for the bourgeoisie
to ignore the lessons of history and ac-
cept the advice of von Mises, the time
required to enable the state to direct
production through indirect controls
would unquestionably be fatal.

THE TIME ELEMENT, ESPECIALLY, IS
recognized by the authors of the only
comprehensive analysis of production
controls in the war economy (War-
time Production Controls by David
Novick, Melvin Anshen and W. C.
Truppner, Columbia University Press,
1949, p. 16):

In peace the major influence upon eco-
nomie activity is profit. The ultimate
measure of the desirability of undertak-
ing certain industrial activities or carry-
ing them out in certain ways is the an-
ticipated effect of the final result on the
individual enterprise’s profit and loss
statement. Since the peacetime economy

is made up of a multitude of individual
enterprises, it is important to each one,
but mot to the mation, whether its par-
ticular choice of policy or method is
profitable or not. The classic justification

for non-interference by government in
business is that the accidents of individ-
ual cheice result in the greatest possible
production from the national resources.
In time of war, however, the nation can-
not wait for each of these individual ex-
periments to produce the desired result.
An over-all control of economic activily
must be substituted for individual plan-
ning under the profit motive. And not
only must the control agency make the
industrial decisions; it must do its job
without either the profit and loss test of
the wisdom of its policies and the effi-
ciency of its methods, or the time re-
quired to apply any other test. (Italics
mine—T.N.V.)

In other words, when it is a ques-
tion of swrvival, neither price nor
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profit can guide the allocation of re-
sources. Nor, for that matter, can the
state as a general rule be expected to
operate in response to such motives.
After flirting with the reasons for this
fact for three pages, the authors final-
ly come sufficiently close to hitting the
nail on the head (p. 18): ‘Because the
effect of price is random and non-se-
lective, in time of war price manipu-
lation cannot be used as the major
tool for directing the use of the na-
tion's resources.” (Italics mine—T.N.
V.) It therefore follows that: “As the
volume of military requirements in-
creases, the arca of control must grow.
Ultimately, in the total war economy
there must be total industrial con-
trol.” (Italics mine-T.N.V.)

Not only is controlling production
for specific objectives through the
price mechanism like scattering seeds
to the four winds to plant a kernel of
wheat in a particular spot, but it
places the various sections of the capi-
talist class in an untenable position
with respect to their fellow capitalist

competitors. As Novick et al put-it, -

citing the experience of 1942, pp. 67-
68: “Caught in the competitive forces
of the free market, no single producer
of refrigerators or passenger automo-
biles could contemplate closing his

doors in the face of eager crowds of
customers (and endafgering the con-
tinuance of his carefully nurtured dis-
tributor organization) in order to pre-
pare his production lines to make ma-
chine guns, tanks, guns, and airplane
subassemblies. Such decisions could be
made only on an industry-wide basis,
and this could be brought about
swiftly only through government di-
rection.” (Italics mine—T.N.V.)
Moreover, in many cases, as previ-
ously mentioned, it would be impos-
sible to induce the desired capital in-
vestment solely by appealing to the
profit instincts of individual capital-
ists. As a matter of record, the Federal
government financed in the neighbor-
hood of $35 billion of industrial, mili-
tary and housing facilities during
World War I1. Almost half of this to-
tal was for the creation of new manu-
facturing facilities, the vast majority
of which private capital could not
have undertaken even if it possessed
the necessary accumulations of capital
for the simple reason that, without
substantial state aid, the prospects of
profits would be far too remote. To be
sure, many of these facilities were sub-
sequently sold to private capital at a
fraction of their cost, so that those
whose products had peacetime uses
could be operated by private industry
at a profit. Nevertheless, the fact re-
mains that exclusive reliance on the
immediate profit motive to direct in-
vestment into desired channels during
a major war (and even during a minor
war as at present) would markedly re-

duce the military effectiveness of any
industrialized nation.

The preeminent role played by
state capital accumulations during
World War Il occurred, it must be
emphasized, despite the huge aggrega-
tions of private capital that existed
and which received the overwhelming
portion of war contracts. “Analysis . ..
indicated that in the third quarter of
1942 the 100 largest company consum-
ers of each basic metal used the follow-
ing percentages of the metal con-
sumed by all manufacturing compa-
nies: carbon steel, 49 per cent; alloy
steel, 70 per cent; copper, 79 per cent;
copper-base alloy, 66 per cent; and
aluminum, 81 per cent. A combined
listing  (eliminating  duplications)
yielded a total of 391 different compa-
nies (approximately 2,000 plants). In
the third quarter of 1942 these %91
companies used 56 per cent of the car-
bon steel consumed by all manufac-
turing companies; 75 per cent of the
alloy steel; 82 per cent of copper; 71
per cent of copper-base alloy; and 85
per cent of aluminum. . . . The same
391 . companies shipped more than
three-fourths of the total dollar value
of all direct military-type products.”
(Wartime Production Controls, p.
346.)

ASIDE FROM THE PROBLEM OF PRO-
duction, which requires direct state
controls, such as priorities, allocations
and the over-riding directive power of
the state, the state, representing the
interests of the bourgeoisie as ¢ whole,
must try to keep the inflation within
tolerable limits. Naturally, inflation is
so managed as to place the main bur-
den on the backs of the working clas-
ses and many individual capitalists
amass huge and quick profits. Still, an
unbridled inflation can interfere with
production and disrupt the plans of
the military and civilian state bureau-
cracies. Accordingly, state interven-
tion is extended wherever necessary,
without any objections from contem-
porary American financiers, further
circumscribing the area within which
private capital is permitted by its own
state to function. An excellent exam-
ple is“the recent decision to make the
government the sole importer-of rub-

ber and tin. As Wilson'’s first quarterly
report states (The New York Times,
April 2, 1951): “By designating Gov-
ernment agencics to act as exclusive
importers of commodities, such as rub-
ber and tin, and by working in inter-
national commodity committees to al-
locate scarce materials among free
countries, we are helping to end the
current scramble for these materials
which has forced their prices unneces-
sarily high.” The international aspects
of the Permanent War Economy arc
yet another reason why insreasing
state intervention is mandatory for



companies in the National City Bank
study is shown in Table VIII-B.
Impressive as is the percentage mar-
gin on sales, even more spectacular is
the return on net assets. While the
performance for leading manufactur-
ing corporations as a whole confirms
the results of the S.E.C. study previ-
ously cited in Table VII, with an in-
crease in return on net assets from
13.9 per cent in 1949 to 17.1 per cent
in 1950, it is interesting to note that
the 65 chemical companies increased
their return on net assets from 17.1 to
21.3 per cent, and the 26 auto and
truck companies went from 30.2 to
32.8 per cent. Thus, for a corporation
like General Motors, the most terrific
profit-maker in the history of Ameri-
can capitalism, invested capital is paid
for every three years!
In every category eRcept finance the
return on net assets rose from 1949 to
11950, with the grand total for the en-

tire 8,304 leading corpogations rising

from 11.0 per cent to 13.3 per cent,
which is an increase of over 20 per
cent in the rate of return, despite an
increase of $6.5 billion in net assets.

On the assumption that all capital
invested and reinvested is employed
in  production, the comparison be-
tween the return on sales with the re-
turn on net assets indicates the turn-
over of capital and its different rates
among wmajor industries. “The shorter
the period of turnover,” says Marx
(Capital, Vol. 111, Kerr ed., p. 85),
“the smaller is the fallow portion of
capital as compared with the whole,
and the larger will be the appropri-
ated. surplus value, other conditions
remaining the same.” Although it
would bé prefcrable to obtain the rate
of turnover on capital by dividing to-
tal sales by total invested capital, the
same result can be obtained by divid-
ing the pércentage return on net as-
sets by percentage margin on sales. In--
asmuch s the difference between capi-
tal turnover in 1950 and in 1949 is
ncgligible, we present below merely
the -turnover times for major indus-

trial categories, based on Table
VIII-B, in 1950:
Turnover

Industrial Group in 1950
Manufacturing 2.2
Mining, Quarrying 1.2
Trade (retail and

wholesale) 39
Transportation 0.7
Public Utilities 0.7
Amusements, services, etc. 19

TOTAL ALL GROUPS 17

In other words, for the companies
contained in the National City Bank
study as a whole, capital was turncd
over 1.7 times in 1950, or about every
seven months. The variation among
industrial groups is extreme, ranging
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all the way from the slow turnover
time of 0.7 in such heavy fixed capital
industries as transportation and pub-
lic utilities to the very rapid turnover
of 3.9 in retail and wholesale trade,
where a_tremendous volume of busi-

ness can be done with- a relatively

small capital investment as capital
turns over once in almost every three
months, This, of course, is another
reason why calculating thce rate of
profit solely with reference to sales is

_completely misleading, For total man-_
: ufacturing, the turnover is 2.2, but

for autos and trucks the turnover time
is 8.6, indicating why the automobile
industry is so profitable.

THE BOURGEOISIE AS A CLASS Tecog-
nizes, although with considerable re-
luctance, that government planning
and state intervention and compul-
sory controls are necessary as a matter
of survival if the aims of the Perma-
nent War Economy are to be fulfilled.
As Truman.stated in the President’s
Economic Message to Congress of Jan-
uary 12, 1951: “A defense emergency
requires far more planning than is
customary or desirable in normal
peacetime. The military build-up is a
planned effort. The mobilization of
industrial support for this military.
build-up is a planned effort. The in-
dustrial cutbacks and civilian re-.
straints, necessary to achieve military
and economic mobilization, are plan-
ned efforts. . . . In these critical times,
it is recognized that Government must
assume leadership in this planning.
1t has the prime responsibility for na-
tional security. It has access to the
basic information. The most impor-
tant operation toward this end is the
broad programming of various major
requirements; the balancing of these
requirements against supply; and the
development of policies to " satisfy
needs according to priority of pur-
we.l.

These. are the functions that under
capitalist theory are normally reserved
for prices and the market economy.
That the market increasingly atro-
phies as a regulator of production or
allocator of resources compelling in-
creasing state intervention is the most
distinctive change in the modus oper-
andi of capitalism as the war economy
develops. The question logically
arises: why cannot voluntary controls
work? Charles E. Wilson, defense mo-
bilization director, gave a brief and
direct answer to this question in a
speech reported in The New York
Times of January 18, 1951: “What
-about our economy in the face of such
expansion, such expenditures, such
use of materials? How do we keep it
from running away? There is only one
answer—controls, I hate the word—so

_do you. But therc is no other way.

- Voluntary methods will not work.
" That has been proven.” (Italics mine—

T.N.V.) In other words, experience
has shown that appeals to loyalty,
patriotism, etc., are no substitute for
the state power of coercion.

Practical experience has thus gone
a long way toward reconciling the
bourgeoisie to increasing state inter-
vention, especially when the ratio of
war outlays to total production ex-
ceeds ten per cent. As that arch ex-
ponent of laissez-faire capitalism,
Ludwig von Mises, expresses the alter-
native (Economic Planning, 1945, p.
13): “If the market is not allowed to
steer the whole economic apparatus,
the government must do it.” To be
sure, von Mises argues that even in
wartime, if the “right methods" are
used, controls are unnecessary (Bu-
reaucracy, 1944, pp. 30-81):

It has been objected that the market
system is at any rate quite inappropri-
ate under the conditions brought about
by a great war. If the market mechanism
were to be left alone, it would be impos-
sible for the government to get all the
equipment needed. The scarce factors of
production required for the production
of armaments would be wasted for ci-
vilian uses which, in a war, are to be
considered as less important, even as lux-
ury and waste. Thus it was imperative
to resort to the system of government-
established priorities and to create the
necessgry bureaucratic apparatus.

The error of this reasoning is that it
does not realize that the necessity for
giving the government full power to de-
termine for what kinds of production the
various raw materials should be used is
not an outcome of the war but of the
methods applied in financing .the war

‘expenditure.

If the whole amount of money needed
for the conduct of the war had been col-
lected by taxes and by borrowing from

‘the public, everybody would have been
‘forced to restrict his consumption dras-

tically. With a money income (after
taxes) much lower than before, the con-

‘sumers would have stopped buying many

goods they used to buy before the war. -
The manufacturers, precisely because
they are driven by the profit motive,
would have discontinued producing such
civilian goods and would have shifted to
the production of those goods which the
government, now by virtue of the inflow
of taxes the biggest buyer on the mar-
ket, would be ready to buy.

However, a great part of the war ex- -
penditure is financed by an increase of
currency in circulation and by borrowing
from the ecommercial banks, On the other
hand, under price control, it is illegal to
raise commodity prices. With higher
money ineomes and with unchanged com-
modity prices people would not only not
have restricted but have increased their
buying of goods for their own consump-

“tion, To avoid this, it was naecessary to

take recourse to rationing and to govern-
ment-imposed priorities, These measures
‘were needed because previous govern-
ment interference that paralyzed the op-
‘eration of the market resulted in para-
doxical and highly unsatisfactory condi-
tions. Not the insufficiency of the market
‘mechanism but the inadequacy of pre-
~ious government meddling with market
phenomena made the priority system un-



turn, assuming maintenance of the
tax rates in existence at that time, a
capitalist would reccive back his en-
tire investment in a manufacturing
enterprise in less than six years. To
match a performance of this kind one
must return to the earlier days of capi-
talism when it was in its ascendancy.
Such a rate of return, almost twenty
years after American capitalism en-
tercd the permanent crisis of world
capitalism, is a tribute not only to the
effectiveness of the Permanent War
Economy in preservings capitalism,
but alsz) to It)he enog-mouls) inner
strength and productive capacity of
American capitalism.

Unfortunately, . the S.E.C. study
does not go beyond 1947. We can,
however, turn to the annual study of
National City Bank of New York to
obtain a reliable ‘picture of current
profits of, leading corporations. To
facilitate examination, we have divid-
ed the data contained in the National
City Bank's Monthly Letter of April
1951 into two tables. In Table VIII-A,
we present the data comparing profits
after taxes and book net assets (net
worth) in 1950 with 1949.

As MEMORANDA ITEMS, WE HAVE
selected the four manufacturing in-
dustries that show the greatest net
profit after taxes. These are the pil-
lars of heavy industry. Their perform-
ance in 1949 is clearly comparable to
1947 (and 1948 was even a better prof-
its year than 1947 or 1949), but in
1950 it is breathtaking. Forty-five pe-
trolewmn companies increased their net
profits after taxes from $1,413,000,000
in 1949 to $1,750,000,000 in 1950, an
increase of 22 per cent. Fifty-five iron
and steel corporations increased their
net profits after taxes from $555,000,-
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TABLE Vill-B
RATE OF PROFIT OF LEADING CORPORATIONS IN 1950

COMPARED WITH 1949, ACCORDING TO NATIONAL CITY BANK OF N, Y.*

Number % RETURN ON % MARGIN
of NET ASSETS% ON SALES

Compa- Industrial

nies Groups 1949 1850 1949 1950
(45) Petroleum Products 13.2% 14.9% 9.99% 10.89
(55) Iron and Steel 11.6 15.3 7.2 8.1
(65) Chemical Products 17.1 21.3 10.3 11.7
(26) Autos and Trucks 30.2 32.3 8.9 - 8.9
1,693 Total Manufacturing 13.9 17.1 6.8 7.1

98 Total Mining, Quarrying 12.0 15.0 12.3 12.6

178 Total Trade (Retail

and Wholesale) 134 14.8 3.3 3.8

248 Total Transportation 34 5.7 4.8 7.7

293 Total Public Utilities 8.8 9.8 11.9 13.1

99 Total Amusements

Services, etc. 9.9 10.5 4.8 6.7

695 Total Finance 9.1 9.0 — —
3,304 GRAND TOTAL 11.0 13.3 6.6 7.7
*National City Bank of New York, Monthly Letter, April 1951,
$“Net assets at beginning of each year are based upon the excess of total bal-
ance sheet assets over liabilities; the amounts at which assets are carried on
t}_le books are far below present-day values,” thereby implying an abnormally
high return on net worth,

000 in 1949 to $786,000,000 in 1950,
an increase of 41 per cent. Sixty-five
chemical, concerns increased their net
profits after taxes from $543,000,000

in 1949 to $743,000,000 in 1950, an in-
crease of 37 per cent. Twenty-six auto-
mobile companies increased their net
profits after taxes from $857,000,000
in 1949 to $1,054,000,000 in 1950, an
increase of 23 per cent.

For 1,693 leading manufacturing
corporations, net profits after taxes
increased from $7,046,000,000 in 1949
to $9,288,000,000 in 1952, an increase
of 32 per cent. No wonder, then, that
a special joint study of the S.E.C. and
Federal Trade Commission (summa-
rized in The New York Times of April
27, 1951) reports that: “Profits of man-
ufacturing corporations touched the
highest point in history during 1950.

... The report disclosed that the 1950
net income of the corporations before
payment of Federal taxes was 61 per
cent higher than in*1949, or $23,200,-
000,000, compared with 1949’s total of
$14,400,000,000. Net income after
taxes of manufacturing corporations
in 1950 was estimated at about 512,
900,000,000, or 43 per cent more than
in 1949.” The study shows that this
phenomenal profit performance oc-
curred despite an incrcase of almost
100 per cent in provision for Federal
taxes.

The joint study also shows that the
larger the assets, the smaller the rate
of increase in net profits after taxes,
again fonfirming the Marxian analy-
sis of the results of capital accumula-
tion. Those companies “with assets of
$750,000 or less showed an average
profit increase in 1950 over 1949 of
106 per cent.” At the other end of the

- scale, “those of $100,000,000 and over
Ay TABLE VIlI-A averaged 32 per cent (increase in net
MASS OF PROFIT OF LEADING CORPORATIONS IN 1950 profits after taxes in 1950 compared
COMPARED WITH 1949, ACCORDING TO NATIONAL CITY BANK OF N. Y.* with 1949)." The previous record year
REPORTED NET INCOME BOOK NET ) ent.
AFTER TAXES ASSETS AS OF of 1948 was exceeded by 11 per cen
JAN. 1% Returning to the National City
Nun}ber i Bank study, the percentage incrcase
0 . nerease 1949 1950 d 3 . 1 [ .
Compa- Industrial 1949 1950 % (Billions of in net income after taxes in 1950 over
nies Groups (Millions of Dollars) 1949 to 1950  Dollars) 1949 for leading corporations ranges
§45) Petroleum products  $1,413  $1,730 ~ 22%  $10.7 $11.6 all the way from eight per cent for 695
55) Iron and steel 555 786 - 41 4.8 5.1 finance companies to 73 per cent for
(65)  Chemical Products 543 743 37 32 35 548 S oed o ottt
(26)  Autos and trucks 857 1,054 23 2.8 3.3 irms engaged in transportation.
1,693 Total manufacturing 7,046 9,288 32 50.7 54.4 Thus, for the grand total of 3,304
98 ° Total mining, o 4 £
. quarrying 219 282 20 18 1.9 companies included in the study,4 ?ct
178 Total trade (retail : profits after taxes rose from $10,468,-
- Tatndl wholesale) ggg 67g 18 4.3 - 4.8 000,000 in 1949 to $13,5663,000,000 in
otal transportation 87 73 15.0 15.2 i
203 Total public utilities 1,066 1,300 22 120 133 1950, e inerease of 50 per cent; The
99 Total amusements book net assets of these same corpora-
695 Ts:rlviﬁces, ete. 9?;3 152(2) lg 18.9 1.0 tions rose from $95.4 billion in 1949
otal finances , .6 11.6 HIH H i A
3304 GRAND TOTAL = 10,468 13,563 30 95.4 1019 to $101.9 billion in 19501" with “{‘fa“;l‘
*National City Bank of New York, Monthly Letter, April 1951. facturing representing about half the
}“Net assets at beginnine of each year are based upon the excess of total bal- number o.f comparnies and .an '39““’3' )
ance sheet assets over liabilities; the amounts at which assets are carried on the lent portion of total capital invest-
books are far below present-day values,” thereby implying an abnormally high ment,
return on net worth. :
i The rate of profit for these same
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fewer private hands and all the social '

consequences that then unfold. The
trend in the organic composition of
capital under the Permanent War
Economy can easily be calculated
from the data in Table VI, and we
present below the rates for the years
of significant change:

Composition

Year - of Gapital
1939 72.2%,
1941 78.7

1944 68.0

1946 74.8

1948 71.6

1949 76.6

1950 715

The mass of the means of produc-
tion were thus 72.2 per cent of the
total capital, including labor power,
employed in production in 1939. The
percentage rose slightly, in conformity
with the generally observed tendency
toward an increasingly high organic
composition of capital, to 73.7 per
cent in 1941. There then followed a

__perceptible decrease, during Ameri-

can participation in World War II, to
a nadir of 68 per cent in 1944. A slight

increase in 1945 was followed by a

substantial increase in the composi- -

tion of capital in 1946, as peacetime
output resumed, with the upward
trend continuing until a2 new peak of

77.6 per cent was attained in 1948, A~

slight slump during the recession of
1949 was only preliminary to virtual
restoration of the 1948 peak in 1950.
The organic composition of capital

has thus increased by more than seven .
per cent between 1939 and 1950, and .

by 14 per cent from 1944 to 1950.

The decline in the organic compo-
sition of capital during the war years
is not surprising in view of the huge
increase in the ratio of war outlays to
total output, for it can be directly

traced to the decline in the productiv-

ity of labor that takes place in war-
time, to the physical necessity of in-
creasing output through abnormal re-
liance on manpower, to the drastic
decline in net private capital forma-
tion, and to the vicissitudes of the
class struggle that placed the prole-
tariat in a position to accomplish a
slight reduction in the rate of surplus
value. As a matter of fact, all these
factors operated in the United States
from 1942-1945; the only wonder is
that the decline in the organic com-
position of capital during World War
II was not greater.

Since, at an 80 per cent compasition
of capital, four dollars of means of

production are needed to yield a wage

of one dollar to the average worker,
the relative diminution in the YVari-
able constituent. of capital as capital
accumulates makes it increasingly dif-
ficult under capitalism to employ the

32

entire available labor force. This pres-
sure continues to exert itself even
though the Permanent War Economy
has, in its own way, as previously ex-
plained, “solved” the problem of un-
employment. Precisely where the
breaking point is likely to be, no one
can say, but it is clear that the com-
position of capital is already danger-
ously high and constitutes a sword of
Damocles, hanging over the unsus-
pecting head of such a highly-geared
capitalist economy that in a few years
it is possible to produce all the auto:
mobiles, television sets, etc., that can

be sold under capitalist conditions of *

production. If, therefore, only a very
high ratio of war outlays to total out-
put can reduce the composition of
capital or, at least, arrest the tendency
toward a constantly increasing com-
position of capital, then the economic
matives for American imperialism to
engage in such activities in foreign
policy as warrant an increase in war
outlays, even if the ultimate conse-
quence is all-out war, are laid bare
{or all those with eyes to see who wish
to see,

IT 13 NOT NECESSARY TO RELY ON OUR
calculations and derived figures to
conclude that' the Permanent War
Economy has yielded an unprecedent-
ed profit bananza for the bourgeoisie,
restoring both the mass and rate of
profit to record-breaking levels, We

# can first look at the results of a study
by the Securities and Exchange Com-
mission for manufacturing corpora-
tions listed on the stock exchange.

- This study, covering the years 1938 to
1947, is indicative of what has hap-
pened to the largest aggregates of cap-
ital. Its results are embodied in Table
VIIL,

. It will be seen that the rate of profit

* oif sales is consistent with the ratios
that we developed earlier in this ar-

_ ticle. Net profit before income taxes

for these leading manufacturing cor-
porations was only $1.6 billion in
1938, with net profit after taxes $1.3
billion. A spectacular rise until 1944
then took place, followed by a decline
in 1945 and in 1946, and then the
reaching of new heighls in net profits

before taxes in 1947. At more than

$10 billion in 1947, these 1,306 manu-
facturing corporations averaged a net
profit before income taxes in excess of
$7.7 million, which was about four
times the level of 1939. Even after in-e

‘ come taxes, these principal manufac-

turing corporations earned $6.4 bil-
lion in 1947, or almost five million

“dollars on the average. Despite the

: rcpresents

rise in corporation income taxes, this
was three times the level of 19391
The return on net worth, which
invested and reinvested
capital, is by far the most interesting
set of figures in the table as, without
reference to the turnover of capital,
the return on net worth indicates the
expansive qualities of capital. On a
before-income-tax basis, the rate of re-
turn on net worth rose from 6.4 per
cent in 1938 and 10.2 per cent in 1939

. to a wartime peak of 27.9 per cent in

1943 and then declined to 17.6 per
cent in 1946, but immediately rosc
again to 27.4 per cent in 1947. The
confirmation of our earlier conclu-
 sions is readily apparent.

The rate of returm of net profits
after income taxes on net worth is the
final proof that our contentions are
completely accurate with respect to
the impact of the Permanent War

. Economy on profits. From a rate of 5.1

per cént in 1938 and 8.3 per cent in
1939, the return on investments in ma-
jor manufacturing corporations rosc
to 12 per cent in 1941, then lcvg}g_&_l_

“off during the war at a rate between
9.6 and 10.1 per cent, rose to 11.9 per
cent in 1946 and jumped to 17.2 per

~ cent in 1947! At the 1947 rate of re-

in 1947,

NET PROFIT
AFTER INCOME TAXES
AsA
Amount AsA % of
'‘Billions % of Net
Year Dollars) Sales Wortht
1938 $1.6 6.6% 8.4%
1939 2.6 9.5 102
1940 8.7 12.2 14.7
1941 8.4 15.0 24.7
1942 7.0 12.7 26.7
1043 1.9 11.1 279
1944 8.2 10.4 274
1945 6.4 8.8 19.9
1946 6.0 9.6 17.6
1947 10.1 11.7 29.

TABLE Vit

MASS AND RATE OF PROFIT OF LISTED MANUFACTURING COIPOMTIOﬁS-
ACCORDING TO S.E.C. SURVEY, 1938-1947* .

*Securities and Exchange Commission Survey Series Release No. 151, pub-
lished April 27, 1949, covers manufacturing corporations listed on the stock
exchange, with the number of companiés varying from 1,013 in 1838 to 1,306

1Net worth is calculated as of the beginning of the year.

NET PROFIT
BEFORE INCOME TAXES
AsA
Amount AsA % of
'Billions % of Net
of Dollars) Sales Wortht
$1.3 8.3% 5.19%
2.1 11 8.3
2.6 8.4 101,
8.1 7.3 12.0
28 48 9.6
28 8.9 2.7
8.0 38 10.1
3.1 4.2 9.6
4.1 6.5 119
64 74 <172




aside from periods of all-out. war,
when the increase is even more strik-
‘ing, manufacturing has grown at a

rate 20 per cent faster than distribu-’

tion. The propensity of capitalism to
dig its own grave through increasing
industrialization and greater proleta-
rianization of the labor force is thus

strengthencd under the Permanent

War Economy. -

To noncorporate sales for manufac-
turing, retail and wholesale trade, it
was necessary to add sales or receipts
for the remainder of unincorporated
?)usiness activity, such as gross farm
Income, unincorporated construction
activity, and the like. While there may

be some duplication in the figures,
and even somc omissions, the gross
figure for unincorporated business
shown in column two of Table VI ap-
pears to be reasonable both as to level
and trend.

THE SUMATION OF CORPORATE AND
noncorporate sales or receipts yields
the gross value of production, or ¢
plus v plus s. This magnitude, to-
gether with its components, and the
average rate of profit for all industry
from 1939 to 1950 are shown in Table
VI' N -—— s i ——— ——

Constant capital was derived, as ex-
plained in the footnote to column
four, by subtracting net national
product (which represents the sum of
variable capital and surplus value)
from the gross value of production.
An alternative method, since the mag-
nitude of variable capital and surplus

31

value were previously derived, would
have been to subtract surplus value
from the gross value of production,
thereby obtaining total capital, i.e.,
the summation of constant and vari-
able capital. Then, from this last fig-
ure, variable capital could have been
subtracted in order to obtain constant
capital. The results would naturally
be identical.

It is the relationship between the
magnitude of surplus value and the
magnitude of total capital that deter-
mines the rate of profit, according to
Marx, and for all industry, including
the portions of surplus value paid out
in the form of interest, rent, etc., in
addition to that which is specifically
labeled profits,_he is_unquestionably
correct. The average rate of profit,
shown in column eight of Table VI,
thus portrays the actual performance
of American capitalism under the Per-
manent War Economy.

Three facts of considerable impor-
tance emerge from this analysis of the
average rate of profit: (1) The level of
the average rate of profit is almost
three times that shown in Table 1V,
confirming the easily observed fact
that the capitalist who obtains profit
must pay substantial tribute to the
more parasitic members of the capi-
talist class who collect interest, rent,
royalties, and absurdly large salaries
(of course, in many cases, the division
among capitalists as to the form and
method of appropriating surplus
value is not nearly as clear-cut as here-
in suggested). (2) The Permanent War

Economy not only succeeded in restor-

e4-v+e

Non- Gross
corpo- Sales

rate or

Corpo- Sales Receipts
rate or (Col. 1
Sales* Receipts plus Col. 2)

Year (1) (2)t (3)
1939 $120.8 $74.7 $195.5
1940 135.2 80.5 215.7
1941 176.2 99.8 276.0
1942 202.8 126.9 329.7
1943 233.4 148.7 . 382.1
1944 246.7 164.7 4114
1945 239.5 180.0 419.5
1946 270.9 202.5 473.4
1947 347.8 203.7 651.5
1948 381.3 226.5 607.8
1949 359.7 223.1 582.8
19501 409.0 244.8 653.8

*From Table III, column one.

communications and public utilities.
column three.

national.

TABLE VI

AVERAGE RATE OF PROFIT FOR ALL INDUSTRY, 1939-1950
{Dollar Figures in Billions)

c+v
Total g/c+v
¢ v Capi- Average
Con- Vari- tal 8 Rate of
stant able (Col. 4 Sur- Profit
Capi- Capi-  plus plus (Col. 7
tal tal Col.5) Value =+ Col.6)
(4)** (5)% (6) (7)% (8)
$112.3 $43.3 $155.6 $39.9 25.6%
122.7 46.7 169.4 46.3 273
158.9 56.6 218.6 60.5 28.1
178.1 72.3 250.4 79.3 31.7
198.4 89.7 288.1 94.0 32.6
209.6 98.8 308.4 103.0 334
216.7 98.1 3148 1647 333
274.5 92.6 367.1 106.3 29.0
333.1 98.8 4319 . 119.6 279
366.1 105.4 4715 136.3 28.9
346.0 105.6 451.6 131.2 29.1
396.8 115.0 511.8 142.0 27.9

4+To noncorporate retail, wholesale and manufacturing sales, shown in Table V, were
added gross farm income, noncorporate and government construction activity, national
income originating in finance, insurance and real estate, services, and government and
government enterprises, and a miscellaneous factor based on the number of active
proprictors in agricultural services, forestry and fisheries, mining, transportation, and

**Derived by substracting net national product, shown in column six of Table I, from

1From Table VIII of previous article in March-April 1961 issue of The New Inter-

ing the profitability of American capi-
talism, but actually managed to in-
crease the average rate of profi€ until
1944, i.e., there is a definite correla-
tion between the ratio of war outlays
to total output and the average rate of
profit. An increase of 30 per cent in
the average rate of profit, as occurred
between 1939 and 1944-1945 is, in
some ways, even more significant than
the fact that the true average rate of
profit for all industry reached a peak
of one-third, for it is conclusive evi-
dence that state intervention has as
its major objective guaranteeing the
profits of the bourgeoisie. (3) The
Marxian law of the falling average
rate of profit reasserts itself following
the end of World War II, although it
is significant that the maintenance of
a ten per cent ratio of war outlays to
total output is sufficient, in the short
run at any rate, to maintain the aver-
age rate of profit at a higher level than
existed in 1939 or even in 1940.

The data contained in Table VI
represent the “guts” of the economic
performance of Amcrican capitalism
under the Permancnt War Economy.
From 1939 to 1950, the mass of sur-
plus value rosc from almost 340 bil-
lion to an estimated $142 billion, a
rise of 256 per cent, the largest in-
crease of any of the components of
ecognmic performance. Virtually keep-
ing pace was the incrcase in the mag-
nitude of constant capital, which rose
from 5112.3 billion in 1939 to an esti-
mated $396.8 billion in 1950, a rise of
253 per cent. The gross value of total
output, as measured by gross s:ﬂes or
receipts, naturally comes next in ra.tc
of growth, increasing from $195.5 bil-
lion in 1939 to an estimated $653.8
billion in 1950, a rise of 234 per cent.
Then follows total capital, which rose
from $155.6 billion in 1939 to am csti-
mated $511.8 billion in 1950, a rise
of 229 per cent. In last place is the in-
crease in the magnitude of variable
capital, which rose from $43.3 billion
in 1939 to an estimated $115 billion
in 1950, a rise of but 166 per cent. All
of these changes combine to yicld an
increase over the first twelve years of
the Permancnt War Economy of eight
per cent in the rate of profit.

In the process of capital accumula-
tion, it is, however, as Marx observes,
“the composition of the total social
capital of a country” that is crucial in
understanding the economic laws of
motion that prevail. The organic com-
position of capital relates the growth
in constant capital to total capital,
and it is the increasingly high organic
composition of capital, as constant
capital increases relative to varial.)le
capital, that threatens capitalism with
seif-destruction through coneentra-
tion and centralization of the social
means of production in fewer and



services reached in depression years
the level that exists in the postwar
period, the significant change that has
occurred is the fantastic growth in the
proportion going to the Federal gov-
crnment, ic., the state. From an in-
significant level of 1.3 per cent in
1924, it quadrupled during the New
Dcal, reaching a peak of 6.2 per cent
in 1938, undoubtedly sparked by the
realization that the “reccssion” of
1938 was largely due to the decline in
state expenditures in the latter half of
1937. We are already familiar with
the gigantic risc in war outlays that re-
sulted from World War 11, accompa-
nied by a relative decline in the role
of state and local government expen-
ditures. The decisive change that has
taken place is reflected in the fact that
the ratio of Federal government pur-
chases to total output in the postwar
period markedly exceeds the prewar
period. A ratio of 8 or 9 per cent, vir-
tually all of which is accounted for by
direct and indirect war outlays, in its
own way signals the advent of a new
epoch in the history of capitalism.

Without continuing war outlays
and state foreign aid, and in the long
run these must be on an ever-increas-
ing scale, the vaunted economy of
American imperialism would grind to
an abrupt halt. Roosevelt and Tru-
man are absolutely correct when they
reply to their bourgcois critics with
“the statement that they have saved
capitalism. That capitalism is more
“prosperous” than it has ever been, as
Truman is fond of boasting, requires
a very important qualification. [t is
true, as we have demonstrated, that
profits reached an all-time high in
1950 and that the Permanent War
Economy operates so as virtually to
guarantee the profits of the bour-
geoisie as a class.

The “prosperity” of the Permanent
War Economy, however, is rather pre-
carious. The state decides not only
how many airplanes, tanks and muni-
tions in general shall be produced, but
of necessity determines how many au-
tomobiles, refrigerators, tractors, etc.,
shall be produced and, within limits,
the prices at which they shall be sold.
From a capitalist point of view, the
economic development under the Per-
manent War Economy must be viewed
as unhealthy. The patient achieves a
form of recovery from what may be
likened to shock therapy. But the
treatment is far from painless and
even the doctors cannot say whether
the cure will be lasting.

The official hope is that “another
two years or so” of controls will see
American military output achieving
sufficient magnitude so that the econ-
omy can sustain both the neccessary
level of war outlavs together with a
high level of civilian outlays without
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continued controls. This is clearly a
consummation devoutly to be wished,
but impossible of realization. An
economy devoting 20 per cent or
thereabouts of total output to war
outlays cannot function without large-
scale state intervention, requiring di-
rect and indirect controls.

So powerful has been the develop-
ment of the productive forces under
American capitalism, that just as there
is periodically an overproduction of
the means of production and an over-
production of the means of consump-
tion, it is not excluded that there can
be an overproduction of the means of
destruction under the Permanent War
Economy. Normally, this does not
happen in a war economy precisely be-
cause war consumes means of produc-
tion, consumption and destruction
more rapidly than they can be pro-
duced. Yet, prior to V-E Day, with a
few exceptions, there had been accum-
ulated a sufficient stockpile of many
types of munitions to permit cutbacks
and to enable the armed forces to
fight for many months without addi-
tional production.

It was not only the dismantling of
the war machine in large measure that
produced the notable American infe-
riority in weapons wvis-d-vis Stalinist
imperialism at the outbreak of the
Korean war. It was also, and perhaps
more importantly, the high rate of
obsolescence that obtains in the means
of destruction. This gap is clearly in
process of being overcome at a fairly
rapid rate. Assuming, therefore, that

large-scale warfare or another “Korea”

does not break out, or that an armis-
tice is concluded in Korea, the ques-
tion arises whether American impe-
rialism will not reach a point in the
next few years where the warehouses
will be bulging with all types of
means of destruction and there will
be no place to use them.

Such a development is a possibility.
Present evidence, however, indicates
that the high rate of military obsoles-
cence, together with the talked-about
expansion in the production of “fan-
tastic” weapons, should offset for sev-
eral years the tendency to accumulate
an oversupply of munitions in the ab-
sence of total war,

A sharp reduction in war outlays in
the near future is thercfore unlikely
and would in a remarkably short time
cause a collapse of the economy, More-
over, it would certainly invite the very
aggression of Stalinist imperialism
that the military build-up is presum.
ably designed to prevent. It may there-.
fore be expected that American im-
perialism will continue on the only
course open to it until the vast col-
lision with Stalinist imperialisim
(World War III) takes place.

A STATE MONOPOLY CAPITALIST ré-

gime in the true sense of the term has
developed under the impact of depres:
sion and war. It bears a certain re-
semblance to Donapartisin, but Bona-
partisin has been traditionally applied
by Marxists to a temporary régime of

crisis, which poses the issue of revolu-
tion or counter-revolution and which
marks the end of parliamentarism. As
Trotsky puts it in Whither France?,
“The essence of Bonapartism consists
in this: basing itself on the struggle
of two camps, it ‘saves’ the ‘nation’
with the help of a bureaucratic-mili-
tary dictatorship.” There is, of course,
as yet no bureaucratic-military dicta-
torship in  Washington, although
there are possible tendencies in that
direction. Nor can the present régime,
given the tempo at which world his-
tory moves, be classified as temporary.
There are, however, numerous feca-
tures of state monopoly capitalism
that possess all the earmarks of clearly |
discernible trends, and which warrant
brief mention in this penultimate
article In our series on the Permanent
War Economy.

In his excellent analysis of the rela-
tionship between Bonapartism and
fascism in The Only Road for Ger-
many, Trotsky observes that: “As soon
as the struggle of the two social strata
—the haves and the have-nots, the ex-
ploiter and the exploited—reaches its
highest tension, the conditions are
given for the domination of bureau-
cracy, police, soldicry. The govern-
ment becomes ‘independent’ of so-
ciety. Let us once more recall: if two
forks are stuck symmetrically into a
cork, the latter can stand even on the
head of a pin. That is precisely the
schema of Bonapartism. To be sure,
such a government does not cease be-
ing the clerk of the property-owners.
Yet the clerk sits on the back of the
boss, rubs his neck raw and does not
hesitate at times to dig his boots into
his face.” (Italics mine—T. N. V.)

For the time being the fascist threat

is absent, nor are the “soldiery” in a

position of domination. Yet the domi-

nation of burcaucracy and the grow-
ing power of the police (the F.B.1.) are
increasingly cvident. As we have re-
marked earlicr, the inter-marriage be-
tween the big bourgeoisie and the up-
per echelons of the military bureau-
cracy is a basic characteristic of the -

Permancnt War Economy. An impor-

tant research project is available to

someone ambitious enough to docu-
ment this relationship in every detail.!

It suffices, however, to point out that

innumerable officers were commis-

sioned from the ranks of big business,
such as “Generals” Knudsen and Sar-
noff, and that many military leaders
have become “captains of industry,”
as, for example, Generals Somcrvell
and Clay. Of decisive importance is
the network of standing committces’



and organizations relating to ord-
nance and military procurement
needs. These exist in every industry
whose output is important to the war
machine and is basic to the military
planning of all parts of the armed
services. Mectings are held periodical-
ly, information on latest military
techniques and their impact on pro-
duction requirements is exchanged,
and pilot contracts are continually be-
ing let to facilitate rescarch and de-
velopment. Above all, industry is con-
stantly being geared to achicve rapid
and complete mobilization in the
event of a supreme crisis.

In the event that American impe-
rialism -is constrained to maintain
more or less indefinitely an armed
force of 3,500,000 or more, the power
of the military in its daily impact must
grow and the alliance between the
military caste and the big capitalists
will solidify until the day may come
when we can truly speak of a “Euro-
peanization” of American politics.
This entire development alone is am-
ple reason for describing the present
régime as state monopoly capitalist.
There are, however, other and per-
haps even more significant reasons for
stressing this aspect of the Permanent
War Economy.

In passing, it should be noted that
much of the right-wing criticism of
state monopoly capitalist trends is
garbed in the raiments of liberalism.
__Consider, for example, General Mac-
Arthur's Cleveland speech of Septem-
ber 6, 1951, in the course of which he
stated that there has been “a steady
drift toward totalitarian rule . . . 2

rsistent . . . centralization of power

in the Federal government . . . raven-
ous effort to further centralize the po-
litical power . . . a determination to
suppress individual voice and opinion
which can only be regarded as sympto-
matic of the beginning of a general
trend toward mass thought control.”
At an another point in the political
spectrum comes the charge of Sidney
Hook (New York Times, September
30, 1951) that we are experiencing a
species of “cultural vigilantism” that
threatens the foundations of our dem-
ocratic structure. Such criticism, re-
gardless of source, possess general val-
idity. Their widespread character is
symptomatic of the inroads already
made in the body politic by the grow-
ing power of the state.

JT IS ABOVE ALL IN THE HANDLING
of strikes and labor disputes that the
monopoly capital character of the
state becomes clear. Especially note-
worthy has been the role of the state
in the various rail strikes, with the
Army actually assigned responsibility
for running the railroads. There was
2 time not so long ago when the mere
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presence of armed forces in a strike,
when the soldiers were so to speak per-
forming a picketing function, evoked
widespread criticism of threats of fas-
cism and charges of military dictator-
ship. We have indeed traveled far
along the road away from traditional
bourgeois democracy when military
force can be substituted for the nor-
mal process of the class struggle with-
out even raising an outcry of “strike-
breaker” in more than the radical
press. : :

With production plans vital to the
operations of the war economy, a
strike in almost any basic industry im-
mediately threatens to disrupt the war
machine or vital war preparations.
Hence, the appeals to national pa-
triotism, the resort to fact-finding de-
vices and, where necessary, the mobi-
lizing of public opinion to support
intervention by the police power of
the state, whether it be coal, transport,
airplanes, copper or other crucial in-
dustry.

The very technique used to control

“the class struggle, the widespread es-

tablishment of tri-partite wage boards,
is in essence a device of monopoly
capital. The state, represented by the
“public” representative, attempts to
resolve each dispute through the tech-
nique of arbitration, with the state
posing as disinterested and above
classes. In those cases where this class-
less approach fails to work, the power
of another arm of the bourgeois state
is invoked—the courts, through the
use of the injunction. Finally, when
no other card is left to play, the state
shows that it is still the “clerk of the
property-owners” by using its military-
police power. Roosevelt was a past
master in the use of this technique.
But regardless of personalities it is the
underlying trend that is significant.
The erection of the tri-partite labor-
board approach to solving specific
class struggles into an entire system,
with ~philosophic justification and
techniques for handling every variety
of dispute, is more than ample justifi-
cation for planning the label “state
monopoly capitalist” on the political
régime under which the Permanent
War Economy functions.

The labor bureaucracy willingly ac-
cepts its rdle as junior partner in the
régime. It balks only when it either
feels that it is being “unfairly” dis-
criminated against in the handing out
of administrative positions of power
and prestige, or when the pressure
from the ranks, under the lash of in-
flation, compels it temporarily to as
sert a position of independence. De-
spite these truths, the abortive history
of the United Labor Policy Commit-
tee is not without interest. - .

Tue Unrten_Lasor Pouicy Con-

MITTEE was organized in December,
1950, representing all segments of or-
ganized labor except Lewis’ United
Mine Workers. Its first statement of
December 20, 1950, spoke eloquently
of “justice and workability” in stabili-
zation measures, but the heart of its
concern was its basic objective of
equal representation in the organs of
the state bureaucracy:

We are fully aware [state the repre-
sentatives of the A. F. of L., the C.1.O,,
the Railway Labor Executives Associa-
tion, and the I.LA.M.] of the grave emer-
gency confronting our nation. We dedi-
cate ourselves to help make our country
strong and to use that strength to bring
_peace and abundance to mankind.

" It is imperative that labor be granted
active participation and real leadership
in every important agency in our mobili-
zation effort. We regret that to date la-
bor has not enjoyed opportunity for full
participation in the mobilization effort.

Free labor can make its fullest con-
tribution only if it is permitted to serve
at all levels of defense mobilization both
with respect to policy and administration.

No one group has a monopoly of ideas
in the mobilization of our resources. Each
group has much to offer and codperative-
ly we can defeat the world-wide chal-
lenge of dictatorship. (Italics mine—
T.N. V)

This bid for changing the rdle of
junior partnership into one of equal
partnership for labor fell on deaf ears,
as how could the bourgeoisie be ex-
pected to take seriously the position
of a labor bureaucracy that appeared
to be quite satisfied with its role of
junior partner in World War IL The
Administration, of course, should have
had the political savvy to recognize
that this bid for increased status
stemmed not only from the hurt feel-
ings of the labor bureaucracy, but also
reflected dissatisfaction by the vast
majority of trade-union workers with
the increasing burden that inflation
was casting on them. No one, however,
has accused the Truman administra-
tion of genuine political sagacity. It
was therefore quite appropriate for

- the Wage Stabilization Board to issue

Regulation No. 6 on February 16,
1951, establishing a 10 per cent for-
mula that jeopardized both escalator
clauses and productivity formulae in
union contracts.

The promulgation of ‘Regulation
No. 6 immediately prompted the
United Labor Policy Committee to de-
clare that a crisis existed and to with-
draw from the Wage Board. We as
sume that our readers are generally
familiar with the document issued by
the UL.P.C. on this occasion and
therefore only reproduce the more in-
‘teresting passages:

he tabilieation ram 0 o
cynicalr mm the Amcﬁcwnm,pcoph....

Profit marpins are being guaranteed,
Every consideration possible is being
given by government prics agencies to
enhance the position of business and to
protect fat profits. . .. _ . . .



The Congress is now considering a
program to raise all taxes in such a man-
ner that people in the lower income brack-
ets 1will be forced to bear a still heavier
share of the tax burden. . ..

So far, wvirtually the entire defense
mobilization program has been entrusted
to the hands of a few men recruited from
big business who believe they have a
monopoly on experience, good ideas and
patriotism, . . .

This was fairly strong language
from a junior partner. Consequently,
when Eric Johnston, Economic Sta-
bilization Administrator, approved
Regulation No. 6 on February 27,
even though it was followed on March
Ist with Regulation No. 8, designed to
achieve a compromise on the escalator
clause question, the United Labor
Policy Committee had no choice but
to make good its threat. All its repre-
sentatives from all phases of the ad-
ministration of the war economy were
withdrawn and a policy of boycott
established.

The United Labor Policy Commit-
tee statement of February 28th, an-
nouncing withdrawal of all labor rep-
resentatives from the war program,
carries out the theme of the February
16th statement; the language is even
stronger:

On Feb. 16 we announced that we had
become thoroughly disillusioned with the
conduet of the defense mobilization pro-
gram. We wmade the deliberate charge
that big business was dominating the
program, that the interests of the plain
people of this country were being ignored
and that the basic principle of equality
of sacrifice in the national effort to pro-
tect freedom against Communist aggres-
ston had been abandoned. . . . After full
and complete exchanges of information,
our original convictions have been more
than confirmed.

We are today confronted with a price
order which amounts to legalized robbery
of every American consumer, together
with a wage order which denies justice
and fair play to every American who
works for wages. The door has been
slammed in our faces on the vital problem
of manpower, which directly affects the
workers we represent. . . .

We have also arrived at the inescap-
able conclusion that such representation
which already has been accorded to labor
in defense agencies and such further
representation as is now offered are
merely for the purpose of window dress-
ing. (Italics mine—T. N. V.)

The gantlet had been thrown down
by the labor bureaucracy. Moreover,
Wilson was an extremely. vulnerable
target. A way had to be found to pre-
sctve one of the cornerstones of the
state monopoly capitalist régime. In
less than two weeks the formula
emerged for a tri-partite 18-man
board, which would have jufisdiction
over all labor disputes, not only wages.
Labor was willing. Gone was its indig-
nation over “big-business domina-
tion,” the “hoax” of price control, the
“guarantces of profits,” the iniquitous
tax program, etc.

But industry, as represented by the
Business Advisory Council, the
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N.A.M., and the Chamber of Com-
merce, did not like the deal its repre-

scntatives were cooking up for it. Ac-

cordingly, it issued a statement on
March 13, 1951, aimed at reasserting
its senior partnership. Advocating a
clearly defined wage stabilization pol-
icy, the representatives of industry de-
clared:

This may result in a number of strikes.
It is obvious that strikes wunder such cir-
cumstances are not ordinary labor dis-
putes betwcen employers and employecs;
they are strikes against the governmment
itself, designed to coerce or induce it
into making concessions.

A firm policy in dealing with such
strikes is essential to the maintenance
of a sound stabilization policy and to
preservation of a proper respect for gov-
ernment itself. Such strikes should :not
be met with appeasement or concession.
They should be handled in accordance
with existing law, including, where ap-
propriate, the national emergency provi-
sions of the Labor-Management Rela-
tions Act. (Italics mine—T. N. V.)

It sounded like industry was ready
for a showdown. Wiser heads pre-
vailed, however, and after a month of
dickering, industry announced that it
would accept the 18-man wage sta-
bilization and disputes board “under
presidential request, but protesting
the wisdom of the cntire set-up.” A
compromise formula was put forward
limiting the powers of the new board
to recommendations in dispute cases,
and another compromise was worked
out with respect to manpower control.
Bu, in so far as anti-inflation controls
are concerned, labor achieved not one
iota of its demands.

We have cited at some length the
history of the United Labor Policy
Committee, which then shortly fell
apart as it had outlived its immediate
usefulness in the eyes of the A.F.of L.,
because it is illustrative of a basic
trend of state monopoly capitalisin. It
is also quite revealing of the réle of
the labor bureaucracy, whose indict-
ment of big-business domination and
economic inequality of the war econ-
omy remains entirely accurate, despite
the victory on the question of the
escalator clause.

A Marginal Note

A FRIENDLY CRITIC HAS QUESTIONED
our conclusion regarding the standard
of living on the ground that “empiri-
cal” cvidence appears to indicate that
workers are better off today than they
were, say, in 1939. The statistical evi-
dence presented, or the analysis flow-
ing from the data, are not questioned.
But there scems to be some feeling
that our case has been overdrawn. Af-
ter all, morc workers have automo-
biles now than ever before. Many have
television sets, which didn’t exist. We
admit that unemployment is at ex-
tremely low levels, ete. “How, then, is
it possible,” asks our critic, “for the

workers to have experienced a decline
in their living standards?”

In the first place, we have shown
that the average per capita standard
of living did rise—17 per cent in 1950
over 1939. We did, however, calculate
a slight decline in the per capita
standard of living of the working
classes—to be exact, a decline of 1.3
per cent from 1939 to 1950. O course,
at the same time, there was a marked

- improvement in the standards of liv-

ing of the farming classes, the middle
classes and the bourgeoisie. Moreover,
it is obvious that with such a slight
decline in the standard of living of
the working classes, it is quite possible
to find this or that worker whose liv-
ing standards have increased.

We are, of course, not aware of the
“empirical” evidence referred to in
apparent refutation of one of the fun-
damental laws of motion of the Per-
manent War Economy: that an in-
crease in capital, instead of causing an
increase in unemployment, is accom-
panied by relatively full employment
and declining standards of living. We
suggest, however, that the “empirical”
evidence be examined a little more
closely. It will be found that the in-
crease in employment far exceeds the
increase in the number of familics. In
other words, the average working class
family currently contains a much
larger number of wage earners than in
1939. This is primarily due to the in-
ability today of most workers to sur-
vive on the basis of one income per
family, which was generally typical of
the pre-Permanent War Economy pe-
riod. ) .

Two and three incomes per working-
class family are far from bcing atypi-
cal in 1951. Naturally, in many such
cases, it is quite possible for the family
income, on a rcal basis, to exceed that
of 12 years ago. This does not in any
way upset our conclusion that the rate
of surpius value has increased, or any
other basic conclusion. Even the pos-
sible improvement on a family basis
must be tempered by consideration of
the profound change in income tax
laws, not so much with regard to rates
as to the decrease in exemptions for
dependents. The result has been that
the working classes now bear the ma-
jor brunt of the income tax, whereas
previously they were almost totally
unaffected.

Seekers after empirical evidence
should also interview workers, such as
teachers and other - civil servants,
whose incomes are relatively fixed.
They are part of our data on the work-

_ing classes and they have suffered a

catastrophic decline in their standards
of living. It shoull also be remem-
bered that [or every working-class fam-
ily that is able to have two, three or
more scparate incomes, there is almost
an cqual number who arc not in this



position and who, in order to make
ends meet, find the one and only in-
come earner forced to take on a sec-
ond job. This abnormal increase in
labor power, solely a product of the
inflation, is also encompassed in our
figures. All empirical evidence that we
have seen supports our general con-
clusions. The consumer “buying
strike” of the spring and summer of
this year is additional evidence that
the inflation has reached a critical
point and that living standards are de-
clining. The fact that redemptions of
E bonds exceed purchases, and that
liquid savings in general are at ex-
tremely low levels, are genuine em-
pirical evidence that our fundamental
thesis is eminently correct.

We have digressed at this point not
so much to answer our empirical
critic, but to observe that the relative
stability of the price level during the
past six months has eased somewhat
the pressure on the labor bureaucracy,
but everything they said about the
fraudulent price control program and
the unfair tax program, elc., remains
true to this very day. As the ratio of
war outlays to total output continues
to increase, there must be a renewed

upsurge of the inflationary pressure. =

"~ As Wilson's third quarterly report of
September 30, 1951, correctly puts it:
“Despite the present relative stability
a critical period in our battle against
inflation lies ahead. We must antici-
pate and prepare for the strong infla-
tionary pressure that will be again en-
couritered as defense spending grows
and personal and business incomes
mount.”

At that point, which should be
reached early in 1952, the attempts to

“[reeze” the class struggle through tri--

partite labor boards may run into se-
rious difficulties. If we base ourselves
on Marxism, we should be concerned
with such fundamentals as what is
happening to real wages and real
profits, with the basic trends in the
class struggle, and not with episodic
and invalid “empirical” evidence that
dissolves into thin air at the first touch
of reality.

CONTROL OF THE PURSE STRINGS has
always been viewed by Marxists, and
correctly so, as a crucial element in the
power of any régime. Inasmuch as the
American state must go through a tor-
tuous pracess of Congressional hear-
ings and committees before funds arc
appropriated, it may be objected that
in this vital point there is no possible
resemblance to monopoly capitalism.
Such a view would be entirely super-
ficial. In fact, one of the really dis-
tinguishing characteristics of the pres-
ent state monopoly capitalist régime
is the inability of the legislature o
deny in gencral any requests of the
_armed forces for funds. This is obvi-
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" ously true in time of actual warfare.

It is no less true today, when the need
for haste is not as great. Aside from
carping criticism against the number

of oyster forks ordered by the Navy or.

a picayune reduction in state foreign
aid, there is very little that the Con-
gress can do in the face of a certified
statement from the military that they
nced $60 billion worth of munitions
in the next year or $100 billion in two
years, or whatever the precise military
requirements may be.

Even if all the details were made
available, which they are not on
grounds of military security in the
case of atomic weapons, elc., and even
if a Congressman f{elt himself qualified
to question specific military requests,
it is politically hazardous for a Con-

" gressman to advocate a reduction in -

this or that military item in the face
of the customary statement by a rep-
rescntative of the armed forces that
“this is the minimum required to as-
sure the military security of the coun-
try; we will not be responsible for
military safety if less than this amount
is appropriated.” For all practical pur-
poses, therefore, direct war outlays
and most indirect war outlays are sac-
rosanct. The legislature can do little
better than rubber stamp the military
requests. De facto control of the gov-
ernment purse strings has passed into
the hands of the statc executive bu-
reaucracy. Even in the present situa-
tion, with the Truman administration
on the whole confronted with a di-
vided and hostile Congress, the state
power to obtain funds is effectively in-
dependent of any control by the elect-
cd representatives of the people.

It is thus a comparatively simple
matter for the state monopoly capi-
talist régime to manipulate the na-
tional debt in a manner best calcu-
lated to advance its own political for-
tunes as well as the class interests of
the bourgeoisie. The spectacular rise
in the national debt has been one of
the chief methods whereby inflation
has been promoted and an excellent
indicator of increasing state interven-
tion in the economy. The total gross

debt of the United States government

for selected fiscal years (ending on
June 30th) of historical significance is
shown in the following tabulation:

NATIONAL DEBT FOR SELECTED YEARS
{Billious of Dollars)

Year Amount
1915 $12
1919 255
1930 16.2
1983 22.5
1939 404
1945 £59.1
1946 - 269.9
1950 2574
1961 255.3

World War I increased the national
debt by some $24 billion, with the to-
tal reaching a peak of $25.5 billion in

1919, Under the influence of the last
period of genuine capitalist prosper-
ity, the national debt then'declined to
$16.2 billion in 1930, the beginning
of the Great Depression. Under the
New Deal, the national'debt fose from
$22.5 billion in 1933 10’ $16.4. billion
in 1989, as statc intervention in the
cconomy commenced in’a ‘significant
way. It remained, howéver, for. World
War 1I to cause an unbelievable in-
creasc of $219 billion 'by 195 and
$229 billion by 1946, when' the na-
tional debt reached a peak;of $269.9
billion—the increase in the. debt cx-
cecding one year’s total outpiit at that
time. B d

The national debt has become so
large that any thought of ever'paying
it off has long been abandoned. The
interest charges alone run to about
§6 billion annually at ‘the present
tune. Inasmuch as the national wealth
exceeds the national 'dcb!'xbf' at least
a 2:1 ratio, it may be thought that
there is no danger in the existénce of
such a huge debt. In fact, soiné bour-
geois economists of the Keynesian
school have projected figures intended
to “prove” that the United States can
support a total debt, public,and pri-
vate, running into trilliong¢f dollars.
From an abstract point of view, it is
possible to contend that the obly eco-
nomic limit to the size of the national
debt is the ability to meeg the adnyal
interest bill. With interest rates’égn-
siderably lower than whacﬁltym
to be, under this approach the natidn-.
al debt could easily besdohibled or
tripled without any sefious darigér be-
ing encountered. i, DB S B

The government, however, dots not
borrow money merely through' thie de-
vice of printing bonds. If -this ‘were
the case, it could simply print money

—and there would be a galloping in- -

flation of the printing pres§ variety,
where the value of the dollar. would
literally sink to virtually zeto. Need-
less to say, an inflation of this type, of
which there are many examples in his-
tory (Germany in 1923 being 4 classic
case), places the questioni 6f social rev-
olution on the order of the day. The

government must sell its_bohds, Ap- -

proximately one-third of the pational
debt is held by the banks, 30 con-
trolled under the Federal Reserve Sys-
tem that for all practical purposes
they are forced to buy  government
bonds at the dictate of the Treasury.
Under the banking system, these gov-
ernment bonds in the hands-of the
banks become the base for & tremen-
dous expansion of bank credis, there.
by fecding the firts of inflation. Moré-
over, in a very real sense, that portion
of the national debt held by insurance
companies, corporations and sofe in-
dividuals, represents prior accumula-
tions of capital for which there' s no’

profitable outlet. Of course, .taxex-




empt securities should be excluded
from any such analysis.

While the national debt has actual-
ly declined during the first year of the

Korean war, it reached a low of $254.7
billion in April, 1951. At the end of
August, 1951, it was $256.7, an in-
crease of $2 billion in four months.
Further increases in the national debt
may be expected as expenditures for
war purposes continue to increase.
With redemptions of E bonds (of
which there is a total of less than $35
billion outstanding, with more than
$19 billion falling duc in the next
four years) currently running about
twice as high as new purchases, it re-
mains to be seen whether the new sav-
ings bond drive will be sufficiently suc-
cessful to prevent additional large-
scale government borrowing from the
banks. In the absence of a pay-as-you-
go tax program, the state will natural-
ly have no choice but to borrow the
sums necded to finance war outlays.
This type of “crecping” inflation,
it should be emphasized, has already
reduced the purchasing power of the
dollar by about 50 per cent since 1939.
Until it gets out of hand, it may prove
to be good politics for the incumbent
administration, in so far as it gener-
ates a pseudo-prosperity conducive to
corraling votes. In the long run, how-
ever, as maintenance of the Perma-
nent War Economy bécomes more
and more expensive, and a greater and
greater portion of the burden is
thrown onto the backs of the working
and middle classcs, the inflation must
continue, bringing with it the threat
of a complete capitalist breakdown in
general bankruptcy, ie., unless war
does not intervene first. Of course,
long before general bankruptcy is im-
minent, the class struggle will erupt
in a new and violent form as the im-
poverished scgments of the population
led by the proletariat attempt to
throw off their intolerable burdens.

THE NATURE OF THE WAR against
Stalinism being waged by the Ameri-
can bourgeoisic is such that anti-bour-
geois-democratic aspects continually
receive encouragement and nourish-
ment. The aim of the American capi-
talist class is peace, but on a capitalist
foundation, This not only dictates the
necessity of destroying Stalinism root
and branch, but of guarding against
socialist developments in  England,
France and Germany, as well as pre-
venting the nationalist and colonial
revolutions in Asia from developing
in an anti-capitalist direction, While
the current political perspective is one
of “neither peace nor war,” American
imperialism is fully aware that the
only method on which it can rely is
the usc of overwhelming military
might.
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Wherein, it may be asked, does this
differ from World War II and the
American aim to destroy German
Nazi and Japanese militarism and im-
perialism? With respect to the mobili-
zation of military force, there is little
difference, except perhaps in a quan-
titative sense. Long and bitter as was
World War 11, American imperialism
will be faced with an even more for-
midable foc in Stalinist imperialism.
We are fully aware of American su-
periority in steel production, oil pro-
duction, transport, and presumably in
atomic energy developments. Yet, bar-
ring internal political collapse, there
can be little doubt that Stalinism will
be capable of mobilizing greater mili-
tary power than the Nazis could at
their peak. Moreover, Stalinism does
not fight solely with military methods;
it also employs political methods on a
scale that neither the Germans nor
Japanese could begin to approach.

The American bourgeois struggle
against Stalinism may therefore re-
quire a greater proportion of output
devoted to war outlays over a much
longer period than was the case in
World War II. If such be the case, it
can only strengthen all the tendencies
that we have already observed to be
at work under the Permanent War
Economy.

There can be no question, however,
about the contrast between World
Wars 11 and I on the political front.
Fundamentally, the internal problem
m World War II was one of prevent-
ing military and industrial cspionage
in the normal sense of the term. To be
sure, a few German Bundists had to
be rounded up and cither deported or
jailed, and, under the influence of
hysterin, the Japancse-American pop-
ulation on the West Coast was in-
terned in concentration camips in the
interior. But there was 1o political
movement that could penetrate sig-

nificant layers of American socicty as
a whole, providing not only an exccl-
lent nucleus for a possible Fifth Col-
umn, but an inexhaustible reservoir
of Amcrican agents bound by political
loyalty to a hostile forcign imperial-
ism. Such, however, is the case with
Stalinism.

_ It is precisely in its handling of the
internal menace posed by the exist-
ence of a native Stalinist movement
that the anti-bourgeois-democratic de-
velopment of the American bour-
geoisic stands most clearly revealed.
Onc has only 10 cite the nature and
nmanner by which the “subversive” list
has been promulgated and used or the
recent sccrecy order to see how far
along the road to authoritarianism, in
this respect, American imperialism
has traveled. Of course, the primary
motivation is fear. But it is not only
fear of Stalinism, but fear of any pos-

sible anti-capitalist development. It
would have been a relatively simple
matter, especially in view of the boasts
of the F.B.I. that it has its finger on
virtually cvery Stalinist, to have imn-
mobilized every Stalinist organization
and leader as actual or potential
agents of an enemy imperialism. Yet,
this was not done. Instead, decree
power was used to blanket the most
militant anti-Stalinist organizations
together with Stalinists as enemies of
American imperialism.

American imperialism is first and
foremost concerned with preservation
of its capitalist and imperialist base.
If, in the process, the Bill of Rights,
the heart of bourgeois democracy, has
to suffer, that is perhaps regrettable,
but not as important to the bour-
geoisie as maintenance of its property
and its system of exploitation. Im-
agine what the lecaders of the Ameri-
can bourgeoisie in its progressive pe-
riod would say in face of a secrecy
order that gives any clerk in any gov-
ernment department the right to clas-
sify material as secret or confidential,
without any right of appeal, in what
is still ostensibly peacetime! We do
not say that bourgeois democracy no
longer exists in the United States. On
the contrary, it does and we shall fight
for the preservation of the democratic
rights it affords against all its enemics,
including the bourgeoisie. But it is
important to note the political trends
that are unfolding as the Permanent
War Economy becomes more and
more entrenched. The trend is away
from-bourgeois democracy. All that is
needed is the cmergence of a real
threat of a militant working class
movement, on the one hand, and on
the other a fascist threat, and then the
question of Bonapartism will become
an actual one.

WIDESPREAD CORRUPTION IN OFFICIAL
and private life has historically bcen
an infallible sign of decadence. The
disintegration of the moral fabric of
civilization has its roots in a social sys-
tem that fetters the productive forces
and is no longer capable of playing
a progressive rdle. Capitalism has
never been particularly distinguished
for the honor and integrity of its rul-
ing class. One has only to recall the
various methods employed by the
“robber barons” in the cightecenth and
nincteenth centurics during the stage
of primitive accumulation of capital
to understand why graft and corrup-
tion are an integral part of the capi-
talist method of production, Yet, it is
difficult to find a parallcl in modern
history for the vast corruption dis-
closed by the Kefauver Committee and
various grand juries. The honest pub-
lic official becomes the rare exception,
an occasion for editorial praise.

Bribery takes many forms and is not



restricted to public officials tempted
by inadequate incomes. On the con-
‘trary, American business has erected
bribery into a symbol of aggressive-
ness and an accepted, if not quite
legitimate, method of doing business.
“Anyone and anything can be bought
for a price” is the underlying philoso-
phy. This prevails from a Jay Gould
who boasted that he could hire one-
half of the working class to shoot the
other half to the modern buyer or pur-
chasing executive in a large corpora-
tion who expects to be “smeared” if
someone wants to sell him something
and who expects to “smear” the sup-
plier of something that is difficult to
buy if he wants to buy it. It is there-
fore hardly surprising that virtually
every political machine, Democratic
or Republican, in any city of size is
clearly linked with organized crime.
Every now and then a reform move-
ment temporarily ousts the corrupt
machine and, on occasion, a juicy
scandal, such as the Teapot Dome af-
fair, is rcvealed at the level of the
Federal government. The present de-

gree of corruption, however, is far

more extensive and all-pervading than
ever before, and necessarily so because
of the development of state monopoly
capitalism. This is the era of the
“mink coat,” the “deep freeze” and
other “gifts” that are generally ac-
cepted as the normal method of doing
business in Washington. “After all,”
says the typical bourgeois, “it is our
government; it is there to be cheated
and who cares if we cheat ourselves.”

An exaggeration? We do not believe

so. The American mores tend to con-
done successful bribery and corrup-
tion. It is only those who get caught
who are looked upon with a degree of
scorn,

With such a background, it is no
wonder that as the state intervened
more and more actively in all phases
of the economy, bribery and corrup-
tion have mushroomed to the point
where they have become a central po-
litical issue. If a businessman cannot
do business without a piece of govern-
ment paper, a priority for raw mate-
rials, an allocation, an export license,
(a gas coupon), etc., his instinctive
thought is to “buy” one. The larger
the business, the more prone he is to
think of this approach and the greater
the possibility of his having the means
to carry it out successfully. After all,
if congressmen can be “bought” in
the interests of favorable legislation,
why not “purchase” a piece of paper
that is essential for doing business?

Official recognition of the impor-
tance of corruption was given by Tru-
man in his special message to Con-
gress of September 27, 1951, calling
for disclosure of incomes of United
States officers and employces. While
the immediate motive was undoubted-
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ly political, to protect the Democrats
from the epidemic of public charges
of corruption, the message confirms
our analysis and reveals another im-
portant trend to which state monop-
oly capitalism under the Permanent
War Economy has given rise. States

_ the President: “As the burdens of the
government increase during this de-

fense period, and more and more citi-
zens enler into business or financial
dealings with the government, it is
particularly necessary to tighten up on
our regulatory procedures, and to be
sure that uniformly high legal and
moral standards apply to all phases of
the relationship between the cilizen
and his government.” (sicl)

Why is this necessary? Perhaps, be-
cause officials in the R.F.C. and other
agencies, including the Bureau of In-
ternal Revenue, not to mention the
war procurement agencies, are lining
their pockets at the expense of the
taxpayer and then obtaining highly
remunerative positions with the same
companies they have helped to cir-
cumvent Federal regulations? Hardly
this, although the President is “dis-
turbed” because “I am told that peo-
ple all around the country are getting
a mistaken and distorted impression
that the government is full of evil-
doers, full of men and women with
low standards of morality, full of peo-
ple who are lining their own pockets
and disregarding the public interest.”

On the one hand, it is apparently a
deliberate plot to discredit the govern-
ment service: “Attempts have been
made through implication and innu-
endo, and by exaggeration and distor-
tion of the facts in a few cases, to cre-
ate the impression that graft and cor-
ruption are running rampant through
the whole government.”

On the other hand, there is pres
sure, and there are those who suc
cumb: “In operations as large as those
of our government today, with so
much depending on official action in
the Congress and in the executive
agencies, there are bound to be at-
tempts by private citizens or special
interest groups to gain their ends by
illegal or improper means. :

“Unfortunately, there are some-
times cases where members of the ex-
ecutive and legislative branches yield
to the temptation to let their public
acts be swayed by private interest. We

“must therefore be constantly on the
alert to prevent illegal or improper
conduct, and to discover and punish
any instances of it that may occur.”

Truman thereforc proposes that all
elected and appointed officials receiv-
ing salaries of $10,000 or more, plus
flag and general officers of the armed
services, togcther with the principal
officials and employecs of the major
political parties, as well as those gov-

ernment employces receiving more
than $1,000 annually from outside
sources, should be required by law to
disclosc their entire incomes from all -
scurces, public and private. “The dis-
closure of current outside income,”
states Truman, “will strike at the dan-
ger of gifts or other inducements
made for the purpose of influencing.
official action, and at the danger of
outside interests affecting public deci-
sions.” Such information would also.
“be of obvious help in tracking down
any case of wrongdoing.”

We doubt that such a law would be
particularly cffective in_eliminating
the prevailing widespread corruption,
for its roots are much deeper than the
president indicates. The “black mar-
ket” mentality will simply discover
new techniques to achieve its objec-
tives. Nevertheless, in spite of the fact
that there is little possibility of such
a law being passed, we heartily sup-
port Truman's proposal. As he says,
“people who accept the privilege of _
holding office in the government must
of necessity expect that their entire
conduct should be open to inspection
by the people they are serving.” We
think that the people would like to
obtain a few facts and figures on the
extent of corruption that exists, and
that they are entitled to such informa-
tion. :

It is undoubtedly sheer coincidénce
that on the very same day ghat Tru-
man proposed his anti-cdrruption leg-
islation, Senator Williams of Dela-
ware, a kept lackey of tlie DuPonts,
succeeded in having the $enate vote
to eliminate tax-exempt expense al-
lowances of the president, vice-presi-
dent and members of Congress, and is
quoted in the press as being motivated
by the thought that: “Our country
was founded upon the principle that
the ruling class would be subject to
the same laws as other citizens.”

This is a very touching thought,
and we are happy to learn that there
is a ruling class in these United States.
As to how equitable the tax laws are,
we must leave this very important
subject to the next and concluding
article in this series, when we shall
also indicate our concept of a socialist
political program to cope with the
problems confronting the working
class as a result of the development of
the Permanent War Economy.
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6. Taxation & the Class Struggle

Preliminary figures for
1951 indicate that 25 per cent of cur-
rent production went to government
in the form of taxes, as measured by
the ratio of total government receipts
(Federal plus state and local) minus
total government receipts of social in-
surance contributions to net national
product. This represents an all-time
high, exceeding the peak World War
IT year of 1943 when the ratio was
24.5 per cent. The relationship of goy-
ernment income to current produc-
tion and surplus value was shown in
Table I of Part 11l (see May-June,
1951 issue of Tur NEw INTERNA-
TIONAL). For the estimated ratio of 22
per cent for 1950 presented there, we
can now substitute the actual ratio of
24 per cent.

As was stated in Part III, “The in-
crease in state functions, accompanied
by a loss in the effectiveness of the
capitalist market, has meant a colossal
expansion in government expendi-
tures, which, in turn, has necessitated
a phenomenal increase in taxes.” With
the state (all branches) consuming one-
fourth of current output and two-
fifths of surplus value, it is no wonder
that all segments of the American
population have become tax con-
scious. .

Taxes, their amount, character and
incidence, are a reflection of the class

struggle. This is necessarily so in any -
class society. It is particularly true un- '

der American capitalism where prac-
tical politics is keenly alert to group
and class pressures, both crude and
subtle. In the epoch of the Permanent
War Economy, when the ratio of to-
tal taxes to current production has in-
creased from 16 per cent in 1939 to

an estimated 25 per cent in 1951—a
rise in impact on all classes of beiter
than 50 per cent—taxation becomes a
central political and economic ques-
tion of the highest magnitude.

Who pays the taxes becomes an-
other way of asking who pays for war
and war preparations and who bears
the major burden of inflation? While
the state is periodically forced to re-
sort to borrowing, as shown in the pre-
vious article, in the long run the pow-
er of the state and the state bureau-
cracy is dependent on the portion of
output that can be siphoned off in the
form of taxes of various kinds.

It was not until 1941 that Federal’
tax receipts exceeded those of state
and local governments. And it was
only beginning in 1943 that the Fed-
eral personal income tax reached mag-
nitudes sizable enough to penetrate
the consciousness of the average indi-
vidual. With the passage of the Rev-
enue Act of 1951, we have now reach-

ed a situation where every class re-
sents its tax burden. The bourgeoisie
complain that “taxes have destroyed
individual initiative and are impair-
ing the accumulation of capital.” The
workers gripe and grumble that “they
cannot make ends meet and that their
take-home pay is inadequate to cope
with the rising cost of living.” In be-
tween, the various layers of the middle
classes and farming classes bewail “the
pressure exerted on entrepreneurial
income and professional salaries by
rising costs of production, especially
taxes.”

ToTAL TAX RECEIPTS have increased
almost sixfold since 1939. With the
major components of taxes account-
ing for 85-90 per cent of total tax re-
ceipts, the basic changes in the tax
picture are shown in Table L.

The data are from the 1951 Nation-
al Income Supplement to the Survey
of Current Business of the Depart-
ment of Commerce. Aside from the
major tax components shown, other
sources of Federal tax revenuc are es-
tate and gift taxes, which rose from
861 million in 1929 to $371 million in
1939 and to a peak of $900 million in
1948, declining to $658 million in
1950; and _customs duties, which have

- not changed materially over the years,
yielding $599 million in 1929, $344
million in 1939, and $550 million in
1950. Other sources of state and local
government tax revenue are corporate
profits tax accruals, which were $145
million in 1929, $§156 million in 1939,
and rose to a peak of $895 million in
1950; and motor vehicle licenses other
than those classified as personal taxes,
which were $153 million in 1929, $182
million in 1939, and rose to a peak of
$469 million in 1950, In addition,
both Federal and state and local gov-
ernments receive a variety of miscel-
laneous taxes and fees. Other than

Federal grants-in-aid to state and local
governments, these miscellaneous rev-
enues do not have a significant cffect
on the tax structure so far as quanti-
tative impact is concerned.

It will be seen that in 1929 Federal
tax revenues were less than one-half
the amount collected by state and lo-
cal governments, with property taxes
of $4.5 billion amounting to almost
onc-half of the total tax yicld. In spite
of the Great Depression and increas-
ing state intervention under the New
Deal, the tax picture remained funda-
mentally the same in 1939, the only
significant change being the more than
threcfold increase in excise and sales
taxes. With the advent of the Perma-
nent War Economy, there occurred a
sharp rise in virtually all existing
forms of taxation, the most note-
worthy increases being in the Federal
personal income tax, corporation in-
come and excess prolits taxes, and ex-
cise and sales taxes. Despite the fact
that property taxes rose from $4.3 bil-
lion in 1939 to $7.3 billion in 1950,
their share of revenue raised by major
tax sources declined from 40 per cent
to 12 per cent.

Federal personal income taxes yield-
ed less than $1 billion in 1939, but on
a gross basis (prior to refunds) pro-
duced $15.9 billion in 1943 due to the
drastic lowering of excmptions and
the sharp risc in rates. Prior to 1943
the average worker was virtually un-
affected by personal income taxes. Af-
ter 1943, taxes become an important
element in the cost of living, giving
rise to the eminently reasonable de-
mand by the trade unions that person-
al income taxes should be included in
the BLS ‘“cost-of-living” index. Nat-
urally, the income tax yield fluctuates
not only with respect to the effective

tax rate, but also in relation to the
size of the national income. From 1945
to 1950, the gross yicld of the Federal
personal income tax varied between a
high of $20.4 billion in 1947 and a
low of $17.7 billion in 1949. But dur-

TABLE I
MAJOR TAX COMPONENTS, 1929 and 1939-1950
(Bi1lions of Dollars)

Yoderal ~ Fedoral “Btate Ftate
Personal Corporate Pederal & looal & Looal Total
Year Inoome Profits Exclse Personal Tex Sales Property Major
Taxes N 1:.:1 Taxes And ll:ntax Taxes Taxess Tax
! ooruals Receipts ;
K T NS . ¥ .8 T‘TL‘ [ JPY'Y .8 o
. LN 2K BE BN Nk BE B BE BF BN BN AR BY
1939 o9 1.3 1.8 1.2 1.6 4.3 11.0 |
19240 1.0 2.7 2.1 1.2 1.7 4.4 15,1
194) 1.6 T8 248 1e3 1.9 4od 19.6
1942 4.1 11.3 3.4 1.3 1.9 4.4 284
1943 156.9 13.9 4,1 1.3 1.8 4.5 41.5
1944 17.1 13.1 6.3 1.4 1.9 4,6 43.4
1946 19.8 10.8 6.2 1.6 2.1 4.6 45.0
1946 18.0 9ol 7.3 1.6 2.7 4.8 43.6
1947 20.4 11.3 7.3 1,9 3.2 5.8 49.4
1948 19.8 12.4 7.5 2.1 3.7 6.9 51.4
1949 1707 10.‘ 7.6 2.5 509 606 ‘3-7
1950 18.8 17.7 8.3 2.7 4.3 7.3 59.1

* kxcludes personal property texes.




ing the same period, personal income
rose from $172 billion to almost $225
billion—an increase of more than 30
per cent. The proportion of total tax
receipts accounted for by the personal
incomne tax—the one relatively pro-
gressive feature in the American tax
structurc—~therefore declined steadily
as both real output and total tax re-
ceipts increased.

Consequently, even though the Fed-
eral personal income tax yield is esti-
mated to rise sharply in 1951 to about
$25 billion, the progressive aspects of
the American tax structure are still
sharply outweighed by its regressive
featurcs. This conclusion is without
reference to the specific nature of the
income tax itself. It is based on the
fact that corporation taxes, excise and
sales taxes, and business property

" taxes are shifted entirely or almost
entirely to the average consumer.
Since these taxes account for the bulk
of the total tax revenue, the concept
that those who can afford to should
pay the major part of the tax load is
conspicuously absent in the American
tax picture—despite the personal in-
come tax.

THE wiLusioN THAT the bourgeoisie
bears the real brunt of taxes is one of
the biggest swindles ever perpetrated
by capitalist propaganda.. Capitalist
apologists like to refer to the sharply
rising rates on large individual in-
comes, which for the calendar year
1951 reach a maximum of 87.2 per
cent of net income (possibly affecting
those with individual incomes in ex-
cess: of one million dollars), but the
incidence of taxation can only be seen

when the entire tax burden by classes

of income is analyzed. It is just as im-
permissible to confine one’s judgments
on the American tax structure solely
to the personal income tax as it is to
draw conclusions on the average work-
er's standard of living without refer-
ence to salary deductions, rising prices
or the increase in total output.

All taxes and their impact must be
considered, as well as the differences
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in income levels and proportionate
shares in total output. Rather than go
back to our own estimates, presented
in Part II on “Declining Standards of

" Living,” we prefer to rely on official

sources wherever possible.

First, it is necessary to establish that
there has been no fundamental change
in the distribution of personal income
by income levels, despite the vast
growth in total output and personal
incomes. This can be done by a per-
centage analysis of money income go-
ing to each fifth of the population, as
shown in Table II

While much has been made of the
slight improvement in the position of
the middle income groups at the ex-
pense of the highest fifth, the changes
are all well within the margin of error
inherent in all such data. Moreover,
there have been certain conceptual
changes in this type of analysis over
the years. In addition, comparisons
between a depression year and a war
economy year are apt to be mislead-
ing. Fundamentally, there has been
no change. If the rich haven't gotten
richer as the poor have become poorer,
the relative disparities in- income lev-
els have not changed. The rich remain
rich while the poor remain poor—de-
spite the tremendous increase in out-
put, both in real and monetary terms.
The richest twenty per cent of the
population receives almost half the in-
come, in 1948 averaging $9,911, while

the poorest 20 per cent receives 3-4
per cent of the income, in 1948 aver-
aging $893.

The distribution of personal in-

come by income levels is before taxes
and provides a necessary background
tor consideration of the impact of all
taxes. If the tax burden falls chiefly on
the upper fifth, then it would be pos-
sible to speak of a relatively progres-
sive tax structure. This is especially
so since those in the lower 60 per cent
received a maximum income of less
than $4,000 in 1948—the minimum re-
quired to maintain any type of “de-

TABLE §I

MONEY INCOME RECEIVED BY EACH FIFTH OF FAMILIES AND
SINGLE PERSONS, 1935-36, 1941, 1948, AND 1949
{Percentage of Money Income)

Families and Single Persons

491 | !

Ranked from Lowest to 1935-36* 1941* 1948*

Highest Income

Lowest fifth 3.6% 4.2% 3%
Second fifth 9.1 10.5 9
Third fifth ... 16.3 16.1 17
Fourth fifth ... 22.5 22.3 24
Highest fifth 49.6 46.9 47

Times of December 2, 1951.

*Taken from Table 4 of TAXES AND THE HUMAN FACTOR by Theodore
J. Kreps, The Public Affairs Institute, 1951, sources:
Plannmg "Board (1935-36), Department of Labor (1941), and 1950 Survey of
Consumer Finances of Federal Reserve Board (1948).

~$From the 1950 Census as reported by the Census Bureau in The New York
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regressive nature of state and local
taxcs still combines with such regres-
sive features of Federal taxes as excise

taxes and corporation taxes to pro-

duce a situation where the lowest in-
come group still pays a higher percen-
tage of its income in taxes than all ex-
cept the 5.3 per cent of the spending

units in the $7,500 and over category..

If there were a finer income break-
down in the higher income groups, the
beginnings of a progressive tax struc-
ture would pecome apparent at a

somewhit lower figure than in 1938--

39, but therc has been no fundamen-
tal change in the incidence of tax-
ation nor in the character of the Amer-
ican tax structure.
The worker who received $1,000 in
1938-39 and paid approximately 18
per cent in total taxcs may have had
hi's income increased to $2,500 in 1918,
with his tax paymeunts rising to 21 per
cent. His contribution to total govern-
ment tax receipts would then have
gone up from $180 to $525, lcaving his
net income after taxes at $1.9A7
against $820—an increase in effective
money income of 141 per cent. Mean-
while, the bourgeois whose income in

1938-89 was $10,000, on which he like-
wise paid 18 per cent in total taxes,

.may have had his income increased to
$30,000 in 1948, with his tax payments
rising to 40 per cent. The bourgeois’
contribution to total government tax
receipts would then have increased
from $1,800 to $12,000, leaving his net
income after taxes at $18,000 against
$8,200—an increase in eflective money
income of only 120 per cent. On the
surface, therefore, the worker is better
off and capitalist incquality has tend-
ed to be reduced as a result of rising
taxes.

" Such growing “equality” the bour-
geoisie can well afford, for if our hypo-
thetical worker and bourgeois are as-
sumed to represent their respective
classes, what has happened is that total
effective money income of both classes
has risen from $9,020 to $19,975—an
increase of $10,955, of which $9,800,
or 89.5 per cent, has gone to the bour-
geoisic. The bourgeois is now only
nine times better off than the worker,
whereas previously his effective money
income was ten times greater, but
again nothing fundamental has chang-
ed in the relative positions of the basic
classes of modern capitalist society.
The state, however, whose function is
more and more to protect the rule and
the wealth of the bourgeoisie, is being
financed in steadily increasing meas-
ure by the workers and lower middle
classes. Therein lies the secret of the
réle of taxation under the Permanent
War Economy, while equality of in-
comes remains just as much a mirage
on the horizon as it ever was.

The data in Table IV can be used
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TABLE 1
TOTAL TAXES IN 1938.39 AS PERCENTAGE OF
PERSONAL INCOME, BY INCOME CLASSES*

TAXES AS PERCENTAGE OF INCOME

Federal State & Total
Local

Under $500 7.9% 14.0% 21.9%
$600 to $1,000 6.6 11.4 18.0
$1,000 to $1,500 6.4 10.9 17.3
$1,600 to $2,000 6.6 11.2 17.8
$2,000 to $3,000 6.4 11.1 17.5
53,000 to $5,000 7.0 10.6 17.6
$6,000 to $10,000 8.4 9.5 17.9
$10,000 to $15,000 ... . 14.9 10.6 25.5
$15,000 to $20,000 .. 19.8 11.9 31.7
- $20,000 and over 27.2 10.6 37.8
TOTAL 9.2 11.0 20.2

*Taken from Table I of T.N.E.C. Monograph No. 3, Who Pays the Taxes?

TABLE IV
1948 TAX PAYMENTS AS PER CENT OF INCOME BY INCOME BRACKETS*

Spending Unit

TAXES AS PERCENTAGE OF INCOME
Federal

State & Total

Income Bracket Local

Under $1,000 s 9.7% 23.6%
$1,000—81,999 ’ 6.8 20.3
$2,000—$2,999 k 6.1 21.6
$3,000—$3,999 . 6.0 21.8
$4,000-—5%4,999 2 5.6 21.7
$5,000-—$7,499 y 5.4 23.1
$7,600 and over 26.3 B.5 317

TOTAL 18.8 5.8 24.7

bution of Tax Payments by Income
J. J. Carroll, L. D. Cook, and L. Franc,
March 1951.

*Taken from Table 5 of ‘Kreps, op. cit., which, in turn, is based on “The Distri-
Groups in 1948,” by R. A. Musgrave,
published in The National Tax Journal,

to derive the relative class burdens ot
taxation, if certain arbitrary assump-
tions be made to relate income brack-
ets to classcs. The results arc necessar-
ily rough, but demonstrate conclusive-
Iy that the bourgeoisie by no means
bear the major share of financing their
state. If we assume that those in the
57',500 and over group, comprising 5.8
per cent of the number of spending
units, represent the bourgeoisie and
their main supporters among the up-
per middle classes, we can calculate
their class tax burden, since Kreps
notes that the effcctive tax rares are
computed on an estimated personal

income in 1948 of $211.9 billion,
which is close enough to the reported
figure of $209.5 billion. With this up-
per income group receiving 28.8 per
cent of personal income, it is apparent
that they received $61 billion, on
which they paid an over-all tax rate of
31.7 per cent, or a total tax hill of
$19.3 billion. This is equivalent to
slightly more than one-third of total
tax payments. In other words, the
working classes and lower middle clas-
ses contribute almost two-thirds of to-
tal tax payments.

Tue KREPS PAMPHLET, previously
cited, constitutes onc of the most ef-
fective indictments yet published on

the inequities of the present American

tax structure. In addition, it effectively

refutes the arguments advanced by the

apologists of the bourgeoisic that the

masses must pecessarily bear the major

burden of tax increases. Kreps states

and proves that “the principal bene-

ficiaries of inflation were (in terms of

actual dollars and cents) not the fow-

er-income-bracket  wage-and-pension-
receiving masses but the upper-brack-
etincome entrepreneurs and owners
ol propertics and equities.” [Readers
of emlier articles in this series arc’
thoroughly familiar with the facts of
income distribution, which thorough-
ly debunk the carefully cultivated no-
tion that the working masses have
been the beneficiary of inflation.

Another assiduously propagandized:
falsehood is that the low-income mass-
es are under-taxed and should there-
fore bear the major burden of new

taxes. The factual refutation of this
argument has already been presented,
but there is another side to this coin
which is most interesting. Not only do
the upper income groups pay 2 small-
er proportion of taxes than they claim
or than they should by any standard
of justice or equity, but they pay much
less than they legally and worally
should. The tax laws are drafted and
administered by the representatives of



capital in the interests of the ruling
class. As Kreps puts it, . . . opportu-
nities for tax avoidance and tax eva-
sion are much larger in the high-in-
come brackets than in those below
$3,000.”

The gap between Treasury reports
of adjusted gress personal incoine,
based on income tax returns, and
Commerce estimates of personal in-
come is extremely large. In 1948, for
example, the Commerce figure was $45
billion higher than the Treasury total.
Today, it must run well over $60 bil-
lion. Only a portion of this income
that somehow miraculously evaporat-
ed when income tax returns were filled
out can be attributed to non-monetary
aspects of personal income included
by Commerce, or to legal tax avoid-
ance by low-income groups such as the
exemption of military pay below
$1,500 and the right to postpone re-
porting of accrued interest on E-
bonds.

“Tax avoidance, completely legal
but nonetheless real,” states Kreps,
“favors those in the upper income
groups; for example, those who own
their own homes. In the $7,500 and
over bracket two out of three own
their own homes whereas in the brack-
ets betwcen $1,000 and $3,000 the fig-
ure is about half that percentage. Now
homeowners are not required to re-
port the constructive income which
they receive from their investment in

their home (which may keep them out

of a higher tax bracket). In addition,
they can actually deduct local taxes
on their home, and.intercst on the
mortgage if there be one, which deduc-

tion cuts down their Federal income -

taxes at the highest marginal rate ap-

plicable to their income. Renters (of

whom there are proportionately more
than twice as many in the lower in-
come brackets) simply pay out rent
each month from an income total on
which they pay taxes in full.

* “Moreover, the splitting of incomes
of married persons, which means noth-
ing on lower bracket incomes (below
$4,000), involves progressively more
and more dollars of tax savings to each
couple in the upper brackets, another
reason why the per cent of income
taken by taxes in the upper income
brackets is not as high as one might
expect.

“Those receiving entrepreneurial
incomes are given several additional
loopholes. . . . Those owning oil prop-
erties can take 27.5 per cent depletion
allowances year after year. Capital
gains are taxed only 25 per cent [now
26 per cent—T. N. V.] after but a six
months’ waiting period. Businessinen
can split the income from their busi-
ness several ways simply by making
their wives, infant children and rela-
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tives ‘partners'—though they may be
called upon to prove that they did not
do so simply for tax avoidance pur-
poses. Executives can receive compen-
sation in the form of stock options
subject only to the rate on capital
gains rather than the full income tax
rates. And so on.”’

In other words, there are very few
opportunitics for legal tax avoidance
in the lower income brackets. The
worker’s tax is withheld at the source
and unless he has incurred unusually
heavy medical expenses or some simi-
lar permitted deduction he pays 100
per cent of his income tax obligation.
The worker cannot carry back or for-
ward his “losses” that may have arisen
due to unemployment, but the owner
of capital can. The worker cannot de-
duct “business expenses” which the
average businessman does to the full
limit of what he can get away with. In
fact, deduction of busipess expenses
for entertainment, travel, etc,, has
rcached such scandalous proportions
that virtually every businessman has

established charge accounts with res-

taurants, night clubs, etc., to “prove”

that he spent the sums deducted as-

business expenses. That he also feeds
and entertains himself while actually
or theoretically promoting business is
apparently outside the administration
of the tax law. There can be little
doubt that the amount of tax avoid-
ance that occurs through the one de-
vice of “business expenses” amounts
to billions of dollars.

The upper income individual can
pose as a publicspirited person, and
incidentally on occasion promote his
own business interests, by making his
15 per cent contribution to charity.

The lower income person simply does’

not have the means, nor does he as a
rule possess the economic, social or po-
litical motives for such contributions.
Related to this eminently respectable
tax-dodging device is the legal evasion
granted to the creators of trust funds,
which not only avoids current income
taxes but permits fortuncs to be
passed on to heirs with a notoriously
minimum amount paid in estate taxes.
The adroit use of gifts and gift taxes,
it should be noted, is an integral part
of this type of tax avoidance. The low
_amount of gift and estate taxes, ob-
served earlier, and their decline since
1948 would undoubtedly prove to be
‘a more profitable source of Congres-
sional inquiry, in terms of added in-
come to the government, than even the
corruption in the Bureau of Internal
Revenue.

There are many other legal loop-
holes. The excess profits tax, in par-
ticular, is so full of loopholes that it
is practically a joke. So overt is the
loophole situation that when Presi-
dent Truman signed the Revenue Act

of 1951 on October 20th, he was con-
straincd to say: “Furthermore, this
legislation does little to close the loop-
holes in present tax laws, and in some
respects provideés additional means by
which wealthy individuals can escape
paying their proper share of the na-
tional tax load through such devices
as excessively liberal ‘capital gains'
provisions, family partnerships and
excessive depletion allowances on oil
and gas and certain mincral proper-
ties.”

It should be obvious that the func-
tion of legal loopholes is not primarily
to provide additional business for ac-
countants and tax lawyers. Legal
avoidance of taxes is part of the sys-
tem by which the ruling class perpetu-
ates its wealth and power. The tax
laws are adiittedly rigged in the in-
terests of business. Elimination merely
of obvious legal loopholes would by

_itself raise sufficient revenue to have

made unnecessary the increases in the
income tax under the Revenue Acts of
1950 and 1951. It must be emphasized
that legal tax avoidance amounts to
billions upon billions of dollars and
that the bourgeoisie is virtually the
sole beneficiary of such largesse. Not
the lower income groups but the up-
per income groups are under-taxed!

In addition to tax avoidance, there
is tax evasion, which is presumably
illegal. States Kreps:  “Opportunities
for tax evasion arc similarly much
more abundant in the upper income
Lrackets than in the lower. Evasion is
next to impossible where employers or
fiduciaries make reports and act as
collecting agencies in withholding
taxes at the source, i.e., for wage earn-
ers, pensioners, public employees, etc.
These have no chance to under-report
their income [but the New York
World-Telegram and Sun of Decem-
ber 10, 1951, reports that the govern-
ment had warrants out on October
31st for more than $96 million owed
by employers as tax delinquency on
workers’ payroll deductions—T.N.V.}.
But note (in Table V) the types of in-
come on which under-reporting oc-
curred in 1946.”

If the data in Table V are indica-
tive of what normally transpires, 14
per cent of income tax net income is
evaded by failure to report the legally
correct amount. Which income levels

. are guilty of such evasions? Obviously,

the upper income groups, for only 7}
per cent of entreprencurial income, 37
per cent of interest payments, 76 per
cent of actual dividends paid, and 45
per cent of rents received, appeared
on income tax returns. Income from
these sources goes overwhelmingly to
the upper income groups. Even in the
case of wages and salaries, where there
is a five per cent under-reporting,

_amounting in 1946 to $5 billion, or 25

ty



per cent, of the total of $20 billion
unreported, much, if not most, of the
under-reporting would undoubtedly
be traceable to the upper income
groups.

At present income levels, assuming
that the same degree of under-report-
ing holds true, the difference between
“actual” and “reported” money in-
come would exceed $30 billion rather
than the $20 billion shown for 1946.
On the basis of 1951 incomne tax rates,
especially in view of the fact that tax
evasion is concentrated in the upper
income groups, elimination of tax eva-
sion due to under-reporting of in-
comes would add well over $5 billion

- in tax revenue to the Federal govern-
ment. This is without refercnce to
cases of fraud where there is a delib-
erate failurc to report income that
arose illegally and was not entered on
books of account but usually remitied
in cash transactions. Nor has any at-
tempt been made to assess the amount
of income tax evasion due to the keep-
ing of deliberately fictitious books.
Likewise, the data on under-reporting
of incomes have nothing to do with
the amount outstanding in delinquent
taxes, which the Bureau of Internal
Revenue admits totals over $632 mil-
lion (New York Times, December 11,
1951).

Whether income tax evasion due to
bribery of tax officials would add sig-
nificantly to the amount of revenue
the government should be collecting,
we do not know. Perhaps the present
Congressional investigation will throw
some quantitative light on the picture.
One thing is certain, however, and
that is that it is not the low-income
groups that bribe and corrupt govern-
ment officials. The best proof that un-
derreporting and evasion of taxes
among the upper income group are
costing the government billions of dol-
lars annually in lost tax revenues is to
be found in the reported decision of
Secrctary of the Treasury Snyder to
require the individual auditing of
each taxpayer's return in the $25,000
and over bracket rather than the sam-
pling technique uscd for the mass of
income tax returns.

DECEFTION IN TAX MATTERS NOW €X-
tends to the government’s official press
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. TABLE V
TAX EVASION IN ‘19456*
(Millions of Dollars)
Adjusted
° 80 as to be
Personal Comparable Amount Ratio of
Income  with Totuls Rcported Reported
(Derived Reported on on Income Income
from Income Tax Tax to
Source of Income Commerce) Returns Returns  Actual
Civilian wages and salaries ............ $101,549  $102,546 $97,409 .95
Nonfarm entrepreneurial income .. 21,813 20,816 23 146 71
Farm entreprencurial income ; 10,840 11,929 e :
Military income ..... 11,656 ... e
Interest 1,105 .37
Dividends ... communnmsnmsssinies 9,317 3,730 76
Fiduciary income (of individuals) 1,108 .99
Rent 5,460 1,799 45
Social Security, ete. ..... 86806  wees 0 guw
Other income 868 e e
TOTAL .ovceececernenes $164,900 $148,346 $128,287 .86
*Taken from Kreps, op. cit., source; National Bureau of Economic Research,
Studies in Income and Wealth, Vol. XI11, to be published.
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releases. All official Washington re-
leases on the Revenue Act of 1951
stated, in effect, that: “The bill in-
creases the tax on most individual in-
comes by 11.75 per cent.” Whereupon,
the average citizen concluded that, if
his income remained the same, he
would pay only 11.75 per cent more in
Federal income tax in 1951 than he
did in 1950. He was also led to believe
that his 1952 tax would, barring a fur-
ther increase in tax rates, be about the
same as in 1951. This particular fraud
was exposed in an article in the New
York World-Telegram and Sun of No-
vember 20, 1951, based on an analysis
supplied by Fred S. Peabody, for 20
vears a special agent in the Income
Tax Bureau and now an accountant
and tax expert. A selection of cases to
portray the actual impact of the Rev-
cnue Act of 1951 on individual in-
come taxes is shown in Table VI

“You'll notice,” states the article,
“that some really do pay only about
11 per cent. The fellow who has to
struggle with a net $50,000 income
gets off with that.

“'But simple arithmetic,” said Mr.
Peabody, ‘shows that for 1951 the in-
crease over 1950 is much greater than
the 11.75 per cent announced in Wash-
ington. Most persons will pay between
16.75 and 18 per cent.’ .

“What Mr. Peabody emphasizes is
that the percentage increase cited on

TABLE
IMPACT OF REVENUE ACT OF 1951
ON SELECTED INDIVIDUAL INCOME TAXES

~“Himber T

of OVER 1550 TAX OVER 1960 TAX
Net Exemp- 1950 1961 or 1962 " Ter
Inocome tions Rates Rates Amount Cent Rates Amount  Cent

b k J . -
$2,000 2 106 126 19 18.00 136 30 28.%0
$3,000 S 161 188 27 16.77 206 44 27.32
$4,000 4 213 249 . 36 168.90 271 58 27.22
84,950 13 257 301 A4 17.11 328 7 27.62
$10,000 2 1,456 1,667 210 14.42 1,822 366 25.13
$50,000 1 23,997 26,763 2,761  11.51 28,466 4,469 18.63

passage of the new tax bill last Octo-
ber was ‘apparently based on the in-
crease in tax to be withheld from
wages beginning Nov. 1, instead of on
the increase in tax you will pay for
the full 1951 year.’

*“The gimmick was the sizable cred-
it which everybody was allowed on
the tax paid last spring on patt of his
1950 income. . . . .

“*‘The Revenue Act of 1951, Mr.
Peabody explained, ‘eliminated the 13
per cent credit allowed on the first
$400 of tax granted under the 1950
law. So it is obvious that the percen-
tage increase over the 1950 rate is at
least 15 per cent of the first S100 of
tax.

“ ‘It is believed that the loss of this
13 per cent cut affects a large majority
of taxpayers. The rest lost a reduction
of 9 per cent under last year’s law.

*“*As the increased rates . . . did
not become cifective until Nov. 1 their
full eftect won't be felt until next year.
Then most persons will pay between
27.25 and 28.25 per cent more than
they would have paid on the same in-
come at 1950 rates.” ”

Thus, the real impact of the new
tax increase is on the workers and low-
er middle classes and won’t be felt un-
til March 15. At that time, those whn
have regularly been receiving sizable
refunds because too much has been
withheld will find that they get little
or no refund, while others will find
that they have to pay substantial addi-
tional sums to the government. The
impact on March 15, 1953 on 1952 in-
comes will be even greater, as indi-
cated, without any further increase in
the income tax.

There is no need to cite the in-
creases in excise taxes on liquor, ciga-
rettes, gasoline, elc., or other regres-
sive featurcs of the Revenue Act of
1951, The facts are there for ail who



wish to take an unbiased look at them.
It is frequently argued, however, that
regardless of justice, etc., it is neces-
sary to increase taxes more heavily on
the lower income groups because that
is the only way to reduce consumption
of consumer commodities that are
draining materials away from war out-
put, and that inflation cannot be pre-
vented without mopping up the “ex-
cess income” of the low-income masses.
Both arguments are basically false, as
Kreps demonstrates.

“THE THIRD FALLACY requiring ex-
posure to facts,” observes Kreps, “is
the notion that 60 per cent of the peo-
ple must do 60 per cent of the con-
sumption.” As exposure of this tenden-
tious argument in favor of increasing
taxes on the lower income groups, in
order to restrict consumption and
thereby save critically needed mate-
rials, he offers the evidence contained

in Table VII, submitted by Professor

Musgrave in testimony before the

Joint Committee on the Economic Re-
port.

Comments Kreps: “Those getting
less than $3,000 (representing 54 per
cent of the spending units) buy only
26 per cent of the durable goods, only
27 per cent of the liquor, 28.8 per cent
of all goods at retail excepting food,
and make only 31.3 per cent of all
consumer expenditures.

“On the other hand, those getting
over $4,000, comprising only 27 per
cent of the spending units, buy 54 per
cent of all durable goods, 50.5 per cent
of the liquor, 51.2 per cent of all goods
sold at retail excluding food, and ac-
count for 48 per cent of all consumer
expenditures. /¢t is the spending of
those getting over $4,000 that must be
curbed if a major frontal attack is to
be made on the problems of restricting
consumption.” (Italics mine~T. N. V.)

The apologists for the bourgeoisie
also like to argue that it is the low-
income masses who are responsible for
the inflationary pressure generated by
excess demand. The masses, they
claim, hold the bulk of savings. This
“hot” moncy, they assert, will be used
to push up prices unless the tax col-
lector relieves the mass of the popula-
tion of “huge” savings. Nothing could
be further from the truth. The over-
whelming portion of personal savings
has always been concentrated in the
hands of the upper five or ten per cent
of the population.

Writes Kreps: “Actually, the amount
of United States Government bonds
and ‘savings and checking accounts
held by the majority, that is, the 26,
000,000 consumer units *getting less
than $2,700, is only 27.1 per cent of
the total. In so far as there is a ‘hot
money' problem with respect to E-

bonds in 1950 or 1951, it is for the )

56

TABLE Vit

ESTIMATED DISTRIBUTION OF CONSUMER EXPENDITURES FOR 1948*
{in Per Cent of Totol)

Spending Retail
Unit Total ' Retail Sales
Income Retail Food Less Liquor Tobacco Durable
Brackets Sales Salest Foodt Sales Salest Sales
Under $1,000 .......... 4.1% 3.9% 9% 3.9% 2.2%
31.000—i $1,999 ........ 9.3 11.4 8.2 8.9 1. 5.6
$2,000—$2,999 ........ 20.6 16.7 17.2 211 18.2
$3,000——83,999 21.8 20.1 22.5 22.9 20.0
$4,000—$4,999 ........ 14.2 14.5 12.7 14.3 158
$5,000—8$7,499 ........ 14.8 16.9 16.4 14.1 17.0
$7,600 and over ...... 13.3 19.8 214 122 21.2
TOTAL 100.0 100.0 100.0 100.0 100.0

*Taken from Kreps, ap cit., source: Hearings, Joint Committee on the Eco-
nomic Report, on January, 1951, Economic Report of the President.

$Totals do not add to 100 per cent due to rounding.

most part a middle and upper-income
bracket prablem. They are the only
groups that have any substantial quan-
tities of E-bonds or other liquid as-
scts left. The lower income groups
have for the most part sold theirs,

“In 1949 more than half the popu-
lation failed to save a dime. In fact, on
balance, their dissaving has continu-
ally increased though, of course, there
still remain a minority even in the

Jowest income brackets that manage

to save despite the fact that the ma-
jority do not. On the other hand, the

savings of the top tenth have increased

so much that in 1949 their net savings
exceeded the total of all net savings
in the country. In other words, on bal-
ance, the lowest 90 per cent in the in-
come scale saved nothing.”

Moreover, adds Kreps, “since V-J
Day, about twelve-and-a-half million
spending units have parted with all
the savings bonds they owned. ... In
short, *hot money’ in large amounts is
primarily not a mass-income bracket,
but an upperincome bracket phe-
nomenon.” :

The workers and lower middle clas-
scs, thus, were not responsible for the
orgy of consumer buying following the
outbreak of the Korean war. On the
contiary, it was the bourgeoisie and
upper middle classes, the only ones
with the income, savings or credit to
permit  widespread advance buying
and hoarding, particularly of durable
goods, who- built up private inven-
tories in precisely the same manner as
businessmen accumulated huge inven-
worics. While inflation is inherent and
permanent under the Permanent War
Economy, as we have previously dem-
onstrated, the engine of inflation is
always and nccessarily the accumula-
tion and expenditure of surplus val-
ues on the part of the bourgeoisie.

We need not be particularly con.

cerned with Kreps' conclusions, for his '
position is the traditional one of the’

liberals and intellectuals. As such, it

. will receive brief comment below. His

[E—

case against heavier taxes on mass in-
comes, however, is most cogently
made. It is well to have the data be-
fore us when evaluating the position
of the various classes with respect to
taxation.

“. .. any new tax falling on those
getting less than $3,000 will cut pro-
duction much more than it will cut
or divert consumption.” In support of
this contention, which is based on the
fact that “tens of millions of families
have had their budgets so cruelly cut
by inflation that minimum standards
of health and productivity are being
eroded away,” Kreps offers the follow-
ing income analysis, which we present
below as Table VIIL.

“To be sure,” states Kreps, “cco-
nomic literature abounds in contro-
versies concerning the ‘efficiency level’
of consumption or the level of ‘mini-
mum nceeds.’ Thus, for example, the

. minimut health and decency budget
cu}‘rehgly published by the Bureau of
Labor Statistics is one so high that
cven at current high levels of national
income, nearly three-fourths of the
population fail to attain it.

“Yet in quantitative terms even that
budget hardly seems luxurious or ex-
cessive. It provides, for example, that
2 man can buy a top coat only once in
ten years, that his wife can have only
one new cotton street dress a yea#;
that her wool dress has to last five
years. The family can buy a low-
priced car only once every 15 or 16
years. Other durable goods such as
cook stoves, refrigerators, washing ma-
chines, vacuum cleaners, sewing ma-
chines, have to last 17 ycars or longer.
In quantitative terms, such a budget
level seems a considerable distance re-
moved from luxury consumption, yet
at 1950 prices the income cstimated

" by the Burcau of Labor Statistics as
necessary to finance this standard of
living is $1,630 for a single person, and
$2,3%0 for a married couple.

.-“Ln order 1o be highly conservative,



the figures in Table VIII have been
computed on a basis more than one-
third lower than the BLS figures. . . .
Even on this basis, as the table clearly
indicates, the tens of millions of fami-
lies and single individuals who re-
ceive less than $2,000 a year come
short by many billions of dollars in
obtaining the income necessary for
efficicncy consumption and produc-
tivity. As a defense mcasure, incomes
not higher than cfficiency levels ought
to be kept inviolate and not further
lowered by general sales taxes or gen-
eral manufacturers’ excise taxes.

“Table VII likewise indicates
where the money in excess of such a
minimum may be found. Of the total
of roughly $44.5 billion in 1948 that
may have been available in cxcess of
minimum need, $17.2 billion, or 40
per cent was in the hands of persons
with incomes of $10,000 or over; an-
other 22 per cent in the hands of per-
sons receiving over $6,000 but less
than $10,000; more than 23 per cent
in the hands of persons receiving over
$4,500 but less than $6,000; and less
than 8 per cent in the brackets below
$8,000."

THAT TAXES HAVE BECOME a major
arcna of the class struggle can be seen
from the sharply divergent position of

the various classes with respect to pro-
posals for increased taxation and the
bitterness that conflicts over taxation
have engendered. With taxes taking
a steadily increasing proportion of
current output in order to finance the
war machine and its inevitable bu-
reaucratic apparatus, it is only nat-
ural that this should be the case. The
impact of taxation in general has be-
come so great that all classes and all
income levels feel “hurt in the pocket-
book,” which is-popularly believed to
be the severest hurt of all. At any rate,
it is a fact that today no major busi-
ness transaction is consummated or
policy adopted without careful exami-
nation of the impact on the tax posi-
tion of the corporation or stockholder
involved.

There has likewise been a notice-
able trend toward crystallization of
opposing and conflicting class posi-
tions with respect to taxation policy.
Although an element of fluidity in
class positions and attitudes toward
various proposals to increase tax rev-
enues still prevails, we can distinguish
sharply among the positions of the
more class conscious strata, especially
the industrial bourgecoisie as repre-
sented by the N.A. M., organized labor,
particularly its left wing as represent-
ed by Reuther, and class-conscious
socialists. The most fully developed

and highly articulated class position

is that of the N.A.M. for a uniform
manufacturers’ excise tax. Thg N.A.M._
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TABLE Vil

INCOME RECEIVED AND ESTIMATED MINIMUM INCOME REQUIRED
FOR FAMILY MAINTENANCE BY INCOME CLASSES—1948*
(Billions of Dollars)

Estimated} Deficiency (—)

Federal Income Amount or Excess of
Adjusted Adjusted Personal After Needed Ineome Over
Gross Gross Iicome Federal for FEstimated
Income Income Tax Income Mainte- “Minimum
Classes Received} Liability Tax nance Need"
Under $1,000 ..... $.1 $4.2 $11.8 —$7.6
$1,000—81,499 2 6.3 9.5 — 3.2
1,600—81,999 A4 10.1 11.6 — 14
$2,000—$2,499 7 134 12.7 A
$2,600—52,999 ... .9 16.0 13.1 2.9
$3,000—$3,499 ... 1.0 16.3 11.4 4.9
$3,600—$3,999 ... 1.0 14.2 8.9 5.3
4,000—8%4,499 ... 9 12.1 6.8 5.3
$4,600—8$4,999 ... 8 8.9 4.6 4.3
$5,000—§5,999 ... 1.1 11.5 5.3 6.2
$6,000—$9,999 . 1.8 15.4 5.6 9.8
$10,000 and oyer ...... 26.8 6.6 20.2 3.0 17.2
TOTAL il 164.2 15.4 148.8 104.3 44.5

Office.

*Taken from Kreps, op cit.,, source: Joint Economic Report, Senate Report
No. 210, 82nd Congress, 1st session, April 2, 1950, U. S. Government Printing

1Statistics of Income 1948, Part I (Preliminary).

tEstimated on the basis 3f number of families by size groups within each
income class multiplied by an estimated minimum income figure needed to
sustain a family of a specified size—i.c., $1,000 for each individual living
alone; $1,500 for two person families; $2,000 for three, $2,500 for four, $3,000
for five, $3,600 for six, and $4,000 for families of scven or more persons.

position was adopted in 1949 and isl
presented in its post-Korean forn in a
basic study entitled 4 Program to
Combat Inflation by Paying-As-We-
Go, approved by the N.A.M.’s Board
of Directors on February 21, 1951 and
published as Economic Policy Divi-
sion Series No. 38. Its chief features
are put forth in a popular catechism
of 34 questions and answers on “A
Manufacturers’ Uniform Excise Ver-
sus A Retail Sales Tax,” appearing as
a special report of NAM News, May 5,
1951.

We need not be concerned with the
internecine quarrel within the bour-
geoisié between the advocates of a

JFederal retail sales tax and the N.AM.

advocacy of 2 manufacturers’ uniform
excise tax. Both arc taxes on consump-
tion to be paid by the consumer, re.,
those least able to afford higher taxes.
Both are designed to shift the major
burden of taxation to the workers and
lower middle classes. Advocates of
both positions are prepared to accept
cither method as offering the best pros-
pect of maintaining the wealth and
power of the bourgeoisie and still as-
suring needed support for the capital-
ist state. Aside from technical differ-
ences, the major dispute is one of per-
spective. Advocates of the retail sales
tax, representing less reactionary seg-
ments of the bourgeoisic and their
supporters, view such measures as
“temporary,” to be repealed after the
“emergency” is over. The N.A.M,, on
the other hand, states catcgorically:
“For the purposes of the long-range
future, this uniform tax at a moderate

rate should be regarded as the basic
federal excise, to be carried through
into the period beyond the defcnse
period, or even a third war, as a per-
manent featuve of federal taxation.”
(Italics in original.)

The N.AM. is quite open in its
objective. Catechism 5 goes: “Q. Why
has the NAM recommended a uniform
excise tax? A. This recommendation
is made for two reasons: 1-TO COR-
RECT THE DEFECTS OF THE EX-
ISTING FEDERAI. EXCISE SYS-
TEM. ... A uniform cxcise tax across
the board on all consumer purchases
would introduce equality of tax bur-
den in proportion to purchases of
consumer goods. It would put all pro-
ducers on a par in competing for the
consumer dollar. . . . 2—=TO ESTAB-
LISH A BROAD BASE OF CON-
SUMPTION TAXATION. The dis-
tribution of a part of the total tax
load over income as it is spent will
make possible the levy of less heavy
taxes on income as it is received. Thus
the attainment of the dual objective
of high-level production and consump-
tion would be less hamperced than by
extreme concentration of taxes on in-
come as received, a policy that would
diminish the incentives to work in
order to get income.” (Italics mine—
T.N.V)

If the motivation is not entirely
clear, we can citc catechism 13. Be-
cause of its touching solicitude for the
general welfare, and its conscious and
unconscious revelation of NAM phil-
osophy, we reproduce it in full:

Q. Would a manufacturers’ uni-
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lion the tax burden on families with
incomes ranging upward from $5,000
and shifted an equivalent burden onto
those with income below $5,000. More
than $3 billion of the savings in the
upper brackets would have been
gained at the cxpense of those with
incomes of less than $4,000 a year.. ..

“In terms of its impact on individu-
al families, the NAM proposal as of
1948 would have been equivalent to a
wage cut of $133 a year, $2.56 a week,
or 6.4 cents per hour for spending
units whose breadwinners earn less
than $1,000 a year. For thase carning
§7,500 or more the NAM seeks an in-
come increase averaging $1,760 a year,
$33.85 a week or 84.6 cents an hour,
on the basis of the 1948 situation.”

The interesting part of the Reuther
statement, however, is not so much
the criticism of the NAM proposals, or
the existing tax structure, which
largely parallels the material present-
cd herein, especially the position of
Kreps, but his proposal to adopt a
spendings tax as an equitable anti-in-
flationary device. To quote from the
press release swmmarizing his state-
ment: “The kind of tax on spending
« proposed by Reuthier was proposed by
the Treasury Department in 1942 af-
ter extensive study by the department.

“*As far as we have been able to
dctermine,” Reuther said, ‘the pro-
posal was never given adcquate con-
sideration in Congress.”

“In describing how the tax on
spending would work, Reuther said:
‘In essence, the Treasury proposed
(in 1942) that spending above speci-
fied exemption levels be taxed on 2
graduated basis. To take a hypotheu-
cal example, suppose an exemption
of $1,500 per person were allowed. In
that case, a family of four would be
liable under the spending tax only if
its spending excecded 36,000 a year.
For purposcs of this example, we can
assume tax rates equal to the surtax
rates proposed by the Treasury, which
were as follows:

Spending

.$1,000 to $2,000 above exemptions ..
$2,000 to $3,000 above exemptions ..
$3,000 to $5,000 above exemptions ..
$5,000 to $10,000 above exemptions
Over $10,000 above exemptions ...

v

“‘Thus, a family of four which
spent a total of $7,000 would be liable
to a spending tax of 10 per cent on
the last $1,000 or $100. A similar fam-
ily which spent $10,000 would have to
pay a tax of $1,000. A four-person fam-
ily spending $25,000 would pav a
spending tax of $10,650. '

“*Such a tax would obviously be a
powerlul deterrent to nonessential
spending. Yet if the exemption leve!
werc set high enough, no fanily woull
be hampcied in the purchase of ne-

Tax Rate

Less than $1,000 above exemptions ...... 109%

.. 20%
30%
40%
50%
75%
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«cessities. Every well-to-do family could

maintain a high standard of living—
only its standard of luxury would be
somewhat curtailed. Proper exemp.
tions would assure that only nonessen-
tial spending would be taxed. Exemp-
tions would protect large families,
who would suffer worst under a sales
tax.””

While the administrative difficulties
in collecting and preventing evasion
undler a spendings tax would be vastly
greater than Reuther is willing to ad-
mit, the proposal merits serious con-
sideration, especially if the main em-
phasis in future tax programs is to be
prevention of inflation. Although
Reuther indicates that the revenue to
be anticipated from a tax on spending

along the lines he proposes would be

about 810 billion, it is extremely
doubtful, given its administrative dif-
ficulties, that a spendings tax could be
relied on to close the gap in the Fed-
eral budget. This is our major objec-
tion to the Reuther proposal, for a
tax program to be politically effective
must point the way toward an end of
deficit financing. Nevertheless, if the
trade unions show any disposition to
cspouse the spendings tax, socialists
should unhesitatingly give it complete
support.

THE LIBERAL POSITION with respect
to taxes has been indicated by the ma-
terial cited from Kreps. Fundamen-
tally, as exemplified by the A.D.A,, it
operates within the present tax struc-
ture, concentrating chicfly on elimi-
nating present tax loopholes that

benefit the wealthy. Most emphasis is
usually placed on removing the split
income provision, although Kreps also
wants to ‘‘regraduate tarifls down to
maximum of 10 per cent.” The liber-
als worry about both “not raising
taxes so high as to impair incentives
to work” and “placing the main bur-
den on those who can afford to pay it.”
Their dilemma increasingly reficcts a
central contradiction of the Pcrma-
nent War Economy.

The liberal position roughly coin-
cides with that of the Administration,
and is quite close to that of the labor
bureaucracy. In the popular vernacu-

lar, it may be summarized as “Let’s

have both guns and butter.” As civil-
ian standards of living are impaired
under the pressure of increasing war
outlays, the liberals necessarily make
concessions to the position of big capi-
tal, which may be summarized as
“Morc guns and lcss butter.”

I is particularly important, how-
ever. that all possible forces be united '

against the bourgcois contention that
they do not have thc money [from
which additional taxes could come,
even if their incomes were to be con-
fiscated. This pulpable falsehood is

paraded not only by the NAM, as re-
vealed above, but by every segment of
the big bourgeoisie. Their financial
and cconomic writers take particular
delight in cxpatiating on what they
mistakenty regard as a basic fallacy in
the position of everyone else. Writes
Edward H. Collins, chicf financial
writer of the New York Times, in his
column of October 15, 1951: “The
rapidly. contracting elbow room lcft in
the upper individual income brackets
is illustrated by a segregation ol in-
comes of $10,000 or higher. If all such
income were to be taxed at the rate of
100 per cent, according to a recent csti-
mate by Harley Lutz [tax consultant
to the NAM-T.N.V], the yield
would amount to only $3.5 billion.

“And the pending lcgislation proposes

to take one billion of this.”

Lawrence Fertig, economist apolo-
gist for the bourgeoisic, repeats the
same argument in the New York
-World-Telegram and Sun of June 11,
1951, by citing statistics from Treas-
ury Sccretary Snyder’s report of Febru-
ary 5, 1951: (see box beclow)

“Look carefully at these figures.
Obviously the raising of three to four
billion of extra income taxes will have
to come mainly from the citizens of’
moderate incomes because the steeply
progressive income tax has already
stripped the higher brackets.”

The answer to the canard that there
is only $3.5 billion lcft to be taxed in
the over $10,000 income bracket is
that the Treasury presents all kinds of

tax figures and a certain amount of
obvious care must be exercised in
using them, as a letter to the editor
of the New York Times by George W.
Hewitt, published on November 22,
1951, reveals. The Lutz-Collins-Fertig-
NAM-etc. conclusion that there is
practically no money left to be taxed
within the bourgeoisie is based, appar-
ently, on Table 13 of Secretary Sny-
der’s report, where the data are based
on “surtax net income.” The same
Treasury report, Table 12, shows that
only 7 per cent of “gross income” is in
the under-$2,000 class.

The manipulation, to which the
Treasury has wittingly or unwittingly
contributed, is explained by Mr. Hew-
itt as follows: “But there are two de-
partures from previous usual custom
found in Table 13 thataccentuate this
segregation of taxable income in the
lower-income brackets and away from
the higher brackets, which in our
opinion may lead to misunderstand-
ing of the conclusions reached. First,
married joint returns are considered
as two taxpayers, each with half of the
combined surtax net income. Second,
amounts subject to the 50 per cent al-
ternative rate on long-term capital
gains are excluded {rom income.
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"INDIYIDUAL TAXABLE NET INCOME FOR 1951
(In Billlons)
Surtax Pregent . Total Tax-
Brackets Tax Resgidue able Net
i :
Under $2,000 ... $12.5 $50.2 $62.7
$2,000—%$4,000 ... . 23 8.2 . 106
$4,000—5$10,000 . 2.5 6.3 8.8
$10,000—$20,000 1.8 2.3 4.1
$20,000 and over .. 2.8 1.2 4.0
TOTAL ..ooeeerrrrrrrennen. 21.9 68.2 90.1

“In the great majority of cases it is
the husband’s income that determines
the family status, the wile ordinarily
having little or no income. We com-
monly think of a family in which the
husband has a $22,000 salary, for ex-
ample, as being in the above-$20,000
class as to gross income and slightly
below $20,000 on taxable income clas-
sification. But in Table 13 viewpoint
we will have two incomes, each of
which will be classified as under
$10,000. As married people making
joint returns are 3.5 to 1 in ratio to
single taxpayers, this detail should be
held definitely in mind when drawing
conclusions as to taxable income to-
tals in certain groups.

“As to exclusion of long-term . capi-
tal gains from income, we do not see
how this can be done logically, when
the Government has already set the
precedent by including 50 per cent of
these gains in adjusted gross income.
That much of these sales is surely to
be considered as income.

“Few persons have relerence to
Table 13 in the Trcasury report.
When conclusions are drawn from this
table and presented to us it would be
helpful to have notations made of the
conditions governing the tabulation.
But simpler and clearest would be to
present surtax net incomes and tax
based on adjusted gross income brack-
ets and taxable returns.

“In this method of presentation it
would be found that in gross income
classification of over $10,000 the total
taxable income of that group is $28.4
billion and tax is $9.9 billion, the dif-
ference between income and tax being
$18.5 billion. In gross income classifi-
cation of over $4,000 the total taxable
income is $62.4 billion and tax $16.9
billion, the difference between income
and tax being $45.5 billion.”

Moreover, without reference to the
split income feature and the omission
of capital gains income, it is obvious
that the income of those in the $10,000
and over surtax bracket is also includ-
ed in all lower surtax brackets. The
claim that bourgeois incomes have
been virtually confiscated by high in-
come taxes stands revealed as a miser-
able deception—one that on the part

of the professional apologists ol the
bourgeoisie is either conscious, or they
are guilty of gross incompetence in the
handling of economic data.

Such chicanery and stupidity have,
however, apparently had some effect,

for an editorial in the Vorld-Tele-

gram and Sun of October 11, 1951, re-
veals that a Gallup poll shows 59 per
cent of the population in favor of lim-
iting Federal incomc taxes to a maxi-
mum of 25 per cent of anybody’s in-
come. It is also revealed that a consti-
tutional amendment for such an in-
come tax limitation has already been
endorsed by 25 states. If 32 states go
on record for such a himit, Congress
will have to reckon with a constitu-
tional barrier to higher income taxes.
In fact, such a limitation would re-
duce existing income taxes, and auto-
matically guarantee adoption of the
NAM tax program.

A CAPITAL LEVY is the only rational
approach to the current problem of
taxation. That is the socialist answer

ASSETS OF BILLION-DOLLAR COMPANIES
(In Millions of Dollars)

Company
Bell System

Metropolitan Life

Prudential Life

Bank of America

" Equitable Life

National City Bank
Chase National Bank

New York Life
Standard Oil (N. J.)

General Motors

John Hancock

Guaranty Trust

U. S. Steel Corp.

Manufacturers Trust

First National (Chi.)

Northwestern Mutual

Continental Ill, Nat’l

Pennsylvania RR

Mutual Life (N. Y.)

Travelers Insurance

E. L. du Pont

Southern Pacific Co.

New York Central

Bankers Trust, N. Y.

Sec. First Nat’l (L. A.)

Aetna Life

Central Hanover Bank (N. Y.)

Mellon National Bank

Chemical Bank & Trust

Standard Oil (Ind.)

Socony-Vacuum

Consolidated Edison Company .

First National, Boston

National Bank of Detroit

Pacific Gas & Electric

Texas Company

Northwestern Banecorp. .

Massachusetts Mutual
Santa Fe Railway

Irving Trust

Gulf 0il

Ford Motor Co.*

Bank of Manhattan

Bethlehem Steel Corp.

Penn Mutual

Mutual Benefit

General Electric

First Bank Stock

Marine Midland

Union Pacific

Baltimore & Ohio

Standard Qil California

Cleveland Trust
Commonwealth Edison

I. T. Financial

New England Mutual

American Tyrust San Francisco

Sears, Roebuckt

TOTAL

Dec. 31, 1950 Dec. 31, 1949
$11,576 $10,776
10,338 9,708
8,924 8,325
6,863 6,250
5,702 5,269
5,526 5,052
5,283 © 4780
4,908 4,675
4,188 3,816
3,444 2,824
2,960 2,697
2,940 2,781
2,829 2,656
2,773 2,452
2,599 2,461
2,594 2,443
2,591 2,553
2,345 2,280
2,143 2,075
1,995 1,879
1,974 1,749
1,854 1,760
1,843 1,775
1,838 1,624
1,824 1,713
1,812 1,643
1,770 1,602
1,718 1,424
1,714 1,693
1,640 1,551
1610 - 1,472
1,604 1,602
1,602 1,528
1,668 1,366
1,513 1,322
1,449 1,368
1,446 1,352
. 1,395 1,313
- 1,379 1,205
1,360 1,187
1,344 . 1,216
1,343 1,149
1,320 1,232
1,814 1,166
1,300 1,241
1,209 1,288
1,277 1,171
1,273 1,227
1,266 1,199
1,247 1177
1,243 1,220
1,233 1,158
1,222 1,120
1,194 1,115
1,174 996
1,170 1,083
1,091 992
1,033 808
147,782 136,730

*Ford Motor reports once annually in September to Massachusetts State Tax Com-
mission. Latest figures given above are for Dec. 81, 1949 and Dec. 31, 1948,

tFiscal year ended Jan. 31, 1951,

u



to the NAM tax program and other
proposals to make the working masses
bear the main burden of supporting
the war cconomy. A levy on capital is
not only just since the war economy
has as its primary aim the protection
of the wealth and power of the capi-
talist class, but it is the only method
of taxation that can readily and easily
raise the huge sums that the bour-
geoisie claim are necessary to support
the capitalist state.

Historically, socialist parties, par-
ticularly in Europe, have traditionally
mentioned a capital levy whenever
the problem of taxation has become
acute, but the literature on the sub-
ject is rather sparse. In the United
States, a proposal for a graduated
capital levy was made by former Sen-
ator Elmer A. Benson of Minnesota.
The Benson proposal was inserted in
the Hearings on the Revenue Act of
1942 by Benjamin C. Marsh, repre-
senting the “People’s Lobby.” “The
proposed tax or capital levy would be
in effect for 1 year and would be levied
on the total value of all- property
owned by individuals at a graduated
rate from 1 to 20 per cent, and the
tux would be payable in 18 monthly
instaliments with a 6 per cent discount
for payment in advance. Married per-
sons would be given a credit in paying
ihe tax of $500 and single persons a
credit of $300.”

The Benson capital levy was a naive
proposal, whose rates on personal
property would run from 1 per cent
on $10,000 and under to 20 per cent
on all personal property over §1 mil-
lion. It would have been difficult to
collect and would not have raised any
great sum;, lor the major capitalist
wealth is owned by corporations.
Moreover, there is little point in at-
tempting to assess personal wealth
that is not functioning as capital. It is
capital that is responsible for the de-
velopment of the Pcrmanent War
Economy and it is capital that should
be taxed to provide the finances that
the bourgeoisie consider to be neces-
sary. '

To keep the capital levy simple and
easy to administer, it should at this
time be asscssed not on all corpora-
tions, but on those with assets in ex-
cess of St billion. There were 58 such
billion-dotlar companies at the end of
1950, whose combined assets totalled
almost S48 billion. A 10 per cent
capital levy on corporations whose as-
sets exceed one itlion dollars would
therefore raise $13 billion, This would
be mote than ample 10 balance the
Federal budget, even alter rescinding
the increases provided undex the Rev-
nue Act of 1951,

A survey by Alfred F. Connors,
copyright by United Press, was pub-
lished toward the middic of 1951 on
the firms with assets in excess of one
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billion dollars. The list below was
taken from the New York World-
Telegram and Sun, and compares
these 58 Icading cm'porations' assets
at the end of 1950 with end of 1945.

The 58 largest companies, ranked
by their assets at the of 1950, can be
grouped as follows:

Number Type Assets
(Billions)

16 Insurance Companies $59.4

20 Banks © T 483

6 Manufacturing 12.2

6 Oil 11.5

6 Railroads 9.9

3 Publie Utilities 4.3

2 Miscellaneous 2.2

68 All types 147.8

1t will be seen that 35 banks and in-
surance companies account for $107.7
billion, or almost 73 per cent of the
total assets of the leading 58 billion-
dollar firms. Thus, if it be objected
that a capital levy of 10 per cent on
gross assets would create insurmount-
able difficulties as the banks and in-
surance companies may not have a 10
per cent equity in their total assets,
our proposed capital levy can easily
be transferred to a 10 per cent tax on
all corporations with net assets in ex-
cess of one million dollars.

Such a tax on capital would easily
raise more than enough to balance the
Federal budget after rescinding the in-
creases contained in the Revenuc Act
of 1951, for a glance at Table VIIL-A
of Part III (THE NEW INTERNATIONAL,
May-June 1951) shows that the book
net assets of 3,304 leading corpora-
tions on January 1, 1950 totalled
$101.9 billion. Since that compilation
by the National City Bank excluded
the banks and insurance companies,
there cannot be more than $40 billion
of duplication even if there wére no
difference between net and gross as-
sets. The banks and insurance com-
panies, however, should not escape
from a capital levy, as of all privatcly
owned institutions they are the most
parasitic and are strong candidates for
nationalization even under capitalism.

A 10 per cent capital levy on the net
assets of all business firms avith net as-
sets over $1 million would therefore
yield at least $15 billion. Most cor-
porations could pay such a tax out of
surplus and undivided profits. Those
that could not could cither borrow
the money or arrange to turn over
dn equivalent amount in shares of
stock to the government, suflicient to
pay their capital levy tax liabiliy.

In other words, contrary to the po-
sition of the NAM that taxes must be
paid out of current income, there is
no reason why taxes cannot be paid
out of past income by those who have
accumulated capital through exploit-
ing the labor of others. To the extent
that the workers and lower middle
classes own stock in corporations that
would be subject to the capital levy,

they will gladly reduce their equity
in such mcans of ownership by 10 per
cent.

Of course, the rantings of the bour-
geoisic and their paid hirelings against
a capital levy can easily be imagined.
They will cry “socialism,” as if that
were an argument. Actually, a capitat
levy is possible only under capitalism,
although it might well be a step in the
direction of sociaiism. It is doubtful,
however, that a 10 per cent levy on
capital would seriously impair the
functioning of capitalism. They will
also “argue” that a capital levy is in-
flationary, for corporations “would.
have to increase the prices of their
commodities and services sufficiently
to recoup the losses of capital arising
from the capital levy.” Why this fol-
lows would be clear only to those who
belicve that the rights of property are
sacred and at all times to be placed
above human rights. In any case,
maintenance of price control would
prevent a sudden recoupment of the
capital that has becn taxed away. If
anything, a capital levy would be de-
flationary for capital accumulation is-
one of the main contributing forces
to inflation.

IFr THE BOURGEOISIE object to a 10
per cent capital levy as too radical, we
can offer them as an alternative the
proposals of two of their most emi-
nent spokesmen. We refer first to the
late President Roosevelt and his pro-
posal that during World War II a
ceiling of $25,000 be placed on. indi-
vidual incomes. If such a proposal
possessed validity at that time, as it
did, it is surcly even more germane to
a fight for capitalist survival against
Stalinism, which is the underlying
raison d’étre of the Permanent War
Economy today.

And, if Roosevelt was too radical
for the American capitalists, we give
them that arch-capitalist, Bernard M.
Baruch, who wrote a 500-page hook in
1941 called American Industry in the
War, the main theme of which is
“Take the Profit Out of War.” In his
testimony on the need for price con-
trol, published i the New York

Times of September 20, 1941, Baruch
amazed his fcllow capitalists by stat-
ing:

“We have talked for years of taking
the profit out of war. Price control is
onc of the ways to do it. The infla-
tionary process affords an opportun-
ity to many to rcap huge rewards,
while the average person with a fixed
income must tighten his belt
America, which has refused to take a -
foot of territory for its own war profit,
should show the way so that its citi-
zens shall not profit from war. I can-
not emphasize this too strongly. We
have talked about it, we have written
about it, we have preached about it,



which is another characteristic of the
Permanent War Economy stage of
capitalism. The figures suggest that
about 10 per cent of total output must
be spent in the form ol war outlays
before the latter become significant in
their impact.” (The New Internation-
al, January- February, 1951, p. 38.)
Actually, what has happened is that
_the ratio ol war outlays to total out-
put is beginning to decline. This
trend was already evident prior to the
start of the new Stalinist “peace of-
fensive.” It appears likely that it will
become more pronounced in the near
future. There is still no evidence,
however, that capitalism intends to
abandon the Permanent War .Econ-
omy. Both political and economic
considerations clearly exclude such a
variant.
~If we revert to the analogy of
“habit-forming drugs,” used in the in-
troduction to Part IIT of the series on
the Permanent War Economy, “In-
creasing State Intervention,” (cf. The
New International, May-June, 1951,
p- 182), we can refer to the economy as
a drug addict. War outlays are the
drug which has sustained a high level
ol economic activity. As is apparently
the case with pathological drug ad-
dicts, a constantly increasing dosage
is required in order to maintain the
same cifects of activity as previously.
The measurement of the “dosage” is
the ratio of war outlays to total out-
put. Even a stable ratio of war outlays
lcads to a process of atrophy setting
in. ‘The “appetite” of the economy for
war outlays increases steadily. If the
ratio of war outldys to total output,
although significant, merely remains
level, tendencies toward a slackening
in activity begin to appear in various
sectors. If, on top of this, an.actual
decline in the ratio of war outlays to
total output is to be recorded, then
dcflationary consequences are un-
avoidable. How much deflation is, of
course,. another question. There can
be deflation without depression, in
any recognizable meaning of the term.
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Inasmuch as it is now more than

two years since the basic calculations -

were made in the development of the
theory of the Permanent War Ecov-
omy, we can now substitute actuals
for our cstimates. This 1s done below
for the period 1949-1952 inclusive.
Our concept of measuring the ratio
of war outlays by comparing direct
and indirect war outlays to net na-
tional product remains as hetetofore
stated. Qur concepts of direct and in-
direct war outlays, however, have un-
dergone some modification because in
the interim Commerce has redefined
and republished the Federal war com-
ponent of Fedcral government pur-
chases of goods and services. This has
been in the form of a series entitled
“national security,” which is broken
down into “national defense” and
“other national security.” The defini-
tions, contained in the July, 1952, is-
sue of the Survey of Current Business,
are: “national defense purchases com-
prise the purchases of the Atomic En-
ergy Comjnission, Defense Depart-
ment, Maritime Administration (be-
fore 1950), National Advisory Com-
mittee for Aeronautics, and Selective
Service System, together with pur-
chases for. the programs of defense
.preduction and cconomic stabiliza-
tion, foreign military assistance ad-
ministered by Mutual Security Agen-
cy (formerly Mutual Defense Assist-
ance program), and the stockpiling of
strategic and critical materials.” This
is a broader concept than we previous-
ly used, and involves shifting from in-
direct to direct war outlays such pro-
grams as atémic encrgy, foreign mili-
tary assistance and military stockpil-
ing. There can, however, be no
objection to this revised definition of
war outlays. '

The “other national security” serics
of Commerce forms only one part of
our concept of indirect war outlays,
for it is defined as comprising those
purchases of “the Maritime Adminis-

WAR OUTLAYS, 1949-1952
AND THEIR RELATIONSHIP TO TOTAL OUTPUT
) (Dollar Figures in Billions)

1952+ 320.4 46.0

government fizures,

. Net ., Col. (4)
Year National VAR OUTLA 1S Ag 9% of
Product Direct Indirect Total Col. (1)
(1) (2) 3) {4) (5)
1949 $238.9 $13.6 $13.7 $27.3 11.4%
1950 262.6 14.2 11.7 25.9 9.9
1951 304.6 337 9.3 43.0 . 14.1
8.8 . b4.8 17.1

¢Net nationnl product is derlved from gross national product for 1952, as
shown in the March, 1953, isduce of the Survey of Current Basinessg war outlays
are derived from the Commeres series on Nitional Security, towether with the
Treasury series on National Defense and Related Activities, Our estimates, there-
fore, follow the procedure expiained in the text and are depeadent upon ottelnl

tration (after 1919), National Security
Council, National Security Resources
Board, Philippinc Damage Commis-
sion, and State Department, as well as
purchases [or the following forcign
cconoinic assistance programs: those
now administered by the Mutual Sc-
curity Agency, government and relief
in occupied arcas, India Emergency
Food Aid, International Children’s
Emergency Fund, and Yugoslav Emer-
geney Relief Assistance. To this base,
we have added purchases of the Veter-
ans” Administration, as well as certain
minor governmental programs, as ex-
plained in Part 1, p. 36 of the Janu-
ary-February, 1951, issue of The New
International. ’

Th(.: differences between our revised
calculations and our earlier estimates
may be seen by comparing the ratios
of war outlays to total output, as fol-
lows:

WAR OUTLAY RATIOS

Revised Original*
1949 * 11.4% 10.6%
1V50 9.9 10.9
1951 14.1 20.0
1952 17.1 21.1

*Taken from Table 13 of Part I, Janu-
arv-Ifebruary 1951 issue of The New Ine-
terantlonal. .

Not only did we fail to take into
account the degree of inflation that
actually occurred (in fact, we deliber-
ately made no attempt to forecast the
amount of inflation), but we also un-
dercstimated the real increase in pro-
duction and  overcstimated the
amount actually spent on war outlays,
as there developed a considerable lag
between military expenditure plans
and actual purchases. There was, in
addition, of cowrse, the conscious
stretching out of the delense prograin
by the Truman Administration. The
trend line of our new series differs
markedly from the old. War outlays
have not reached the 20 per cent level,
and the necessity for direct controls
on production and prices has dimin-
ished. Moreover, the rate of increase
in the ratio of war outlays to total
production has been significantly less
than predicted, thereby encouraging
the process of atrophy to develop.

The pronounced change that has
occurred in  the ecconomic outlook
may be secn quite clearly from exam-

ining the 1952 data on a quarterly.

basis, while remembering that in our
original forecasts we had expected the
peak ratio of war outlays to be reach-
ed in 1953, as was at that time the
apparent plan. On the assumption
that net national product will show
the same trend as gross national prod-
uct, and the further assumption that
our total war outlay series will corre-

[



late closely in trend with the Com-
merce series [or total national secur-
ity, we can construct index numbers
for the quarterly ratios in 1952, with
the first quarter of 1952 as base. We
then obtain the [ollowing picture:

INDEX NUMBERS
OF WAR OUTLAYS RATIO

First Quarter 1952 ....c..ccooereerennn. ..100
Second Quarter 1952 ...
Third Quarter 1952 ... "
Fourth Quarter 1952 .......coovceeevcerernnne 102

As can be seen from the above tabu-

lation, the incidence of war outlays
during the current military build-up
reached a peak during the second
quarter of 1952. A slight decline dur-

ing the third quarter of 1952 was fol-.

lowed by*a more significant decline
in the last quarter of the year. Present
information indicates that this trend
continued during the first quarter of
1953. Here, then, we have cogent eco-
nomic reasons for the setting in of a
deflationary trend. The fact that the
ratio of war outlays to total ouput
can change in both level and direction
during the epoch of the Permanent
War Economy is a factor of enormous
importance in appraising current
trends in the economy, and one of the
more ncglected aspects of the theory
of the Permanent War Economy.

On reéxamination, therefore, we
feel that our basic conclusions remain
valid, although®certain formulations
may require modification and scveral
ol our short-term predictions are in-
validated by faulty assumptions. We
‘have, for example, referred to the
chronic character of inflation under
the Permanent War Economy. Over a
period of years, this remains true; vyet,
as we did indicate, there will be ups
and downs in the price level. Hence,
a formulation such as “This rate of
increase in the price level will con-
tinue to be maintained, regardless of
contiols, because inflation is unceas-
ing and permanent” (Part 1I, “Declin-
ing Standards of Living,” March-
April, 1951, issue of The New Inter-
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national, p. 89) is incorrect. It has to
be modificd by the demonstrable fact
that.there is a marked variation in the
ratio of war outlays to total output,
and during the period when the ratio
declines, the inflationary pressures are
reduced and, in many cases, converted
into their opposites—i.e., deflationary
Pressures. oo, o

In retrospect, it is clear that our
major error of fact was our gross un-
derestimation in the amount of capi-
tal accumulation that could be ex-
pected to take place in the period fol-
lowing the outbreak of the Korean
war. While we consciously underesti-
mated in order to maximize the
amount of civilian output available
to sustain civilian standards of living,
we neglected to take into sufficient

“account the fact that even at a 20 per

cent level of war outlays there was
room for sizable private capital accu-

mulations that did not exist in 1943- ¢

1944, when the ratio of war outlays
exceeded 40 per cent. As a conse-
quence, we have underestimated tl.le
impact of capital accumulation in
sustaining the inflationary boom. By
the same token, we have not given
full weight to the increase in produc-
tive capacity to which these unusually
large capital accumulations have
given rise.

It may help, therefore, if we set the
record straight by presenting revised
actual figures on capital accumulation
in substitution for our previous esti-
mates. As before, we cquate capital
accumulation to net investment in the
Commerce private capital formation
serics. This procedure possesses sever-
al weaknesses, especially a dubious
treatment of inventory accumulation,
but it is the only handy official series
and serves the purpose of providing
a broad picture of what has happened
in this vital scctor of the economy.

For the seven post-World War II
years, 1946-1952, net private invest-
ment totals more than $174 billion,
averaging about $23 billion annually.

NET PRIVATE CAPITAL FORMATION, 1945-1952
(Billions of Dollars)
Capital
Year Gross Consumption Net
. Investment Allowances Investment
1946 $33.3 $12.2 $21.1
1947 39.1 14.8 24.3
1948 44.6 17.6 27.0
1949 34.0 19.4 14.6
1950 48.0 21.5 26.5
1951 58.7 24.6 34.1
1952 62.4 25.9 est.* 26.5 est.
TOTAL 3101 1386.0 174.1
AVERAGE 44.3 19.4 24.9
. ‘Esgimutud assuming the sime riatio of net to gross national product in 1952
as in 1951,

“This means that on the average 10
per cent of the nct output of each
year has becn added to the capital
stock. There has, consequently, been
an enormous increase in productive
capacity. This substantial increase in
capacity manifests itself first and fore-
most in durable goods, especially con- !
sumer cdurables. Passenger automo-
biles, for example, could be produced
at a rate ol seven million a year and .
production for 1953 is expected to ex-
ceed six million. Since this comes on
top of six high production years in a
row, there may possibly be some dif-
ficulty in disposing of the entirc out-
put. The Reuther report, previously
cited, states (p.r Gi): *“The industry as
a whole, however, is becoming uneasy
about future marketing prospects.” In
fact, it is a rather open secret in. the |
trade that what prompted the recent.
price reduction in the Chrysler line is
that their cars are backed up all the
way to the factory. In short, it may
ot be long belore sales for the entire
Passenger auto industry fall short of
‘production.  Automobile production
reniains the bellwether of the civilian
economy. A similar trend may be ex-
pected in several important durable*
goods lines, thereby adding to the de-
flationary forces cnumerated above.

In discussing the increasingly high
organic composition of capital in
Part 11, “Increasing State Interven-
tion,” in the May-June, 1951, issue of
The New International, we stated (p.
150): “Precisely where the breaking
point is likely to be, no one can say,
but it is clear that the composition of
capital is already dangerously high
and constitutes a sword of Damocles,
hanging over the unsuspecting head '
of such a highly-geared capitalist
cconomy that in a few years it is pos-
sible to produce all the automobiles,
television scts, etc., that can be sold
under capitalist conditions of produc-
tion.” While precise figures are not
available, all available evidence indi-
cates that the composition of capital
has continued to increase. Theoreti-
cally, these trends ought to result in a
falling average rate of profit. Empiri-
cal evidence indicates that both the
mass and rate of profit did begin to

~decline in 1952,

If the net investment figures devel-
oped-in the previous table are com-
pared with net national product (to-
tal output) for the same years, 1916-
1952, it will be seen that the ratio is
10 or 11 per cent in all but two years.
These were 1949, when an “adjust-
ment” took place, and 1952, when a
plateau was reached and the begin-
nings of an adjustment are apparent.
In 1949, the ratio of net investment to
net national product was 6 per cent.
In 1952, it was 8 per cent.



The pressurcs previously cited that
would lead to increasing reliance on
state forcign aid, given the continued
low level of private exports of capital,
remain. To what extent the Eisen-
hower Administration ~ will . curtail
state forcign aid remains to be scen.
In any case, exports of capital, both
state and private, are unlikely to in-
crease and cannot offser the deflation-
ary trends analvzed above.

Some deflation is clearly in process
of taking place. The question re-
mains: how much? A sober consensus
is given by Thomas F. Conroy in the
New York Times of April 12, 1953:
“While the economy appears to be en-
tering a deflationary transition period
which may involve some setback and
certainly intense competition, busi-

ness and industry do not face another
1929. There are too many favorable
differences between 1953 and 1929.”

In Part V of the Permanent War
Economy, “Some Signiflicant Trends,”
Scplcn\l)cr-()(‘lobcr, 1951, issue of The
New International, we stated (p. 251):
.\ sharp reduction in war outlays in
the near future is therefore unlikely
and would in a remarkably short time
cause a collapse of the economy.”
There scems no reason warranting
change of this forecast. The ratio of
war outlays to total output may de-
cline to 15 per cent or thereabouts,
but there is no indication that any
sharp reduction in war outlays is in
prospect. [n lact, peace or no peace in
Korea, according to Anthony Leviero

in the New York Times of April 8th,
“John  Foster Dulles, Sccretary of
State, is planning 10 go o the North
Athntic: Theaty Council mceting in
Paris on April 23 with a restatement
of this country’s delense policy predi-
cated on ten or twenly years of len-
sion.” (lalics mine--T. N. V)

It does seem possible, however, that
at a 15 per cent level it is possible to
dispense with most direct controls, al-
though it is worth noting that the
Eisenhower Administration has been
torced to set up a permanent control
establishment in the Office of Defense
Mobilization. This agency will un-

doubtedly be responsible for intro-

ducing the stand-by controls in the
event that they become necessary.

While ofhcial forecasts are neces-
sy optimistic, indicating that there
will be no deftation, ic is apparent
st some deflation. accompanied by
vy unemplovinent. perhaps to the
v Dot the five million forecast by
i eoie s the ikely order of events
over the nest two vears,

NI, Mar./Apr. 1953
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THE COLD-WAR
- ECONOMY

In their issue of May 26, the
editors of the well-informed U. S.
News & World Report ask and
answer the question: Why is Tru-
man so cocky about the prospects
of continued U. S. prosperity?

U. S. prosperity is regulated by
the cold war.

Here it is in their own words,
in the telegraphic style affected
in the magazine:

“Government planners figure
they have found the magic for-
mula for almost endless good
times. They now are beginning to
wondger if there may not be some-
thing 'in perpetual motion after
all. .
“The formula., as the planners
figure it, can work this way:

“Rising money supply, rising
population are ingredients of
good times, Cold war is the cata-
lyst. Cold war is an automatic
pump primer. Turn a spigot, and
the public clamors for more arms
spending. Turn another, the cla-
mor eases. .

“A- little deflation, unemploy-
ment, signs of harder times, and
the spigot is turned to the left.
Money flows out, money supply
rises, activity revives,

“Good times come back, boom
signs of shortages, speculation and
ihe spigot is turned to the right.
Cold war talk is eased. Economy
iAsTB}omsed. Money is tightened a
little by tighter rein on govern-

ment-guaranteed credit, by use oi
devices in other fields. Thir.gs terd
to calm down, to stabilize.
““That’s the formula in use. It's
been working fairly well to date.
...Cold war demands, if fully ex-
ploited, are almost limitless. ...

“Coolidge era of the 1920s ws
an era of expanding private c:
it. It blew up when privsie oo
itors got frightened over excesse:
and ran for cover. Mr. Truman it
told that the Truman era. based
on public credit, can be longer
lived, more stable. less subject to
sudden upset.”

It should be noted that there ure
two elements in the above theory.
One is the element of the Fah

Deal's semi-conspiratorial use of
the cold war as a spigot; the other
is the objective connection be-
tween government cold-war spend-
ing and the present peculiar type
of Truman prosperity.

The former is the more shaky
theory, of course; althouygh it must

" be added that the National Council

Against Conscription has also in-

_sistently pointed to the signs of

a deliberate and systematic use of
cold war scares, manipulated from
Washington, to achieve adminis-
tration objectives. '

LA, June 5, 19&7

“One third of the nation’s total "business activity now springs
from the defense buildup.” That startling statement is the keynote
of an Associated Press report quoting “top government economists.”

They said that “before Korea, only about 7 to 10 per cent of busi-
ness stemmed from national security spending,” and now that share

has risen to over 30 per cent.

According to the AP, the government economists “asked not to be
quoted by name,” but they made comments like this:
*- . “It’s perfectly obvious that, without the defense program, we
would be in a recession at the present time. The only thing holding
the economy together at the present level is defense.”

The -above news item is quoted
from the railroad unions’ weekly
Labor ‘for May 81. There is a
curious sidelight on that too. The
same ‘week, it ‘was heard as part
of a news broadcast dver the
radio station of the New York
Times, WQXR; but it never ap-
peared in the Times as far as we
Know.

Yet it points o one of the most
[important over-all facts about
American society today, bar none.

The figure is “startling,” as
Labor says, only because it is
somewhat higher than previous
_estimates. But what it points to
ie the stage of Ameriean capital-
ism which we have eslled the
Permanent War Eeonomy.

LA, June 25, 13942

“
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T. N. VANCE 1953
THE PROP
OF PROSPERITY

OXE OF I'ME OUISIANDING exponents
of the view that war outlays have had
nothing to do with sustaining a high
level of cconomic activity is W. S.
Woytinsky. Writing in the New Lead-
er of December 7, 1953, Woytinsky
states: “My forecast here is based on
the belief that the prosperity enjoyed
by this country in recent years has not
been a Korean War prosperity. It has
been rather a period of healthy
growth of a vigorous and dynamic
economic system, with the benefits of
growth widely though unevenly dis-
-tributed among broad groups of the
population.” To label the post-World
War I expansion of American capi-
talism *“a period of healthy growth”
betrays a singularly acute lack of un-
derstanding of the world in which we
live.

The %nain prop in Woytinsky's
unique approach to the economic out-
look is contained in a paragraph from
his prognosis of a vear ago (cf. the
New Leader, December 8, 1952): “The
liquidation of the defense program
would mean reorientation of eco-
nomic activities and a brief spell of
hesitation, but by no means a contrac-
tion in the total «volume of employ-
ment and production. The problem
will be of the same nature as the de-
mobilization after World War II, but

on 0 much smaller scale. The last de.
mohilization—in the sense of complete

reorientation of our economy and re-

adjustment of men released from the
armed forces—took two years, and at
no time did unemployment rise to 3
million in the period of readjustment.
The liquidation of the present de-
fense and rearmament program would
take much less time and cause much
less frictional nnemployment.” (lalics
wine—-T. N. \")

Of course, there will be no liquida-
tion of the defense program, although
some slight reduction in the,magni-
tude of war outlays is not excluded.
‘The adjustment problem, however, in
the event of a reduction in war out-
lays is not only not the same. It is en-
tirely different. At the end of World
War II, the ratio of war outlays to to-
tal output exceeded 40 per cent. A

swift decline took place to the ten per.

cent level, but the reduction in the
production of means of production
and- consumption during the war
meant that there was room for in-
crease in these traditional goals of eco-
nomic output once the sharp decline
began in the production of means of
destruction. Hence, there could be no
serious depression immediately fol-
lowing the end of World War 1L It is
obvious that the present situation dif-

fers markedly from that which pre-
vailed eight years ago. The current in-
crease (from 1950-1953) in the output
of means of destruction has not only
not been accompanied by a decrease
in the output of means of production
and means of consumption, but has
actually witnessed an increase in the
production of both capital and con-
sumers’ goods,

Woytinsky possesses a remarkably
simplistic and mechanical view of the
economy, where a drop in one sector
must be offset by increases in other
sectors. In his 1952 article, quoted
above. he asserts: “Whatever goes to
the military sector is taken from ci-
vilian consumption and capital for-
malion. Whatever is released from the
military sector returns to the civilian.”
Here we have a modern version of
Adam “Smith’s “unseen hand” that
automatically takes care of the econ-
omy and all supporters of capitalism,
but somehow fails to eliminate the
“unemployment™ sector.

An effective reply 10 Woytinsky was
given by Seymour E. Harris in the
New Leader of December 22, 1952,
when he wrote: I find serious gaps in
Dr. Woytinsky's crystal-gazing. He
says not a word about the tremendous
investment since 1945. Our capital
plant has expanded by 50-60 per cent
(in real terms) since 1945. These gains
arc far beyond what prevailed in the
inflationary Twenties. Yet Dr. Woy-
tinsky writes as though, when the
Government cuts its spending on arm-
ament by 20 billion dollars or so, part
of the slack will be taken up by busi-
ness. A more realistic view would be
that the declinc of Government spend-
ing would aggravate a decline in in-

vestment.”

Harris has put his finger on one of
the central problems when he focuses
on investment. He would also appeat
to be more realistic than Woytinsky
in appraising the possibilities of gov-
ernment investments as offsets to de-
clining war outlays. He states: “It is
this failure to suggest the alternatives
that leaves me cool to Dr. Woytinsky’s
astrology. His assumption of gains in
investment seems unrealistic. His sug-
gestion that Government will substi-
tute investments of various kinds for
military outlays also is unsupportable.
A Democratic regime, supported by
an ideology favorable to deficit financ-
ing, was not prepared after twenty
years of rule to present a catalogue of
investment adequate to do this job:
and even if it had, it was confronted
with strong opposition. Does Dr. Woy:-
tinsky mean to imply that the Repub-
lican Administration will be more dis-
posed to plan for Government inter-
vention when military expenditures
fall and thus to fill the gap? It is pos-
sible, but certainly not likely.” '

After pointing out that tax reduc-
tion is the more likely response to a
cut in military outlays, and that tax
reduction can have only a limited
stimulus on demand. Harris concludes
his refutation of Woytinsky: “In sum-
mary, the signs point to a business re-
cession in 1953 or 1954—unless the
war is extended. Dr. Waoytinsky does
not seem concerned over the possibil-
ity of adequate demand even if the
whole military program is scrapped.
He seems to believe that tax reduction
and pent-up demand (compared by
Dr. Wogytinsky with the 1946 situa-
tion, and wrongly so) will solve our
problem.” ;

Woytinsky returns to the economic

‘hustings in his “Economic Forecast

for 1954,” the title of his current ar-
ticle, quoted above, with a modifica-
tion of his “changing scctor” theory
of the previous year. This might be
called the “excess fat” theory, for he
states: “Qur economy has accumulated
such an amount of fat and muscle that
it is hard to visualize its temporary
contraction to a level that would spell



out a 'mild recession’ such as contem-
plated a year ago. This is said even
while giving full weight to at least
four problems which have often been
mentioned as presaging a downturn.
These are the position of the farmer,
possible cuts in defense expenditures,
a new economic philosophy in Wash-
ington, and possible reorientation of
foreign-trade policy.”

Apparently, Woytinsky is not up on
the latest dietary theories, for the “ex-
cess fat” represents as much of a dan-
ger as it does a cushion. Moreover, the
extra weight would seem to consist
mainly of “fat” rather than of “mus-
ole.” Uncmployment caused by de
clines in production from peak levels
is just as real to those who are placed
in the category of surplus labor as un-
employment that develops from a
lower production base. An increase of
unemployment from one million to
five million may not be as catastrophic
in its impact as an increase from five
million to nine miilion, but it is still
serious and would certainly constitute
at least a “mild” recession.

“The cut in defense expenditures
as a source of contraction of purchas-
ing power is, to a large extent,” ac-
cording to Woytinsky, “a bogey man
in the modern folklore of business
forecasting. The cut of $5 billion in
the requested appropriation does not
imply that Government purchases in
1951 will be substantially reduced in
comparison with 1953, The real. vol-
uine of purchases will depend partly
un changes in prices, partly on politi-
cal developments which may call for
new appropriations. s things look
now, total Government expenditures
may decline by 82 billion or $3 billion
or increase by a similar or larger
amount.” In other words, Woytinsky
is not especially concerned with a
projected ent in war outlays—not be-
cause “prosperity is independent of
the level of war outlays™ as was his po-
sition a year ago, but because there
won't be a real cut in 1954, Besides, if
therc is a real cut, there is plenty of
fat, so it won’t be serious. And, if the
“excess [at” theory doesn’t work, then
there may be “political developments
which may call for new appropria-
tions.” H war expenditures are not
present in sufficient volume to pre-
vent a recession, then there will be
other types of government expendi-
tures. Wostinsks is convinced that the
economy will continue 10 expand in
1951, and he will find a theory to sup-
purt thai point of view, even if he has
o alter or repudiate his earlier theo
ries.

NI, Nov./Dec. 1953
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HOFSTADTER ON

~ MILITARY KEYNES IANISM

In an article, ""American Power:
The Domestic Sources' (Amemlc;’m Per-
spective, Winter 1950) Richard Hof-
stadter, the author of The American
Political Tradition, makes a point '
often emphasized in LA:

"To a large degree our domestic
economy is underwritten by the com-
bined power of our military prepara-
tion and our economic aid to Western
Europe. The services of our so-called
Welfare State are dwarfed by the com-
bined bulk of foreign economic aid
and defense apprdpriations. In the
days of the New Deal, Franklin D.
Roosevelt's seven billion dollar bud-
gets were stigmatized by his oppo-
nents as fantastically high; today,
in an age of forty billion dollar
budgets, expenditures of over eleven
billion dollars for defense alone and
seven billion dollars for foreign ec-
onomic aid-pass with far less parti- .
san excitement than the much smaller
New Deal budgets.

""We have thus reached a point at
which our domestic economy, by a sing-
ular irony, is underwritten by the
very precariousness of our situation
in the cold war. We are less free than
we have ever been at any time in our
history to confront the realities of
our domestic problems unhampered by
fundamental and costly considerations
of security, or to attack these prob-
lems with anything like our full re-
sources. Simultaneously, a kind of
floor is provided to our economic act-
ivity insofar as a minimum level of
employment is guaranteed by our im-
mense national budget. We are living
under a curious kind of military
Keynesianism in which Mars has rushed
in to fill the gap left by the decline.
of the market economy. At home we en-
joy the fictitious luxury of a prosp-
erity without welfare, a prosperity
insured by peril. Abroad we blunder
badly, perhaps half conscious of the
fact that if we cease to provide our-
selves with peril we would deprive
ourselves of our insurance..."

LA, April 3, 1950
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1955

ECONOMIC PROSPECTS

No matter what measure is taken,
whether it be the Federal Reserve in-
dex of production or just such a sim-
ple index as the output of steel, or
any other likely measure, there is no
doubt that 1955 was the number onc
year so far as production is concerned
in the history of American capitalism.

This remarkable performance of
the American economy, which to a
certain extent is paralleled by the
rest of the capitalist economy through-
out the world, has persuaded some
bold apologists for the bourgeoisic
and some ex-socialists to reach the
conclusion that there is no longer any
class struggle in the United States:
‘that depressions arc a thing of the
past and that through some miracu-
lous process (not quite clearly under-
stood or explained by anyone) the
millenium has arrived. There is no
longer any need to advocate socialism
because American capitalism, under
the Eisenhower Administration, has
produced a land of plenty and perma-
nent prosperity. Some even go so far
as to refer to this new utopian state
of affairs as the “land of permanemt
peace and prosperity.”

The process by which The Perma-
nent War Economy becomes “perma-
nent peace and prosperity” is a tri-
umph for the semantic arts. The ques-
tion remains, however, to what ex-
tent, if any, has capitalism under The
Permanent War Economy eliminated
the business cycle, or, if you prefer,
eliminated severe depressions?

The interest in the subject is such
that the Chambher of Commerce of the
United States has devoted an entire
pamphlet to the subject, entitled,

“Can We Depression-Proof Our Econ-
omy?” This pamphlet refers to the
adjustments and increases in produc-
tion that have taken place since the
cnd of World War 11, and to the fact
that thete are “Numerous automatic
Luilt-in stabilizers or cushions which
we did not have in 1929.”

“All these factors,” the pamphlet
concludes, “have lead some students
to belicve that we are more or less
depression-proof; or at least, that sc-
rious-general depressions are less like-
Iy to occur than formerly.” The ques-

tion is then raised: “Is this optimism
justified? Or, have we merely been the
beneficiaries of exceptionally favor-
able postwar factors?”

The United * States Chamber of

Commerce then proceeds to review
the “cvidence.” A Prentice-Hall re-
lease is cited in which it is stated that:
“It is becoming crystal clear that se-
rious depressions have been abolished
in the Unitcd States by popular vote.”
(Sic!)
_ It is pointed out that the 1953-1954
recession was unusually mild and the
fact that it did not degenerate into a
full-Aedged depression is most heart-
ening and perhaps warrants the belief
that there are some new factors on the
scene in the. form of these “built-in
stabilizers,” and while no categorical
statement is made, the presumption is
that perhaps, at the very least, severe
depressions are a thing of the past.

On the other hand, the Chamber ol
Commerce proceeds to point out to
those that arc unduly complacent that

they should take hecd from the warn- -

ing issued by J. K. Galbraith pub-
lished in Harper's magasine, October.
1954, to the effect that “important
people begin to explain that it canniot
happen because conditions are funda-
mentally sound.” From which Mr.
Galbraith draws the conclusion that
that is precisely the time to worry be-
cause another collapse, comparable to
1929, in his opinion, is definitely pos-
sible. The Chamber of Commerce,
morcover, does not lose sight of the
political importance of the subject. It
points out that “if we attain this tar-
get [sustained prosperity], other do-
mestic problems will remain manage-
able. For international reasons as
well, the attainment of this goal is
important. It will refute the Marxists’
criticisms of private capitalism both
here and abroad.” The question of
the so-called new perspective and eco-
nomic outlook, that is, permanent
prosperity, has engaged the Prosi-
dent’s Council of Economic Advisers.
In their 1955 cconomic report to the
President, they review the experiences
of the 1953-54 recession and draw the
following lessons (quoted by the U. S.
Chamber of Commerce):

First, that wise and early action by
government can stave off serious difficul-
ties later;

Second, that contraction may he
stopped in its tracks, even when govern-
mental expenditures and budget deficits
are declining, provided cffective means
are taken for building confidence;

Third, that monctary policy can he a
powerful insttument of cconomic recov-
ery, so long as the confidence of consum-
ers and businessmen in the future re-
mains high;

Fourth, that automatic stabilizers,
such as unemployment insurance and a
tax system that is elastic with respect to
the national income, can be of material
aid in moderating cyelical fluctuations;

Fifth, that a minor contraction in this
country nced not produce a severe de-
pression abroad;

Sixth, that an expanding world econ-
omy can facilitate our own readjust-
ments.

Lest the apostles of the new reli-
gion of "permanent peace and pros-
perity under capitalism™ jumnp to the
conclusion that they have a real ally
in the United States Chamber of
Commerce, let us point out that im-
mediately after the analysis presented
above and the quotation from the
President’s Council of Economic Ad-
visers, the United States Chamber of
Commcrce states: “It would be diffi-
cult to find a single economist who be-
lieves, as some did in the late 1920s,
that we are, indeed, depression-proof.”

If the United States Chamber of
Commerce is not ready to take the-
plunge into the new camp of “perma-
nent peace and prosperity under capi-
talism,” there are others who are not
quite so cautious. And that is pretty
much the position -of Sumner H.
Slichter which he has expressed in
various articles, including onc pub-
lished in the Atlantic Monthly for
May, 1955, entitled, “Have We Con-
quered The Business Cycle?”

While Slichter likes to leave him-
sclfl an “out,” he is also fond of mak-
ing headlines. For example, in a re-
cent article of The New York Times
Magazine section of December 4, 1955,
dealing with the relationship of our
economy to politics, Slichiter states:
“A severe depression wonld undoubt-
edly sharpen the differences hetween
the partics in the United States and
would accentuate the influence of the



left-wingers in the Democratic Party,
but the days when this country can
experience anything worse than mod-
erate or possibly mild depressions are
gone forever.” (My italics—T.N.V.)

WHAT ARE SOME OF THESE “built-in
stabilizers” that are supposed to have
eliminated severe depressions and
achieved a more or less permanent
modification in the business cycle?
They arc summarized by the United
States Chamber of Commerce in the
aforementioned pamphlet as follows:

(1) The quick offsetting reactions
which oceur in our tax structure, with
the heavy reliance on the income tax;
(2) Stability and size of the government
expenditures; (3) The farm price sup-
port program; (4) Unemployment com-
' pensation; (5) The numerous private
. and public pension programs; (6) The
"~ Federal Deposit Insurance Systeur; (7)
The self-amortizing nature of most pri-
. vate debt; and (8) The volume of liquid
' assets held by individuals and busi-
nesses.

To the extent that these factors
mean anything—and they do mean
something that is very important—
what is being said here is that capital-
ism under The Permanent War Econ-
omy has achicved a life of more or less
permanent government intervention
and -that this government interven-
. tion has modificd the business cycle.

Certainly the government’s Council
of Economic Advisers takes credit for
the fact that serious economic fluctu-
ation or depression has been avoided
in the past few years. Its chairman,
Dr. Arthur F. Burns, puts it this way:

These are the basic premises that have
controlled our business cycle policy in the
recent past. If governmental prlicy in
the months and years ahead continues to
. adhere to these premiszes, if government
. steadily maintains a watchful eye on the
© state of business and consumer sentiment
and if it gives heed to the need of avoid-
ing inflation as well as depression; we
may, I think, be reasonably confident

that——although we are likely to continue
' to have fluctuations in individual mar-

kets, to some degree even in the economy -
as a whole—we will avoid in the future
the business depressions that have -

marred our brilliant record of free enter-
prise in the past.

This would seem to put the Coun-
cil of Economic Adviscrs, an official
government body, almost in the camp
of Sumner Slichter.

The United States Chamber of
Commerce concludes-its pamphlet on
this question as follows:

Are we, then, depression-proof? Pro-
longed and deep depressions are avoid-
able and will not occur again, unless we
take complete leave of our avits—which
could be. Minor fluctuations and rolling
adjustments in industry after industry
are inevitable. \While havinz unfortunate
aspects, they nevertheless perform a use-
ful and essential function. Individual
companies will face changing fortunes.
Crises in international affairs can be up-
sctting. Domestic political uncertainties,
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threats of undue business regulation or
taxation—these and many other factors
could undo the promising developments
in the field of stabilization. Stability has
to be earned. (Italics in original only in
the last sentence.—T.N.V.)

Is this a new era or is it not? Ou the
onec hand, scvere depressions are
avoidable and will not occur, that is,
“unless we take complete leave of our
wits,” but apparently it is possible,
according to the United States Cham-
ber of Commerce, that we may take
complete leave of our wits. And one -
suspects that taking complete leave of
our wits has reference to such meas-
ures as increasing the minimum wage
taw, etc.

Let us not be completely disheart-
ened because later on in its conclusion
the Chamber of Commerce makes the
fairly bold statement: “If we have the
courage to avoid excessive booms and
the wit to use what we know, there is
reason lo believe that future instabil-
ity can be kept within fairly tolevable
limits.” (Sic!) In other words, if we
can avoid depressions there will be no
depressions. But how do we know we
can avoid depressions?

Lest anyone accuse the United
States Chamber of Commerce of a
definitive statement on a subject of
this kind, we must quote the very last
sentence in their brochure: “And,
since the future can never be foreseen
with certainty, it is always wise to
watch out for surprises.”

Lest there be any possible misun-
derstanding on this question, let us
make it perfectly clear. If capitalism
can succeed in eliminating the busi-
ness cycle, i.e., in achieving perma-
nent peace and prosperity, then not

only has the class struggle been so
transformed as to be unrecognizable
but clearly there will be no need for a
socialist form of society to organize
the productive forces for capitalism
will have guaranteed their permanent
increase. The question, therefore, is
of great theoretical and practical im-
portance.

If the performance of the economy
in 1955 was at record levels, the out-
look for 1956 is clearly relevant. ...,

Dr. Nourse’s testimony is worth
study. He states:

The real change came when we passed
from this kind of continuous process
mechanization to that in which clectronie
devices make it possible to dispense to
considerable extent with the mental ele-
ment in manual control and to use the
feedback principle extensively. Under
this  principle electronic mechanisms
make it possible to conduct more elab-
orate, more economical, and more precise

continuous productive operations because |
the outcome of the process controls the-

process itself, starting, altering, or stop-
ping it so &s to make it produce a desired
result. This should dispose of the cliché
that automation is nothing new-—just
more¢ mechanization. It has its roots in

mechanization, to be sure, but something
new was added when electronic devices
made possible the widespread application
of the feedback principle....

The issue which automation now raises
is this: Will it alter present economic re-
lations in such ways as to disturb these
favorable conditions, or will our business
system be able to translate these techno-
logical improvements fully and properly
into still greater gencral prosperity and
higher standards of living? It is evident
it will change wage income both by num-
bers of jobs, some places up and some
places down, and by wage rates upgrad-
ed here and downgraded there. It will
obsolete some capital equipment and
make important demands for new capital
equipment. It will affect unit ¢o-ts for
some products, but not all; prices in some
markets, not in others; profits and divi-
dents, tax yields, and public spending. ...

In contrast to the preponderant atti-
tude of business exccutives, labor union
officials have been outspokenly concerned
about the economic impact of automation
on the well-being o the mass of worker-
consumers in the years immediately
ahead. . . . “But we believe that much
study is needed by all partics if the gains
are to be made as large and as steady as
possible and the temporary dislocations
and local burdens or losses made as small
as possible and most equitably shared.”
With this view I find myself in accord
rather than with the idea that the prob-
lem will take care of itself or be disposed
of automatically by the invisible hand of
free enterprise. ...

When businessmen or others say that
technological progress is good per se and
that it takes care of its own economic
process, they invoke a simple logic of the
free enterprise economy. The entrepre-
neur seeks profit by adopting a device
for raising efficiency. This lowers cost.
Price falls proportionately and thus
broadens the market. This restores the
number of jobs or even increases them
and raises the level of living or real in-
comes. This comfortable formula presup-
poses a state of complete and perfect
competition in a quite simple economic
environment with great mobility of la-
bor, both geographical and eccupational.
But these are not the conditions of to-

day's industrial society, with large cor- -

porations and administered prices; with
large unions and complicated term con-
tracts covering wages, working condi-
tions, and “security”; with compler tax
structures, credit systems, and extensive
government employment and procure-
ment. The smooth and beneficent assimi-
lation of sharp and rapid technological
change has to be effectuated through in-
telligent and even gencrous policies pains-
takingly arrived at by administrative
agencies, private and public. . . . (Italics
mine—T.N.V.)

Against the complacent picture pre-
sented by some witnesses at these hear-
ings let us put the actual sequence of
economic  developments in - postwar
United States. Teehnology (with infant
but growing automation) has been put
to full use under conditions of extraordi-
narily high and sustained demand, public
and private, Labor, viewing this unparal-
leled rise in productivity, has sought to
capture the largest possible share in the
furm of successive rounds of widespread
wage increases in basie rates, escalation
formulas, and tringe benefits. As the
unit cost of labor went up, management
rought to maintain or improve its earn-
ing position by raising prices and/or by
introducing labor-saving machines and
administration. The first solution of
management’s problem—that is, price

o
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raising—has been facilitated by our elas-
tic mqnetary system, and we are now
drifting along on a Sybaritic course of
mild inflation as a way of life. The sec-
ond solution of management’s problem of
meeting labor’s wage demands has ac-
celerated piecemeal mechanization, yes-
terday’s infant “scientific management.."
today’s adolescent automation. {And still
there are some who say the class strug-
gle has disappeared!] . . .

I strongly suspect that we have al-
ready built up at many points a prodl.m-
tive capacity in excess of the absorptive
capacity of the forthcoming market un-
der city and country income patterns
that have been provided, and employment
patterns that will result from this auto-
mated operation, We are told on impres-
sive authority that we have not been
making adequate capital provision for
re-equipping industry in step with the
progress of technology. This is_probably
true if it means making full application
of electronic devices and univac controls
generally throughout our industrial
plant. But we have not yct demonstrated
our ability to adjust the actual market of
1956-1957, ete., to the productivity of the
production lines we have already “mod-
ernized.” They have not yet come to full
production, but as they do we see incipi-
ent unemployment appearing. Since that,
along with slight eredit tightening, will
tend in some degree to restrict the mar-
ket appetite, it seems likely that mext
year will sce a 8till further enlarged out-
put somewhat out of balance with thig re-
duced demand. Suggestions have been
made that balance could be restored by
lowering prices or by cutting the work
week. Both processes take time and pre-
sent their own difficulties. Meanwhile, the
current trend is toward higher prices re-
flecting wage advances already negoti-
ated. . . . (My Italiecs—T.N.V.)

In the course of these hearings various
members of the committee and its staff
have raised the question whether legisla-
tion should be recommended to deal with
the problems created by so-called auto-
mation. The answer, I think, is an un-
qualified NO. To curb or redirect the
process of scientific discovery and engi-
neering application and the adaptations
of businessmen and consumers to these
changes would be utterly repugnant to
the system of free enterprise and indi-
vidual choice that have made our country
great, None the less, every time the Con-
gress passes a- moncy bill, every time it
revises our tax structure, every time it
passes a regulatory measure for price
maintenance (alias “fair trade”), farm
price supports (alias “parity”), or stock-
piling of copper, rubber, wool, or silver
it is giving punch-card or tape instruc-
tions to some part of the continuous flow
mechanism of our economy. Public policy
on all these matters should be framed in
the light of the fullest possible under-
standing of the integrated character of
the price-income structure and behavior
of our economy, with an eve single to
promotiny “maximum production, em-
ployment, and purchasing power” for the
whole people, not to serve the immediate
interest of any special group. ...

But in a free enterprise system human
judgment js given play at most of the
important points of interrelationship.
Unless the responsible exceutives seck to
integrate their operations to the pros-
perity of the whole economy and use the
full apparatus available for gathering
and processing the data relevant to pol-
icy determination our cconomic process
will disintegrate into wasteful strugygles
for individual or group short-run ad-
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vantage. Much of the potential benefit of
technological progress (of which auto-
mation is one particular expression)
may be lost through failure to make our
economic structure and practices equally
scientific,

It is not necessary to belabor the
point. There are sharp differences of
opinion within the bourgeoisie itself

. on the outlook for 1956. ...

Perhaps the proper way to put it is
that there is a form of malaise pene-
trating almost every sector of society.

If the business cycle has been elimi-
nated, or il severe depressions are a
thing of the past, relegated to the his-
tory books, one may logically ask, why
does this feeling of malaise persist? 4o s

Is this mercly a psychological hang-
over from the past history of capital-
ism or is there a realistic danger that
depressions arc still possible? oo

DoEs THIs MEAN THAT a large-scale de-
pression in 1956 is a realistic possibil-
ity? Obviously not. There have been
certain fundamental changes in the
nature and functioning of capitalism,
two of which must be singled out for
comment at this time. One of them
has to do with the so-called built-in
stabilizers, unemployment insurance,
etc., constantly referred to by the ad-
vocates of the “permanent peace and
prosperity” school. These are real and
they do help to introduce an element
ol a sort of planning, which certainly
prevents any rapid downward tobog-
ganing of the various economic in-
dexes.  As unemplovient develops,
for example, it does not have precisely
the same cumulative depressing effect
on the markets for food, clothing and
other basic economic necessitics as
formerly. The ability to manipulate
tax rates likewise is a stabilizing ele-
ment which should not be minimized.
Since the recent boom has to a large
extent been supported by the phe-
nomenal accumulation of capital in
the form of vast expansion in plant
and equipment, it is not too much to
say that the new tax law, with its-new
provisions for rapid depreciation, has
played a great role in encouraging
accumulation of capital.

Business borrowing has increased

substantially, causing the government
to raise the Federal Reserve discount
rate to 214 per cent, a 20-year high.
Interest rates in general have been
rising. Bank loans increased about $3
billion during 1955, an increase of 16
per cent above the 1954 figure.
_ One of the interesting aspects of
the boom in accumulation of capital
is that it has largely been financed out
of profits and surplus values accumu-
lated in past periods. As The New
York Times of January 8, 1956, puts
it: ’

A detailed breakdown of long-term
corporate financing in 1955 shows an-
other striking phenomenon. Despite the
sharp rise in business activity, external
financing—raising funds from outside
sources—did not increase. It ran at about
$6,000,000,000, the same or a slightly
higher rate than in 1954.

It should not be forgotton, in passing,
that the need for financing in 1955 was
great indeed. Companies spent more than
$24,000,000,000 on plant and equipment,
some $2,000,000,000 more than in 1954.

So where did business get the needed
funds? The bulk by far, came from its
own inner resources—earnings and de-
preciation allowancces. P

Retained earnings in the first half of
last yvear amounted to $4,700,000,000. On
thut basis, for the year as a whole they
Ltaled well over $9,000,000,000. When
the final Agures are toted up, that will
prebuably: set a new high reeord,

And take depreciation allowances, a
steadily increasing factor in meeting
capital requiremcnts. Last year they
topped $14,500,000000, a jump of more
than $1,500,000,000 above the 1954 level.

Depreciation has bulked ever larger in
corporate financial plans for several rea-
sons. For one thing, the pressure of com-
petition has forced constant udditions to
plant and equipment. Gross depreciable
capital assets of mnon-financial corpora-
tions have soared to an astronomical
$302,000,000,000. The high volunme of new
expenditures in recent years has meant
that, after allowance for writc-offs on
worn-out and obsolete facilities, yross as-
gets have risen at an annual rate of
$20,000,000,000.

Under a “straight-line” depreciation,
this increase in assets would boost de-
preciation allowances by more than
$760,000,000 a year. The actual increase,
however, has been substantially greater.
From 1950 through 1954 and into 1955,
for instance, the government’s fast
amortization program allowed thousands
of defense-supporting companies to write
off their depreciation in five years.

Facilities valued at more than $30,000,-
000,000 were granted this rapid write-
off privilege.

The tax law of 1954 allowed all busi-
nesses to liberalize the basis on which
they might depreciate capital assets ac-
quired after January of that year. Pre-
viously, the straight-line method had re-
quired allowances to be spread evenly
over the normal life of the asset; that
might be twenty years or so. (Italics
mine—T.N.V.)

There can be little doubt that the
tax swindle law of 1954, the major ac-
complishment of the Eisenhower Ad-
ministration, has contributed in no
small way to the recent boom. The ac-
celeration of the consumption of capi-
tal, however, does not in the long run
eliminate the business cycle. If any-
thing, it tends to aggravate the busi-
ness cycle, for one must never forget
that the basic law of motion -of capi-
talist economy is Marx’s gencral law
of capitalist accumulation: the great-
er the increasc in capital accumula-
tion, the greater the increase in the
industrial reserve army.

We have analyzed for some years
now, how the Permanent War Econ-
omy has tended to offset and to trans-
form Marx's general law of capitalist



accumulation into one which reflects
itself primarily in a relative decline
in the standard of living of the work-
ing class. This, however, does not
mean that the capitalist economy is
either crisis-free or unemployment-
free.

What these trends do, of course, is
merely to reinforce a fundamental
capitalist trend toward increasing
monopoly. As Marx has pointed out,
capitalism constantly strives in the di-

rection of reaching the ultimate goal -

of one monopoly capitalist, but never,
of course, quite reaches that exalted
state of affairs.

In this connection it is interesting
to note that now that the Democrats
are in control of the committees of the
Congress, the trend toward monopoly
is receiving more publicity than pre-
viously. In a report published in The
New York Times of December 27,
1955, we find that the sub-committee
of the House Judiciary Committee in-
vestigating the question of monopoly
—a committee headed by Representa-
tive Celler—agreed unanimously that
“mergers were reaching a record for
25 years.” The Democrats, of course,

blame the Republicans for this devel-

opment, and the Republicans refuse
to accept this responsibility.

According to this report, since Jan-
uary, 1951, more than 3,000 compa-
nies in manufacturing, mining, trade
and services have “disappeared in the
swelling merger tide.”

It is true, of course, that the current
wave of mergers is on an exceedingly
large scale, and that it already has had
the effect of confining the fantastic
profits of the past few years to the
largest corporations.

We must remember, however, in
any analysis of the economy that these
developments are taking place under
a new stage of capitalism, one which
we have described as the Permanent
War Economy.

Tue MAaeNITUDE of this third sector of
the economy, i.e., outlays for the means

of destruction as contrasted with out- -

lays for the means of production or
outlays for the means of consumption,
is dramatically illustrated by a recent
report of the Department of Defense,
entitled “Real and Personal Property
as of December 31, 1954.” We find
that as of this date “the aggregate
value of properties and inventories in-
cluded in this report amounts to
$123.9 billion for the Department of
Defense.” This grand total is com-
prised of $34,082,000,000 for the De-
partment of the Army: $56,428,000,-
000 for the Deparunent of the Navy
(including the Marine Corps): and
$33,356,000,000 {or the Department
ot the Air Force.

Major equipment in use for the en-
tire armed forces totals $48,539,000,-
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000, over 6O per cent of which belongs
to the Navy. Equipment and supplies
in the supply system account for a
slightly larger figure, exceeding $50
billion, and more than $21 billion is
in real property inventories, with al-
most $3 billion in machine tool inven-
tories.

As The New York Times comments
editorially on this report in its issuc
of October 31, 1955: “An inventory of
our national defense system brings up
the astonishing figure of $124 billion
as the current level of our military
assets. This, of course, is still not the
total figure. It does not include the
atomic energy establishments, nor by
any means all of the military materi-
als now in use.”

It is, however, a staggering figure
and the question logically arises, sup-
pose that the Pcrmanent War Econ-
omy did not exist and that instead of
$124 billion of real and personal
property belonging to the Depart-
ment of Defcnse, the figure were only
10 per cent of this amount, what
then? So far as the business cycle is
concerned, the postwar prosperity
would have ended quite some time
ago.

It is worth trying to get some per-
spective on the extent of the military
establishment and the nature of the
investment that comprises the third
sector of the economy, outlays for the
means of destruction.

We find, for example, the extent of

the acreage controlled is vast. To
quote the report: “The Department
of Defense through the three military
departments controlled a total of 29.4
million acres of land throughout the

world on 1 January, 1955. This in-
cluded land owned, leased, used on
temporary permit, and various occu-
pancy rights.”’

In the United States alone, the
acreage controlled totaled 24,172,739
acres, costing the government over
$17.5 billion and representing about
37,800 square miles, equivalent to 1.3
per cent of total land area in con-
tinental United States.

The almost 33 billion inventory of
machine tools, which admittedly is far
from a complete tally, represents
2,494,363 metal cutting tools and 388,
768 metal forming tools. 1f the mili-
tary establishments had ordered only,
say, 10 per cent of this quantity, what
would be the situation in the machine
tool industrics today? Much the same
question can be asked with reference
to the more than 350 billion in inven-
tories in the supply system throughout
the entire armed forces.

The size and extent of the milita.ry
cstablishment of American capitalist
imperialism is so vast thfit it is dxfﬁ-
cult to appreciate its precise economic
and political weight. The virtual in-
terlocking directorate that has pge:n

established betwcen the leaders of big
business and the leaders of the mili-
tary establishment is, however, a fact.
It could not exist without the devel-
opment of the Permanent War Econ-
omy and its mere existence and con-
tinuation have caused a qualitative
change in the nature and functioning
of the business cycle.

Of course, the direct investment in
the establishments of the Department
of Dcfense is not the sole measure of
the importance of war outlays in the

total economy. To this must be added
the expenditures that are made for
foreign aid, both military assistance
and economic and technical assist-
ance.

In a very interesting article in The

New York Times of December 1, 1955,
James Reston analyzes the dispute
that has taken place between the ad-
vocates of a flexible and limited pro-
gram and the advocates of a perma-
nent commitment to this type of pro-
gram.

As Reston puts it, the “Young
Turks” (represented by such stalwart
Eisenhower Republicans as Stassen,
Nelson Rockefeller and Nixon): “are
enthusiastic about the foreign aid pro-
gram, want it to be larger, think it is
a good thing in itself, good for the
United States, and good for the devel-
opment of a healthy world economy,
which helps the United States.”” (My
italics—T.N.V.) ‘

In the course of this article Reston
supplies some . convenient summary
figures on the expenditures for for-
eign aid, as follows:

EXPENDITURES FOR FOREIGN AID
(in millions of dollars)

Economic and

Fiscal Military  Technical
Year Assistance Assistance Total
1960 51.6 $ 3,437.2 $ 3,488.7
1951 933.6 2,802.2 3,735.8
1952 2,384.4 2,147.8 4,632.2
1953 3,956.1 1,766.6 5,722.7
1954 3,627.1 1,246.9 4,874.0
1955 2,292.6 1,973.1 4,265.7
1966 (projected) . 2,685.8 1,801.4 4,387.2

Total ... e, $15,831.1 $15,175.2 $31,006.3

It will be seen that over $3! billion
will have been spent for this purpose
in a seven-year period. Again, we are
dealing with a type of economic out-
lay which was unknown before the ad-
vent of the Permanent War Economy
and one which is quantitatively not
insignificant—either in its economic
or political impact.

THE ESTABLISHMENT OF PRODUCTION of
means of destruction as a significant
sector of the economy, bhoth quantita-
tively and qualitatively, has necessar-
ily altered many of the fundamental
laws of motion of capitalism. It has
not, however, transformed capitalism

R



into a system capable of producing
permanent peace and prosperity. It
has not eliminated the class struggle
either nationally or internationally.
It has not eliminated the need for a
socialist organization of society. On
the contrary.

Despite the inflationary boom that
has taken place during the past 18
months or so—let us admit that its
size and extent have amazed us at least
as much as it has amazed the leaders
of the bourgeoisie—the process of
atrophy that we have described re-
peatedly during the past several years
remains at work.

Government intervention in its
manifold forms may possibly reduce
what otherwise would perhaps be a
level of unemployment of 10 million
to one of 5 million (in a period of re-
cession under the Permanent War
Economy, which is in the process of
developing) but it is entirely possible
that the political impact of an unem-
ployment level of five million in an
economy so highly geared as the pres-
ent, may have far more serious conse-
quences for the class struggle than 10
million did in the 1930s.

To put the matter another way,
when the ratio of war outlays to total
production declines, we find that the
hypodermic effect of these injections
into the economy is considerably
more weakened than the mere recital
of the figures would lend one to be-
lieve. It is, to use the metaphor of the
drug addict, a case where a constantly
increasing dosage is required to
achieve the samec effect, so that when

a period arrives when the dosage is "

decreased the effects on the patient
are startling.

To say that the recent hoom has
been purely a peacetime boom, with-
out benefit of war outlays, as do many
of the advocates of the “permanent
peace and prosperity” school, is to fly
in the face of facts. The ratio of war
outlays to total production has un-
doubtedly declined somewhat in the
last few years (the detailed computa-

“tions and their analysis must await
another article) but they still remain
well above the 10 per cent level which
we originally established as the signifi-
cant dividing line.

A precarious cconomic equilibrinm
has been achieved both domestically
and internationally. The extent of the
precariousness is about to he revealed.

Despite the very sizable production
increases of the past 18 months, fac-
tory employment is still below 1953's
highs, thereby revealing that the
boomlets must necessarily be short-
lived.

Had not the Korean war inter-

vened, the present meusures of state
intervention would long ago have
been revealed as inadequate to
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achiéve any type of capitalist stabiliza-
tion. The forces of production are on
the verge of breaking through their
capitalist integument. The develop-
ment of atomic power will require
socialism. That is the truc measure of
the profound social crisis that exists
in a very real sense throughout capi-
talist society today. That is why this
feeling of malaise penetrates all sec-
tions of the bourgeoisie from the most
prosperous to the least. They know
that this prosperity is, above all, tem-
porary.

The precarious equilibrium of the
domestic economy, in turn, rests upon
an equally precarious international
equilibrium. So long as this relative
balance of forces is maintained be-
tween Stalinist and American impe-
rialism, and so long as the fear of
total destruction operates to restrain
an immediate resort to military ad-
ventures, the precarious equilibria,
both internationally and domestical-
ly, can continue. This, however, is
clearly a very limited situation.

An interesting document in this
connection is a study prepared for the
Joint Committee on the Economic
Report by the Legislative Reference
Service of the Library of Congress. It
is entitled, Trends In Economic
Growth, A Comparison of the West-
ern Powers and the Soviet Bloc, and
was published in 1955.

It is not necessary to'go beyond two
of the important conclusions to real-
ize that the international equilibrium
is indeed temporary and precarious.

In connection with power, which
after all is crucial, the report states:
“Atomic power, if it werc to be sys-
tematically developed by either West-
ern Europe or the Soviet Bloc at rela-
tively low cost, could alter the eco-
nomic balance between the two areas
quickly.” Since both sides are fever-
ishly straining to develop atomic pow-
er, how long will it he before one or

the other succeeds in obtaining this

relative advantage which would im-
mediately upsct the precarious equili-
brium?

So far as the growth of the respec-
tive economies is concerned, the re-
port states that: “In the period 1938-
1953, as a whole, the national product
of the United States increased about
three times as rapidly as that of inde-
pendent Europe, and almost twice as
rapidly as that of the Soviet Union.
To a substantial degree, this differ-
ence reflects the varying effects of
World War II. Between 1948 and
1953 the national product of the
United States grew not quite 30 per
cent faster than that of independent
Europe and only two-thirds as fast as
that of the Soviet Union.” (My italics
—T.N.V)) In other words, in the real
postwar period the economy of the

Soviet Union has been outstripping
that of the United States in a ratio of
302

No wonder the inheritors of Stalin's
empire prefer a period of “competi-
tive coexistence,” for even if we as-
sume that American output today,
and the strength of America and its
allies in general, is twice that of the
Soviet Union, or of the Soviet Union
and its allies, it would take less than
10 years—assuming that the Soviet
Union maintains its relative advan-
tage of an annual increase that ex-
ceeds that of the United States by a
ratio of 3 to 2 for the Russian econ-
omy to surpass that of the United
States. At the present respective rates
of increase, even without the inevit-
able recession in the United States, it
would take less than a decade for the
balance of power to be radically:
altered. '

Once the precarious international
equilibrium is basically changed, then
the domestic equilibrium, if it has not
already been upset, will surely be de-
stroyed.

It is entirely possible that the pro- .
ductivity: of labor under Stalinism
does not have to equal the productiv-
ity of labor under capitalism before
the former has achieved military-eco- -
nomic supremacy over the latter. We
do not, however, have to speculate
about these matters. It is sufficient
merely to postulate that the interna-
tional equilibrium is precarious and
necessarily short-lived. ‘I'his, whether
they admit it or not, destroys a funda-
mental postulate of the advocates of
the “permancnt peace and prosperity”
school, for what they are really saying
is that internationally the power
blocs constituting Stalinist imperial. .
ism on the one hand, and American
and allied imperialism on the other !
hand, can continue indefinitely their
huge level of armaments.

It is true, of course, that both Stal-
inism and capitalism require each
other in order to exist. This is one of
the paradoxes and contradictions of

the present world situation. While
the prospects of a resolution of this
cosmic paradox may not seem too
bright at this time, that they should
not cause any elation in the camp of
the “permanent peace and prosperity”
school, There is no peace. And the
prosperity of American capitalism is
built on quicksand, as the future will
demonstrate.

NI, Winter 1955/1956
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THE ECONOMIC STATE
OF THE UNION

In his economic report Truman
raises the question why *“our econ-
omy showed strength sufficient to
withstand shock of a kind which had
ended earlier inflations with collapse,”
that is, why the United States has
been able to avoid a post-war depres-
sion. at least so far. The section is
interesting, since it points exactly to
that aspect of the “state of the Union”
which the message is written to con-
ceal.

The reasons given by Truman im-
mediately after raising the question
can be almost brushed aside if one
is seeking fundamental reasons ra-
iher than mere contributory factors;
1hese reasons are: “affirmative nation-
al policies,” “greater caution in the
business community,” the farm price-
support program, the greater strength
and resilience of “our whole financial
and banking structure,” the social-
security set-up, and finally: “Our
working groups [by which is pre-
sumably meant those sections of the
population that work for a livingl
were better supplied with current in-
come and accumulated savings” than
in 1920.

One other one, and a rich one:
“Our businessmen, having become
better informed, were more prudent.”
This in particular is so much hog-
wash. The very same report, a few
hundred words later under a different
heading, has a word to say on the
main way in which “our businessmen”
showed their “prudence”:

“Profits in 1948 again surpassed all
previous records and were rising
throughout the year. Corporate prof-
its after taxes amounted to about 21
billion dollars, contrasted with a rec-
ord level of about 18 billion dollars
in 1947. With sales booming, the ratio
of profits to sales was again main-
tained at around 5 per cent after
taxes. As I pointed out a year agoy
such profits are in excess of the lev-
els needed to furnish incentives and

equity funds for industrial expansion '

and to promote sustained economic
health [undoubtedly the greatest un-
derstatement of the year—H. D.] al-
though some businesses have not
thrived nearly so well as others’—
for, example, we add, the corner gro-
cery store as compared with U. 8
Steel.

This is the greater caution in the

“business community,” which Truman
cite® as a factor in preventing col-’
lapse. There is not much point 1n go-
ing into the others either,

WAR ECONOMY

The real and effective factor is re-
ferred to in a sideswipe in an entire-
ly different place in the economic
message. This passage reads as fol-
lows:

“Expectations of continued infla-
tion have added to the incentive for
business investment, while the price
rise has acted as a brake on the de-
mand of consumers with relatively
fixed incomes. The proportion of con-
sumer expenditures in the total na-
tional product has never been lower
in any peacetime year for which
statistics are available. This is not
an immediate problem sd long as the
sum of government expenditures,
and net foreign investment is still
rising. It could become a - critical
problem as those other factors begin
to turn down or even to assume a
declining relative importance in a
constantly growing total economy.”

And so despite the long list of *anti-
depression factors cited by Truman,
the low proportion of consumer ex-
penditures (what you and I are able
to buy) could become “critical” for
the economy if the three other fac-
tors were to fall. These three other

"factors, one sees above, are: govern-

ment expenditures, business expendi-
tures and net foreign investment. The
heart of these factors, in turn, is highs
lighted by a statement in the Annual
Economic Report by Nourse and
Keyserling, transmitted by the presi-
dent together with his own message:
~ “Needs engendered by war and its
aftermath of international tension
continued during 1948 to overshadow
the civil programs of the government
and to exert crucial influence through-
out the economy. It was necessary to
hold back government programs ur-
gently needed for peacetime growth
and progress, while extraordinaty ac.
tivities to meet world responsibilities
prolonged and strengthemed the gen-
eral forces of inflation. The enlarged
expenditures for national security and
foreign aid authorized in 1848 will
impinge in 1949 upon a private econ-
omy stil] sensitive to inflationary
pressures,-Not only will total govern-

ment spending be rising, but its im-
pact in critical areas will be intensi-
fied.” '

What has shored up the economic
structure has, then, not been the
“prudence” and “caution” of “our
businessmen”—who, as usual, are still
concerned primarily with grabbing
the greatest amount of profits ever
recordedin the face of a situation
charactenized by the, lowest propol:-
tion of consumer expenditures ever
recorded. What has shored up the
structure :ef American capitalism has
been its increasingly large sector de-
voted to building an economy for war
preparation as well as expenditures
for past wars. If the United States has
not run into economic crisis, it is be-
cause it is gearing for another and
more catastrophic crlsls. the third
world war.

In an editorial in U, S. News &
World Report, Editor David Lawrence
puts the finger on this fundamental
economic fact about the “state of the
union.” (Lawrence’s biagses are on the
reactionary side, and his conclusions
seem to be in the direction of a sort
of isolationism and return to.laissez-
faire economy — less government in
business, etc.—but the fact he points
to is another matter.) .

“It is obvious that armament ex-
penditures,” writes Lawrence, “have
given America a false prosperity. . . .
Hence the paradox thal the biggest
economic danger faced by America is
the danger of a sudden turn to peace
by Russia.” And asserting that our
economy is based on the present cold
war, Lawrence opines that “President
Truman’s message is written on the
assumption that American production
will be supported by a continuance
of the existing set of circumstances.”

This last statement is not trye cer-
tainly of the Nourse-Keyserling An-
nual Economie Report, which specifi-
cally raises the question of what to
do to support prosperity outside of
cold-war economy, but the important
thing is that the present economic sit-
uation does have the cold war as its
main prop.

Depression or war, unemployment
or mass slaughter, hunger or blood,
collapse of economy or collapsé of
peace—these are.the alternatives pray
sented by American capitalism.

LA, dJan. 17, 1949

I
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GALBRAITH ON
PROSPERITY WITHOUT WAR

Behind all the touchy questions among Amer-

ican political and economic issues is one of the.

touchiest of all: What would happen to U. S.
economy and its social system if real stable peace
broke out with a consequent cutback in the pres-
ent war economy? ‘

The New York Times had brought up a big qun Fo slay

3o dragon of doubt. Its magazine, on' June 22, featured

¥he Harvard professor of economics, government adviser,

“end -aofhor, J. K. Galbreith, who rushed in to prove that
“We Can Prosper Without War Orders.” Professor Gal-
braith's demonstration was greeted warmly on various
sides. M
Even I. F-Stone approved.its central thesis, though with
some important doubt about the politicul feasibility of
prosperity-without-feqr, P

What Professor Galbraith proves in his' article is
. that, when it comes right down to it, we've just got to

have prosperity-without-war because otherwise wwe'’re .

sunk. What he proves is that he can think of no more
substantial reason. . B - "
But first, to introduce the professor’s mode of thought
properly, we have to note that his article is presented
as a staunch polemic against “the Communist argument.”
He says that we should not merely “dismiss it as Com-
munist propaganda, which, in its major inspiration, it
yndoubtedly is.” He shows his scholarly training by the
?ualiﬁcation “major.”” The Tiypes copy-reader, no pro-

essor he, called it “the Communist argument” point-.

blank. This shows the great difference between the aea-
demician and the journalist. The academician hedges on
deceit just as he hedges on everything else.

The fact is: the view that U. S. prosperity is dependent
on the cold war and Hs war economy has been put for-
ward, or mentioned with favorable tendeacy, by se many
bourgeois ideologists that it is entitled to be considered
@ school of bourgeois thought today. Galbraith ought to
be aware of at least one, his colleague at Harvard, Pro-
fessor Slichter, who is mo more liberal than Galbraith
himself.

The latest (see the AP dispatch quoted in LaABOR
AcTION June 23) were the “top government economists”
who stated that one-thirg of U. S. business activity:“now
gprings from the defense build-up” and that “It’s now
perfectly obvious that, without the defense program, we
would be in a recession at the present time. The only
thing holding the economy together at the present level
is defense.” °

These men “asked not to be quoted by name*-—LABOR
ACTION added, “as if there was something subversive in
the information.” Our comment was naive, it seems: we
learn from Galbraith that to have their opinion is to
“follow Communist propaganda. Other economic' scientists
had better make sure that their researches into the ques-
tion come up with the right answer as established by the
American party line, with Galbraith as its Lysenko.

Lerner, liboral columnist, gave it  aw:accolade.

Professor Galbraith begins very correctly by distin.
guishing between two questions. These are: (1) Is
‘America’s economic need for rearmament the motivating

rce of its cold-war policies? (2) Whether it is or isn't,
cap we have prosperity without war?—Unlike gsome
others, he does not use an easy answer to the first to
pretend that the second has been dealt with too.

‘What he does not do is distinguish further between
the two different questions confused under point 1. For
question (1) should be subdivided into: (a) Is it true
that “rearmament and military aid are really inspired
by the need to prop up the American economy”? (b) Even
if this had no decisive role in the original motivation
of the program, is it—and to' what degree—a force con-
tributing to keeping it going, now that the connection has
become more and more evident toTore and more people,
as Galbraith himself laments?

Galbraith's argument on this point is directed solely

.o part {(a). We are not interested in denying it. Marxists

do not believe in the devil-theory of war or the plot-
theory of soclal causation, according te which all our
ovils are due to despicable capitalists p'lofﬂng their dast-
ardly deeds is secret conference. :

. But part (b). is more difficult to answer and not the
same thing. It does not necessorily even imply conscious
motivation. As Stone says quite truly: "Anxieties, lines
of least resistgnce, uncomscious convictions too fearfulito
be faced in the full daylight of the mind, affect the con-
duct of nations as wel ‘as men."* )

But we forbear further discussion on this point be-
cause we do not want to propose an answer to the ques-
tion of conscious motivation~—by whom or how many—
and because it is the second section of the problem which
is the vitalone. ]

Can the American economy maintain its prosperity
without the cold-war? ;

Galbraith divides this discussion into two parts also.
The approaches taken in the two parts are entirely dif-
ferent, as we shall see. The first deals with the danger

of “a short-run or temporary slump” and the second

,* But we must’ mention one case in which this is
faced in the full daylight of the mind. This is in the
recent statement put out by the leaders of the British
Trade Union Congress to justify the rearmament pro-
gram: “We cannot ignore the industrial and financial
difficulties involved in a sharp curtailment of armament
production. Widespread unemployment is held at bay
today mainly by the rising labor demands of the engi-
neering trades [heavy industry].” If the British trade--
unjon leaders can permit themselves this statement in a
public document, what have we a right to think of our

. unreconstructed American capitalists? The former are

right-wing Laborites, to be sure, and above all enemies
of “Bevanism,” but the latter. are right-wing anti-
laborites, :




with “the factors shaping the long-run strength of our
economy.”

For- the first, the “short-run” danger, he relles on

listing new factors added to the economy since the crisis
of the ’3Qs. These are:

(1) “By contrast [with the period 1929-1932], farm-
ers are now exceedingly solvent.”—But if the problem is
the possibility of a descent into crisis from the present
level of prosperity, the contrast with 1929-32 is ifrele-
vant. That was after the crisis had already broken 6ut,
and it did not break out because of insolvency among
farmers. This bears also on Galbralth’s referenc‘g to the
role of “government support pnces in checkmg “any
drop in farm prices and farm incomes.” More impor-
tant, this aimm was also that of the New Deal depression
palliatives set up by the AAA; the big over-all fact about
which Galbraith says nothing is that none of the New
Deal measures, from plowing-under to funny-money,
ever succeeded in lifting the country out of the crisis.
This was not accomplished until World War II began to
transform the economy. [For a documented summary,
gee “From the New Deal to the War Deal” in LABOR
AcrioN of May b last.]

(2) "the unions would now be able, as they were not
20 years age, to prevent competitive wage cuts.""—Pre-
sumably because they are stronger? And what will the
¢apitalists be doing meanwhile: cheerfully maintaining
prosperity wages while their business falls off? A predic-
tion of fiercer class struggle would be legitimate but this
is the last thing in Galbraith’s mind. A copitalist class
which has put over the Taft-Hartley Act on these sironger
unions (which got the Wagner Act when they were
"weaker), and which is now seriously talking of out-
lawing nation-wide collective bargaining, hardly ‘fits the
professor's roseate picture.—~Mere fundameftally, how-
ever, maintenance of high wages is no cure for capitalist
crisis, except for these who accept the "under-consump-
tionist” fallacy in its crudest form. The crisis Is a crisis
of PROFITABILITY for the capitalists, who will not pro-
duce otherwise. Maintenance of high wuges reduces proﬁf-

ability as much, from one direction, as does a fall in peo-
plo's purchasing power from the other direction. This is
precisely the classic comtradiction of the private-profit
system. The period leading up to 1929 was a period of
relatively high woages, remember!

{2} A series of other factors thrown in by Galbraith
arc 'mg,gcxes of the New Deal measures, which did not
in their time check the ravages of the crisis then and
could be only palliatives in case of a peace-inspired crisis
now. They are such things as unemployment compensa-
tion, deposit insurance, broader income taxes, housing

,and publie works programs, ete. On the tax angle Gal-
braith is—I am sure, quite unintentionally—humorous.
The significance of the broader income taxes is that, as
incomes fall in a slump, tax liability would fall also,
“thus releasing income for private spending.” Further
to release income: “In the event of a sharp cutback in
military spending, it would require no very sophlstlcated

economic advice to persuade Longress to enact a whack-.
ing reduction in taxes.” At this point he might be sus-
pected of drollery if not for the context. In any case
what he certam]y seems to be unaware of is the contra-
diction he is getting himself into: on the one hand, he
points to the beneficent effects of tax reduction, and on
the other he proposes programs which would keep gov-
ernment expenditures up, even if for peaceful projects
rather than war. His very course of argumentation acts
out the inherent contradiction of capitalism.

But to do Galbraith justice, after this listing of factors
we find that not even he claims that he has presented rea-
son to answer Yes to the quesf_ion. "Can the U. S. con-
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tinue to find a peaceable outlet, year after year and decade
after decade, for its very considerable productive ener-
gies?" We find out more concretely that all he was doing,
in his own view, was discussing "the IMMEDIATE conse-
quences” (our emphasis) of a shift from war production.
For this, indeed, his "factors” would have meaning. But
no one particularly claims that a crash must inevitably
follow hot on the heels of a cutback in war production.
Such factors as he cites could have something o say on
the tempo and forms of a slide into depression. But this Is
not what he, set out to prove. And above oll this Is not
what justifies his categorical assurance that "there is no
chance of another disaster like that of 1929}

Therefore, for his last section Galbraith girds his
18ins and finally undertakes The Question itself.

At this pont everything changes; the whole m~thod
of the precedmg sections gets unceremoniously dumped.
~What _1s it that gets dumped? Why, economics! Gal-

“braith is nothing if not ¥orthright in the confession:

"Here the answer depends le;s on economics and more
on a broad assessment of social meeds.”

In point of fact, we find that the answer has nothing
to do with economics or any other subject on which Gal-
braith is a professorial authority. The article becomes
purely hortatory—which is a good academic way of

saying that he proceeds to soap-box agitation as a sub-.

stitute for any scientific analysis of why capitalism can
be expected to do today what it couldn’t do a couple of
decades ago.

In brief, the professor proceeds to point out that
there are all kinds of very worthwhile social projects
which could absorb the moneys now spent on the cold
war, thus performing the same economic role; and to
express his positive assurance, backed by his own word
as a gentleman and a scholar, that they will be carried
out—any_tmg_eluunthmkable Don’t the American

people need housing? schools?‘roads? hospitals? dams?
1ghd-reclaiming? Who can deny this? Not only that: the
peoples of the underdeveloped countries will still need
our millions. The moral case is strong; still stronger
is 1l;he need to avoid crisis through this philanthropic
outlet. .

What Professor Galbraith, in his overfiowing kindness,
is envisioning is nothing less than the conversion of Amerl-
can capitalism into a great big eleemosynary institution
at home and a CARE organization abroad. Profit be
damned; con we even mention such a mercenary subject
in the presence of such a vision? Can we ask him to point
to a little morsel of evidence that the rulers of this so-
ciety, who have to be re-educated by their "international.
ists” even to see the necessity of sacrificing a bit just
to defend their necks from the Russian imperialist rival,
are capable of shelling out similar billions for Galbraith's
socially neceéssary projects? * .

In any case, we have already made the point that the
crux is not any debate over the possibility of winning
over the NAM to the Buchmanites or the Salvation
Army, or whether such a mass transmogrification would
be easier or harder than recruiting them to the Inde-
pendent Socialist League. In his “hard-headed” sentences
Galbraith seems to be saying that, morality apart, the
capitalists will have to go along because the alternative
is the disaster of depression. But depression is a disaster
for them precisely because it cuts deep into their proﬁts.
It is hardly more appealing, from their point of view,
to glive up the.same millions voluntarily. Besxdes, capi~
talist crisis is not an equally disastrous eccurrence for
all capitalists, nor is it quite as black-looking. economi-
cally when another alternative is the intensified ex-
ploitation of the masses made possible by fascism. . . .

__Being totally unconcerned with such questions, Gal-
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LA, July 7, 1952

SUMNER SLICHTER
& SYLVIA PORTER

One of the frankest and most im-
portant statements on the present
state of the American economy was
made on October 25 [1949] by one of
the leading economists in the count-
ry—Prof. Sumner H. Slichter of Har-
vard, a high official of the Commit-
tee for Economic Development. Dr.

Slichter was speaking at the dinner - _.

‘of the annual convention of the com-
mercial finance industry:

"From a narrow economic stand-
point, the cold war in which the
U.S. and Russia are adversaries is
a good thing, Dr. Slichter said.
In effect, he said, it has proved
a boon to the capitalistic system
which the Communists are trying to
scuttle."—N. Y. Times, Oet. 26.

Slichter said, among other things:

"It [the cold war] increases the
demand for goods, helps sustain a
high level of employment, accele-
rates technological progress, and
thus helps the country raise its
standard of living.

"In the absence of the cold war,
the demand for goods by the govern-
ment would be many billions of dol-
lars less than it is now and the
expenditures of both industry and
government on technological re-
search would be hundreds of mil-
lions less than they are now.

"So we may thank the Russians for
helping make capitalism in the Uni-
ted States work better than ever."

And he declared that a real bust—

a really severe depression in the
U.S.—is "difficult to conceive" as
long as the benef1ts of the cold war
are with us.
-X-X-3
[The dilemma of the liberals] is
sounded in a cry of agony by finan-

cial columnist Sylvia F. Porter two
days after Slichter's speech. Miss
Porter is presumably a social scient-
ist, but her anti-Slichter column is,
for half its length, a glandular ex-
plosion,

"I'm not stunned,' she ‘writes,
"I'm disgusted... it's false, it's
harmful, it's damnable.' "Insidious-
ly dangerous!' she says.

Then, pulling herself together,
she gives five reasons why a '‘peace
settlement with Russia'’ and the end
of the cold war would help American
economy. They are: (1) Demand for
our goods from the Iron Curtain do-
main would pour in. (2) Billions of
U.S. capital would then be willing to
risk investment abroad. (3) We could
spend billions on domestic economic
improvement, schools, cancer re-
search, etc, instead of on arms. (4)
We could cut taxes. (5) We could
turn technological progress toward
peacetime uses.

Highly moral liberal wishes, how-
ever, mix poorly with the realities
of the social system which Miss Port-
er supports no less than Slichter.
Her liberal morals extend only to
condemning the comsequences of capi-
talism. Is it still possible for an
enlightened economist, especially a
liberal one, to fail to ask why the
above five factors failed to prevent
a crash twenty years ago?

It took the Second World War to
restore prosperity. All that Slicht-
er says is that the Third World War
is even more effective, in advance.

Miss Porter challenges wrathfully:
"Production for destruction, bil-
lions spent for goods that are use-
less except for killing. Since when
is that 'a good thing'? Economically
as well as socially, morally, polit-
ically?"
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As a New Dealer, Miss Porter
ought to know ''since when' the econ-
omic category of destruction has
been known as a good thing. The AAA
plowing-under of pigs and cotton is
a small chip off the same block. So-
cially it was fantastic. Economically
as Porter could explain, it made
sense—for a social system which pro-
duces crises in the midst of abund-
ance...

LA, Nov. 7, 1949

[Less than two years later, the
same Sylvia Porter wrote a tri-
umphant column about the wonders
of the American "garrison economy"
which was reprinted in Labor Ac-
tion as follows:]

T

"Once again, the United States is
a military nation.

"With almost incredible ease, al-
most unbelievable speed, we have
shifted from a civilian state to a
semi-garrison economy....

"But already it has happened.
For:

'"We are now spending well over
$500 millions a week on remobiliza-
tion and the armed forces.

"And soon, our defense spending
will skyrocket to $1 billion a week.
"In the year since Korea, busi-
ness output for the armed forces has

climbed 100 per cent.

"In the year ahead, production
for defense will double again and

the military then will be absorbing
a full 20 per cent of everything
America turns out.

"Half of all our steel production
is being channeled directly to de-
fense or to activities closely allied
with defense.

"The military forces are taking
as much as 60 to 90 per cent of the
output of such strategic metals as
copper and nickel. )

*Many firms actually are selling
all or nearly all they produce to
the military; from coast to coast,
companies are reporting major change-
overs to production of munitioms....

“  "Thus has the face of America
been altered—as defense has become
our land's biggest single business.

"Thus have we changed between

June 1950 and June 1951....
"Cease-fire, truce or what-have-

you, we will continue building our

defenses and maintaining them.

1 ]

"Barring the miracle of real )
peace, we shall not soon again--if -
ever--slip back into our pre-Korean
weakness, when altogether we were
spending less than $15 billions a
year on American defense. -

""So now we are a peculiar hybrid--

a semi-garrison economy, a military-
plus-a-civilian nation.

"Only a land capable of such stu-
pendous production as America could
manage it so quickly, so smoothly.

"But we have done it. Already.'

~=N, Y, Post, June 19, 1951
Reprinted in LA, July 9, 1961.

o000

[In another columm which appeared

in the N. Y. Post on January 3,

1956, Sylvia Porter gave another
testimonial to the war economy:]

"To our civilization as the new
year 1956 starts to unfold, we are
adding two massively significant
things: a PERMANENT munitions indus-
try; a PERMANENT foreign aid pro-
gram. ... ;

"Throughout our history, it has

been American tradition to be either
at war or at peace. Our budgets have
been war budgets or peace budgets...
Now begins the 11th year since the
end of World War II. And now it is
hardly a secret that in his key mes-
sages, the president will ask Cong-
ress to approve a defense budget of
over $35 billion--a budget that in
any other era would reflect a full-
scale war.

"“What is more, the vital point is

not the size of the budget. The vit-
al point is that this is the level
at which our annual spending for de-
ferse is slated to level off and be-
come permanent,

"Our munitions factories no long-
er reconvert to peacetime goods; they
remain munitions factories. And the
European approach which we have de-
spised for so long we have now em-
braced."

i1

LA, January 9, 1956 .
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THE BUREAUCRATIC
MILITARIZATION OF CAPITALISM

Following is an excerpt from the 1949 resolution of the In-
dependent Socialiet League entitled "Capitalism, Staliniem,

and the Struggle for the World," taken from Part 1,

es in Capitalist Imperialiem.”

{1) Under the impact of the First
-World War, Karl Kautsky, the leading
.theoretician of social- democratic ref-
ormism, elaborated his theory of “ultra-
imperialism,”
ganic growth and internationalization of
capitalist monopoly would lead to.a sin-
gle world-wide trust and international
peace.

We have seen, in fact, that a kind

of “super-imperialism” has

according to which the or-

indeed

emerged from the advance of monopoly .

—two super-imperialist powers, each im-
posing its own imperialist sway over

other modern and equally imperialist

states.

But far from inakinz for a more
peaceful cohabitation of national states,

the world-racking imperialist rivalry

and the increased shift of all national

economies for war and destruction has.

been -brought to a pitech never before
seen, For the first time, the life of every
important country in the world, includ-
ing the United States, is being organized
more and more on the basis of a perma-
nent war economy and a permanent mili-
tarization of society.

" (2) In economic terms, this means the
rapid growth in the economi¢ structure

of capitali-m of a third great depart-.

ment of production alongside ‘the pro-
duction of the means of production and

the production of the means of consump-

tion. This newly significant sector of the
economy is the production of the means
of destruction — production of goods
which do not re-enter either into the
process of reproduction or into (what
is at bottom part of the same process)
the production of labor power.

While the production of war goods and
the devotion of means of consumption to
the production of “soldier power” has
always been a part of capitalist economy
(where its economic effects have been
similar to those of luxury goods con-
sumed by the capitalist class), the rise
‘of this production to the immense role
it now plays has been accompanied by
far-reaching changes.

"Chang-

(8) The link between the economic and -

- political changes thus produced is the

fact that the market for this third de-
partment of capitalist  production is the
state. The rise to dominance in the econ-
omy of this type of production effects,
therefore, the partial negation of the
blindly-operating market as the regu-
lator of capitalist economy and its re-
placement by the partial planning of the
state bureaucracy.

In proportion as production for war
purposes becomes the accepted and de-
termining end of economic activity, the

ie of the bureaucracy ceases to be lim-
ited to that of a politieal superstructure
_and tends to become an integral part of

the economy itself. This bureaucratiza-

: tion of economy in the capitalist coun-
. tries leads to the»:mth of the. state
- bureaucracy in size, in the importance

of its role for the regulation of the eton-
omy, and in its relative independence
from the direct control of the captialist
(4) In this stage of the dominance of
war economy and the bureaucratization
of ecapitalism, the role played by state
intervention (“statifieation of the eecon-
omy”) changes accordingly. From its
role in the early period of capitalism of
forcing development (especially in the
case of latercomers like German or Jap-
anese capitalism), and from its role in
the middie period of capitalism of “so-
cializing the losses” of particularly sick
or weak individual industries, its domi-
nant rols today is that of building or
mintaim the war potential of the
sconomy in aenticipation of Iutm oon~
fliet or. planning war pnduﬁon ao-
tual conflict.

This new charactsr of statifieation is

. lounded upon the new dominance of war

economy and the new role of the state

' bureaucracy, tending to substitute state-
. organised planning for the blind operation

of the market, largely at the expense of
petty capitalism but also partly at the
expense of limiting or infringing upon
the political and even social power of the
bourgeoisie (as in the case of the fas-
cist war economies).
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(6) This development has not ad-
vanced equally in all capitalist countries
or all spheres of capitalist economy, be-
ing especially marked in those capital--
isms devastated or bled white in the war
(like England and France) and less
marked in proportion to the wealth of
the country (as in the United States).

Nationalization in England has al-
ready gone beyond the limits expected
by Marxists (including Lenin) in the
days when British capitalism still ap-
peared as a going concern, albeit in a
state of historical decline, in particular
still able to feed on the wealth produced
by its colonial slaves. If nationalization
in England does not go further (say, to
steel) in the next period, this will not
be because such a step is excluded by the
nature of forces operating in the degen-
eration of British eapitalism. While a

-nominally socialist government staffed
by the Labor Party is the vehicle through
which these changes are taking place,
the bourgeoisie has so far put up a com-
paratively weak resistance and the Con-
servative opposition has been compelled
to promise that its resumption of power
might slow up or temporarily halt the
trend but would not turn it all the way
rackward.

Likewise in France, since the end of

the Second World War, nationalization
has played a role which, before the war,
would have been scouted as impossible
)f realization under ecapitalism by all
Marxists,

of ‘bureaucratic collectivization.” The
phenomenon itself is incontestable. But
where are the limits, and what is its
historical weight?”

While in 1939 Trotsky expected this
inner tendency of capitalism toward “bu-
reaucratic collectivization” to be aborted
by post-war revolution and to be there-
fore only of academic interest, the pro--
longation of capitalist degeneration and
the continued “political prostration of
the working. class” more and more brings

" it to the fore and lends it increasing his-

toric weight. The limits of this tendency
are set by the struggle of the working
class for power and, even aside from this,
by the fact that the complete negation of
capitalism short of working-class revolu-
tion requirés the intervention of some
other revolutionary social force which is
visible in the Western capitalist coun-
tries only in broad outline.

8) This capitalist tendency toward
“bureaucratic collectivization,” therefore,
by no means erases the distinction and
antagonism between the rival social sys-

"tems of capitalist America and bureau-

cratic - collectivist Russia, but bears on
the direction of capitalist degeneration—
given working-class failure to fight the
trends created.

_Capitalism itself is doomed. In the

looming war between Western imperial-

(6) The all-pervading degeneration of

capitalism marked by the new phenom-
ena outlined above is superimposed upon
its decades-long decline, just as the new
stage of the bureaucratic militarization
of capitalism does not negate but is su-
perimposed upon its stage of Imperial-
ism.

It must be emphasized that while, both
in economic structure and in political
consequence, & new stage is marked, it
is- yet a new stage of capitalism, indeed
of capitalist imperialism. The funda-
mental social reason for the emergence
of this new stage is the delay of the so-
cialist revolution and working-class in-
tervention in cutting short the agony of
capitalist decline in favor of a new so-
cial order based on workers’ power.
~ (7) Out of this partial self-negation
of the capitalist world, however, the new
traits rising to prominence have more
and more in common with the rival so-
cial order whose power has mounted
parallel with the degeneration of capi-
talism:- Russian bureaucratic collectiv-
ism. Thus already in 1939, discussing the
bracketing of the New Deal, German
fascism and Russian Stalinism under
one head, Trotsky commented that “all
these regimes undoubtedly possess com-
mon traits, which in the last analysis
are determined by the collectivist ten-
dencies of modern economy,” and that
“the tendencies of collectivization as-
sume, as the result of the political pros-
tration of the working class, the form

ism and Stalinist imperialism, the vic-
tory of the former can be achieved by it
only by intensifying precisely those ten-
dencies which. push it in the direction of
its enemy. War economy—bureaucratiza-
tion—bureaucratic planning—controls—.
regimentation — declining standard of
living in the midst of “full employment”
for war production—these are the social
prerequisites for gearing capitalism to-
ward victory in the threatened war. It is
irresponsible and utopian to believe that
the victory of American imperialism in
this war ecan be ensured at any cost
lower than the acceleration of its own
descent into that modern-type barbarism
opon which it wars.

The fight against the inevitable assault
of today’s capitalism on the most firmly
entrenched economic gains and democrat-
ic rights of the people is part and parcel
of the socialist struggle against the war
itself and its preparation. This is the
most fundamental historical basis for
our slogan “Neither Washington nor
Moscow!” and the refusal of the Marx-
istsa to make the slightest compromise
with social-patriotic notions of support-
ing the eapitalist side of a war in order
to gain a “breathing spell” from the
threat of Stalinist totalitarianism.

NI, April 1949

e i

(L]

L



MAX SHACHTMAN

81

1948

THE NIGHTFALL
OF CAPITALISM

The rise of imperialism to unpar-
alleled proportions further deepens
the crisis of capitalism by precipi-
tating wars whose preparation and
prosecution introduce the most far- .
reaching changes in the economy of
capitalism itself, to say nothing of
political changes. .

The Communist Manifesto , and all
Marxist writings following it, empha-
sized that the conditions of bourgeois
property fetter the development of
the productive forces of society,
they are ''too narrow to comprise the
wealth created by them." Yet not on-
ly did capitalism experience a tre-
mendous development of the productive
forces for more than half a century
following the appearance of the Mani-
festo, representing the period of the
greatest expansion of capitalism, but
even if the opening of the final cri-
sis of capitalism is dated from the
beginning of the First World War the
last quarter of a century or more has
seen what appears to be a still fur-
ther growth of the preductive forces.
How is all this to be reconciled?

Theoretical economics recognizes
two great divisions, the production
of the means of production and the
production of the means of consump-
tion. Modern warfare, as we have seen
in our own time, makes' stupendous de-:
mands on the economy. '"Germany would
put about five million armed men into
the field, or ten per cent of the pop-
ulation, the others about four to five
per cent, Russia relatively less,"”

as Engels or any of his contempories
would hardly dare dream of.

What happens under such circum-
stances to the two great productive
divisions of capitalism?

In The German Ideology, which in
spite of Mehring's severe strictures,
is invaluable for the fullest under-
standing of the Manifesto, which it
preceded by a couple of years, Marx
writes: "These productive forces re-
ceive only a one-sided development
under private property, become for
the most part destructive forces and
a mass of such forces cannot even be
utilized in private property." And
further: "In the development of the
productive forces a stage is reached
in which forces of production and
means of distribution are generated
which, under the existimg relations,
can only inflict harm, which are not
longer forces of production, but
forces of destruction (machinery and
money)..." And still further: "...
the productive forces and the forms
of distribution have developed so far
that they have become, under the rule
of private property, destructive for-
ces..." The Manifeeto itself points
out that the bourgeoisie overcomes

its crises '"by enforced destruction
‘of a mass of productive forces.'

Imperialist war, on the scale on

-which it is now fought, gives a new

and more terrible significance—a

-double significance—to these words.

Engels wrote to Sorge in 1888, when a
European war seemed imminent. 'But
there would be from ten to fifteen
million combatants. I should like to
see how they are to be fed; it would
be a devastation like the Thirty
Years' War." Engels, alive during
the Second World War, would have had
the opportunity to see how many, man-
y more than fifteen million combat-
ants were fed. The stupendous demands
on the economy were met, not only
with regard to food, but to weapons
of such a kind and in such quantities

Capitalism develops the productive
forces only by turning more and more
of them into destructive forces. To
an extent which the authors of the
Manifesto could not possibly have im-
agined, capitalism has added the'pro-
duetion of the means of destruction
to the two great divisions of produc-
tion set forth by Marx in his later
Capital.

Leaving aside for the moment all
émotional considerations and moral
judgments, the production of the means
of destruction must first be consid-
ered from the strictly economic stagd-
point. In a study written by Bukharin




program mean the revival of the huge..

aviation industry which was allowed
to collapse at the end of the war; it

moans the sustainment of the weak-

ched machine-tool and precision jn-
struments industries; it means the re-
allocation of stecl and other products,
already in short supply, to war in-
stead of civilian production. ‘There is

little reason to believe that anyihing
.but an increase and extension of the

American armaments program is to
be looked for in the period ahead.
This trend is recognized in all se-
rious economic and political circles,,
It is the reason for the notable shift
of traders and investors from con-
sumer goods to capital goods. A heavy
armaments program—to say nothing
of war itself—gives the heavy or cap-

jtal - goods industries all the. assur- -

ances of material supplies and gives
no assurances of such supplies to the
consumer-goods industries.

The shift to the capital goods in-
dustries is further stimulated by the
consideration that continued infiation
will produce far greater “buyers’ re-

- gistance” from the individual con-
sumer than from the corporate con-

sumer whose market and income is
far more extensive. The shift is stun-
vlated. {inally and paradoxically, by
the consideration that the boom usu-
ally declines first in the consumer
goods indusiries, in the “soft lines”
which feel the recession sooner than
the heavier industries.

The principal factors in operation
therefore diclaie the conclusion that
the United States may very well, in
fact almost certainly will, experience
radical dislocations, especially in the
light and auxiliary industries, and
cven an economic recession, at the
end of another year or two. However,
lhere is ne serious reason fo Jook
forward, within any such period, to
ihe classicpl capitalist crisis of over-
production which, in the past, peri-
odically and rcpeatedly maimed and
prostrated the basic industries of tie
country, bringing in its train a multi-
milloned army of unemployed.

A crisis based upon a narrowing
market in consumer goods at a time
of a sustained or widening market
in capital goods is, if not inconceiv-
able, then very improbable. Al the
same lime, the very way in which the
crisis is Lo be averted or “surmount-
ed,” constitutes the most crushing in-
dictment of decadent capitalisin, The
traditional economic collapse can now
be _averted only by threatening all
civilization with collapse.

In reality, it is not averted at all
It is merely transformed into the
most comprehensive, preofound, con-
vulsing and agonizing crisis the hu-
man race has ever known—modern
total war. The change in the charae-
ter and form of the crisis, correspond-
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ing to the change in the ecconomic
structure of capitalism and the social
decay it entails, is a question of car-
dinal importance. "
" The continued shift from a “nor-
mal” economy to a war or war-prepa~
ration economy is becoming more and
move the normal state of capitalism.
It substitutes for the sufferings and
contradictions of the traditional cri-
sis a number of new and different
siflerings and contradictions. It as-
sures a high level of employment, but
the steady income of the workers
brings about not a real but a pseudo-
prosperity. )
Concentration on armaments and
capital goods industries, which have
priority of &llocation of raw mate-
rials, machinery, labor forces and
government subsidy, occurs at the
expense of the consumer goods indus-
tries. Shortage of the latter’s prod-
ucts, in the face of widespread de-
mand, maintains a steady inflation-
ary pressure to raise prices, accomn-
panied by the scourge of black-mar-
ket prices —the deadly combination

against the standard of living of the
masses.

Government budgets, swollen by
armament  expenditures, require a
tremendous tax burden which always

© weighs down disproportionately upon

the living standards of the people;
while the armaments makers ard
monopolists enjoy the special pro-
teetion of the government which
suaraniees them a profitable market
for their products, and are the prin-
cipal profiteers from the protracted
inflation. !

Still early in the shift to the arma-
ments economy, the Uniled States
now has a national budget of $40,000,-
000,000. The bulk of this unparalleled
budget is assigned to war costs, past,
present and future, This budget repre-
scnts a tax of about 20 per cent upon
the total present national production:
of the country—and if the state and
municipal budgets are added, the tax
on the national income runs to about
25 per cent.

To run the go‘vcrnmcntul affairs of
{the wealthiest and most powerful of
the decaying capitalist nations now
requires two out of every eight hours
of the work of every individual in
the country. The national debt is now
a good fifty times greater than it was
before the First World War; the in-
terest alone on the national debt to-
day is larger than the national debt
as a whole about 30 years ago; ond
the big bulk of the present national
deb! was incurred during the four
years of American  participation iu
the Second World War and as a 'di-
reet vesult of this participation. The
difference between the two capitalist
parties over the size of the national

(»



budget is, at its extremce points, n-
consequential; it is a matter at most
of a very few billion out of the total
of forly. ’

The national budget, including the

servicing of the fabulous national
debt, which are respectively primar-
ily a war budget and a war debt, con-
stitutes by far the greatest single in-
flationary force in the cconomy of
the.country. On the basis of the pres-
cnt national budget—that is, cven be-
fore it has assiined the much greater
proportions which the growing war
preparations will surely give it—for
the capitalist polilicians to specak of
any serious check on inflation is at
best a sign of ignorance or utopian-
ism; as a rule it is sheer demagogy.
The harshest cffcets of inflation are
always felt by the working MAISSes,

Only the mass production of con-
sumer goods under conditions of "i
high wage level can put an eond to
inflation on a sound basis. The grow-
ing government bureaucracy and
growing governmental expenditures
necessitated by the growing complex-
ity and antagonisms of capitlalist
economy, on the one hand, and the
growing armaments economy that in-
evitably accompanies capitalist impe-
rinlism, on the other hand, are the
most gigantic and principal obstacles
to the mass production of consumer
goods.

Even in the wealthy United States,
an armaments economy means a con-
stant undermining of the prosperity
and well-being of the people.

Parallel to the development of an
armament economy runs the tendency
toward a police state. It is important
to judge correctly the speed of this
tendency and the stage which it
reaches at cach point in its devclop-
ment. The failure to do this entails
the danger of onc of two extremes:
succumbing” {0 democratic illusions

or confusing the partial unfelding of

the tendency with its ultimate con-
clusion,

The phenomenon, characteristic “of
all class states today, may be ex-
pressed almost mathematically in a
broad formula: the greater the share
ot the armaments economy over
against the civilign economy, minus
the degiee of resistance of the work-
ing classes, the stronger is the ten-
deney toward converting the demo-
ciatic state into the authoritarian or
totnlitarian police state.

Fortunately. there exist powerful
waterial and ideological forces that
exercise a strong braking action upon
the tendency to which the United
States, like all scctors of decaying
capitalism, is subject. 'I'hcy arc cven
strong enough to reverse HQ(,\ tenden-
¢y toward the development®uf a po-
_1_117((\‘ state al specific stages df this de-
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velopment and therewith to strength-
en the economic position and the
democratic rights of the working
class in particular and the people in
general.

Materially, these forces are repre-
sented mainly and most significanily
by the organized labor movement;
idcologically, they are represented by
the democratic traditions that are so
deeply rooted in the United States.
The organized working class has not
becn crushed in this country or even
scriously defeated. On the contrary,
it is not only at its high point nu-
merically, it is not only established
powerfully in basle industrics that
were still unorganized for years after
the First World War, but it is filled
‘with a grecat self-confidence in its
strength, which has only been en-
hanced by the role it feels it played

in the last presidential election.

LA, Apr. 25, 1949

N

FOA Report

W}me . begimming-of-the-year reviews
and forecasts purred ‘out expressions of
love - and affection for “the strength of
our economy,” the Foreign Operations
Adnnn ration has permitted a peek into
the pinnings of that ecanomy.

Statigtics being circulated by the FOA
(accomhm to Dana Schmidt in the N. Y.

tmes, Jan. 3) “show the extant to which
the U States economy. has benefited
“rom, or bécowe dependent on, the for-
eign-aid: program.” (Our emphasis.)

_ The fo rqlzn-ﬁw program, of course, is

«Whuu 2 ._ B
ad’uys. ‘

Here aré. sozme ,key ﬁguru emd by tho
FOA wlth regard to hte 1954 fiscal year:
. A,Mnunwpf U. S. experis wes

‘ By, - $3860
-uu- M $15.% ) millon worth of ex-
m *

3 Themncyﬁumedl?puéehtofth&
country’s agricultuxal. exports, or #500
millmn qut of $2930 million. -

e Jatter figure included the fiiansing

28 1% cent of nexpm'uﬁd; “
«iﬁtmﬁ;&%x exports.
'iou :

10 1955

LA Jan.
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BROGAN ON
AMERICAN MILITARIZATION

"I am sometimes asked what ig the
greatest change in American life
that I have noticed in the nearly 28
years that I have known America. And
my answer is always the same: not
. the talkiee, not social security, not
the rise of the unions, but the mil-
itarization of the country... the
rise in size, power, and consptcuous-
ness of the armed forces is the sing-
le most important change.

VALl this, of course, has taken
place since 1940, when the American
armed forces numbered around -300,000.
Now they number well over 3,000,000,
both in 'time of peace.’' And the ten-
fold inerease i8 really one of these
changes from quantity into quality
that Hegelians and Marxists talk
about."

Such is the judgment of Prof. D.
W. Brogan, author of a number of
books and frequent writer on America
for the Manchester Guardian, in the
issue of that noted British newspap-
er for February 12, 1953.

And Brogan adds:

"Much of this [American] dislike
of the brass seems to me unjust; it
i8 a result of refusing to notice
that armies have to be like that,
that discipline must often be irra-
tional, that mere obedience is a nec-
esgary quality in a soldier, that, as
the wise German saying has it, a to-
tally reasonable army would run away."

An apologia for militarism like
this is worth noting.

LA, March 2, 1953
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