SEYMOURMELMAN

Economic Consequences of the ArmsRace:
TheU.S asaSscond-Rate

Text of remarksgiven a CoumbiaUniversty

~ | gl limit theseremarks on the U.S. economy and military spending to seven ssparatdy
desgnated paints | trust youwill undersand that inthistype of forum, we can nat propertly resalveor
andyzeissuesin depth. | will be stisfied if these remarksraise some questions and stir your
imegination.

RPontOne

Indegpendent of variationsin culture, languege, history and geography, permenent military
economieshaveasst of common effects Thecommon efectsresult from adegdeion of production
resources. BEconomigshavefocused on problems of exchangeand havelog 9ght of andemantd
redity thet meteriadsin place A a agiven momat intimecannat aso beinplace B & thesametime:
Hence, the physicd resourcesin useon military acoount cannot dso Smultaneoudy beon avilian
acoount. The United Siates snce 1945 hes pent cumulatively $4.2 trillion dallars on defense and now
findsitsindudrid technology and competitivenessin poor condition. SnceWorld Wer 1, Gamany
and Jgpan have spant only afraction of the U.S. outlay on defensa. They arenow thetwo leading
economiesof thewarldintermsof indudtrid produdtivity and production.

Military economy yieldsaproduct but the product isnot ussful for consumptionandis
not ussful for further production. Whatever dseyou can dowith anudesr missle, anudesr
submarineor abomber airareft, you can not mekeanything with them, and you can not usethemes
dathing, food, Sdter, or asindrumantsof trangoortation.

Rant Two.

 Idedogy inthe U.S savesto mesk thedeerioration dl around us Hereisan example of
how it works | recartly participeted in adebete &t the Massschusdtts I ndtitute of Technology onthe
conditionof theU.S. « .| presented my usud detaonthe U.S war economy and argued
thet yearsof large military outlayshed greetly demaged the economy. Dukekis economic aovisor,
an economist by the neameof Professor Lawrence Sommers eminatinthefidd of mecro-
economics rgaindered todl of my remarkswith thefollowing note Hesad: ' Look, in 1987 the
military outlay amounted to only Sx and one-half percent of the GrossNational Product (GNP).
How could Sx and one-hdlf percant of totd U.S. weedlth account for the variousthingsthet you are
taking about?It just doesnat mekesanse Nata dl.!

- Sommes remarkst?'eo\/ed persuedve and familiar to the assembled multitude of sudents Whet
ismissngin hisanayssisthefallowing. Thesx and one-hdf percent |sacorreddpeoeof aithmetic.
Themilitary itemisasoinduded inthe netor, that isinthe GNP— but lef'sd sregard thet oddity.
However, thissuppossdy meeger Sx and onehelf paroant indudes 70 peraant arthegovemment's Research
and Development funds, an amount equd to $41 hillion dallarsin 1988, Thex and one-hdf indudes
wagesand selanesfor about 30 percent of the country'senginearsand Scientits Sx and one half percent
dnindudesyear by year an acouigtion of capital items such thet by 1983 the Pentagon's net stock of
capital eguipment, sructures and inventorieswere valued & more than 46 percent of the worth of the
total physca capitd Sock owned by dl U.S manufacturing establishments The Pentagon now owns
asatsequd tothetotd assets of thetop 30 Fortune 500 companiesinthe U.S,

Theprodemhereisonedf categaries It isaconogpiud issueand aveary saiousone TheGross
Nationd Product wasinvented aspart of asystem of nationa acoounting, and it wasinvented inresponseto




theprablem of having to regulate and restore market demand during the Depresson. So themeesure of
money transectionsbecame veary importart. Thenetional income accountsand the GNPfigurehdp usto
messremoney transactions whichispafectiy fine

However, the GNP is|essthan competent to meesure resource use. Money-va ued entitiesdo not
aooount for the quelitativeimportance of variousresources A good andogy hereisthet of asdientist
trying to messrethe overdl importance of thebrain to thebody according to acategory of  body weight.
Withinthet andlyticel framewark, thebrain. erdatively unimportant. Of coursefundiiordlly,
that is absurd. The methodologica point isthat there are no universdly appropriate or universaly vaid
categories Caegoriesfor datahaveto betallored in accordance with the nature of the problem being
investigated. Or to say it differently, the agpects of phenomenathat we chooseto obsarve, ather quantitatively
or quditatively, must beagpedisthat are gppropriateto the neture of the prolem thet wewishtoinvestigete. Inthe
caze of thesx and one-hdf percent of GNP, it issmply an ingppropriate category for gauging the quditative
importance of production resources.

Pont Threa

_ _Forty-fiveyearsof large military outlays have trandformed the micro-economy of the U.S
indudrid system. Fick up any textibook in economics, whether thewriter isaconsarvaive, aliberd
Keynesan, or aneo-Marxig, and youwill find & leegt thiscommon fegture they dl operateonthepramise
that thefirm, in athriving market econony, must operatein amicro-economy of cos-minimizing. Cogt-
minmizing sarved asthe backbonefor U.S produdtivity and menufacturing srength from 1865 to 1965.

Prior tothe 19605 it was characteridtic of the U.S indudtrid economy thet wageincressesand ather
ood increesesweere offset by improvementsin effidency and productivity through capital improvement.
Managersand enginearsof firmsworked very hard to offset product cogt incresses From 191510 1950,
U.S indudrid firmsenjoyed suffiaent productivity increesesto offsat afive-foldincreesein hourly eamings
toindudrid workers whileonly doubding thepricesof al metalsand metel products Now, for thefird time
inAmericanindudria history, the priceincresses of mechinery produced inthe United Siteshave
exoseded wapgeincreesestoinoudrid workers AndtheU.S indudnid wageisno longer thehighestinthe
warld. By 1980, eght European countrieswere paying higher wagesthen U.S indudry.

In my most recent book, The Demiilitarized Society. | summed up the cherecterigtics thet
oncemarked the United Siates asafird-rateindudrid economy:

firg, theability of theindusriad sysemto offset cost increeses of evary sort by productivity growth
ssoond, theahility to pay high and risng wageswihile produding marketable goods

third, vigorousresearch in basc sdenceandinthetechnologies

fourth, theavalahility of anincreesingly competent production support base (infrastructure)

fifth, having theuseof acurency of dable(meaning prediciable) vdue

sxth, having thecgpablity for organizing peoplefor produdtivework

sverth, dl of theabove contributing to arising sandard of living

TheUnited Statesisnow asscond-rateindudtrid economy asit falsdl thesetets Wenow import
50 percent of our machinetools, 86 peroant of our shoesand 35 parcant of our cars Thecdllgpseof
proobcnonoompetenoelntheUShasmdeejnotm%/e edtack industries, but aso high+tech
Indudtries- those that dgpend on astrong R& D input. Thehighttech ag(rewps’rmedafa/or etrade
balance of $27 billionin 1980. By 1986, they were recording atrade deficit (U.S. Congress, Joint
Economic Committeg, 1986). The 1988 U.S trade defidit in manufaciured goodsreached nearly $106
billion dallars (U.S. Department of Commerce)



~ Itisnow possblethet the United Sateswill moveto athird-rate.condition, thet baing defined
ga]ondly by theabsenceof resourcesthat would benesded to repair thedamegeto the U.S indugnid
em.

Ront Four.

_ Vaiousexpatsnow edimatethat $3 trillion dollarswill be nesded to repeir thebesic public
faalitiesand sarvicesof the U.S economy. Infregrudtureinthe U.S isin adate of decay and arids The
evidenceisin your daily newspaper. The U.S. now lacksamodern rail system and amodern highway
sydemingood repatr. City srestsare poorly paved. Betwean afifth to athird of the highway bridgesinthe
U.S arerated asnesting mgjor repair. Decent housng isno longer availablefor millions Thereisagrowth
of homdesnessand hunger (Physdan Task Forceon Hunger iIn America, 1987). Important partsof the
populaion draw water from aguifersthat are contaminated. Thenationd parksarein poor repar. The
librariesare poorly operated. Wadte disposd sysemsviolate modern technicd andards. The
Environmentd Protection Agency recently revedied thet $500 hillion dollarswould be nesded to dean up
toxic wadte Stes around the country.

_ New Y ark City hasonethousand schod buildingsthat now requirean expenditure of
appromm&d%%bllllonmordertobemtlnastaed decart repair. That isjudt the bl for theschodl
buldings ewill this$3 billion comefrom? Thewater supply sysem of New Y ark City presertly
averagestenwater main bresksaweek. Thatisnow ordinary. It wasonce extraordinary for awaer man
to break in New Y ork City. Water main bresks do not rate as news anymore unlessabresk occurs a
Columbus Cirde hdting subway service Then theannouncements are broadcast on theradiowaming
travdersto kegp avay fromthearea

Infrastructure decay existsthroughout the United States. | was at asymposumin Topeka,
Kansss | asked theMayor if hehed aprogram of whet wes nesded in cepital outlay for theinfresructureof
theaty. Hesad: "No, wedont haveaprogrambut | cantdl you theitemsthat are surdy theimportant
ones” and hejudt darted redting thelist. W} itisthesamelis everywhere

~ Unfortunatdy, thedecay of infrastructure, and the decay of indudtrial competence, may not ssam
obviousto many of us If wearein occupationsthet do not leed usto becomeexpertsinmattersof
mdustgl, or if wearenot trained in comparative andyss over time, or in across-country comparative
sudy of infragiructure, thenwemey literdly belooking a the decay but nat sseingit. \WWedo nat recognizeit.

Onareoatt tripto Bonn, West Gamary, | wasstrudk by Gemany'smodemiinfregrudure. | amved
a the Frankfort arport, took the escdaor down two levels, and found mysdf onarailroad platform. |
then boarded the deckest looking train | had ever seen. Asthetrain gained momentum, speedily
coming out of the Sation and accelerating to over ahundred milesan hour just outsdethe ity limits,
itwasdear thet themgor sound in the compartment wasthat of the hush of air coming through t
ventilator. No dickety-dack, no sway in the cars, and about ten minutes|ater the orange juice was
served, followed by lunch. The contrast between Garmany'smodern rall sysem and the Toonerville
Trolleysthet are now sported inthe United Satesisredly quitedramétic.

Parnt RHve

Industria and infrestructure decay now threeten U.S netiondl security. Theamsraceand
ubsaeouent annud military outlayshavelronicdly weskened the U.S eoorm?/and U.S sovadgny.
Misoonstrued economic and palitical analysesoffer the American pubdic thehdllow promiseof apogt-
indudrid soaety, or aninformation sodety. Thered redlity fading usnow isthet of adepleted Soaety.

A New Yok Timesatideon February 19, 1989, reported an interview with the Chairmen of _
NomuraSeauntiesIntenationd, amgor Jpanesefinanad savicesfirm. The Charman'snameisMaszeki
Kurokawa The Times reporter asked Kurokawaabout U.Strade and budget defidits, and Kurokawa
telked about nesded solutionsthet might comefrom Jgpen.




What did hehave inmind? Stressng that hewasjugt brangorming out loud, Mr. Kurokawa
‘pépaeeoposeddlmrgﬁeymtoﬁmgﬂt;;wtoaAmejtoﬁel?dI? r‘errnnaklnr_:j|%r<iiefflc1étfor
companiesto export profitably to American market camethequid proquo.
Cd|fomawajdbewrnedmtoajanteomomczoretobeshaed bath countries Millions
Jpanesewoarkerswould berdocated to the high+tech factories of thisbravenew date built
onlend dwtﬁbythestardardsof Jgpan'sadronomicd red etaemarke. If theplan
worked, thewholeWest Coadt could beturned into a Jgpanese-American condominium.

Thoseof uswith apenchant for higorical footnoteswill recall the notion of the co-prosperity
pheretha wasformulated by the Japanese govaernment in the 1930swith regpect to theexerase of
lominion over mgor partsof China. Now, by virtue of theenormoustradeimbdance with Jgpen, and

Jgpan'sconseguent amessing of ddlas@amoajdllteralyw’ryajt Mr. Kurokawassuggestion.

_ Theproblemwearefaoed with now isthe Sovereignty of the United States \Whowantsto put arice
onCdifomidsred edate?1sMr. Bush prepared to desgnaea Secrdary of Sateand assoaated parsonsto
negatigtethe soveraeignty of the United Sates? Because that iswhat Mr. Kurokawayproposed.
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Pant Sx.

Thereislittedoubt thet apdlitica-economicfear
of peace exigsin the United Stages— On eadtern Long Idand, in Ddlas-Fort Worth, down Route
128 in Bogton, in parts of Oregon, Washington, in the ate of Cdifornia, thereisared fear thet
peececould mesn messunamployment, lassaf income, diguption of community, family, andthelike Itis
possible, if budget cuts continue, thet the Pentagon and military-industrid firmswill comeforthwith.
proposasfor planned convergon for adoint military and dvilian economy The Pentagon'sconverdon
planswill cal for dud-use of factories, thet isfor production facilitiesto mekeboth avilianand
military goods The same sort of dual-use proposdls are presently being teken serioudy inthe Soviet
Union. Thedua-use option will prove adesperate move by the top management inthe Pentagon toretain
dominion over thismilitary-indudtrid base. After dl, the Pentagon's procurement management Saff
doneemploys 165,000 employees and they haveto bekeat busy.

If thistypeof converson planning goesfarward, then the United Siates indudrid besewill befirmly
rooted in the Pantagon's cos-maximizing sygemof rules Such anindudrid bess, with high assurance, will
yidd productsthet are hopdesdy non-compstitivein both qudity and pricein rdaion to comparadle
avilian products produced dsewhere inthewaorld. Thedud useideawill result in an acod erated decay of
U.S inoudry and infrestructure

Thisiswhy economic converson frommilitary to avilian economy isnow bang teken sarioudy for
thefirg timeby various senior Membersof the Congress. Thereare currently three economic converson
hillspending inthe U.S. Congress. The most comprehengve of thethree billsis House Resolution
101, sponsored by Congressmen Ted Weiss Theformer Spesker of the House, Im Wright,
desgnated Weiss hill H.R. 101 for the current 101t sesson of the Congress

Jm Wrightsformer Congressond digrict wasand isoneaf thehappy winnersinthemili

Iottery gane Each family in hisformer didtrict gainsan average of over $3,000 per year from mili
oyment Research Assodiates, "Bankrupting Americdl’, 1989.) Despite military gainsfor his

dlstnd Wn%flndly cametothedeagontha Military- Keynesansn hed to sop dueto theunmi degaed

pressuresof thefedard budget defiat, the country'strade defiat, and what hetermed the U.S sodid ddfiait

ThedqaatureoanghtwasasetbacktoeconommoorwersmIeg|$jat|onbuth ht’smterestln

economic converson from military to civilian productionisbeing picked up by of

ggj-ond Represmtativesand Seatorsind uding House Mg orty Leeder Richad Gepherdt and Serdor

e

Ransfor stting in mation dtemetive usecommitteesto plan for avilian conversoninthemilitary-
saving fadtories besesand laboratories acrossthe country arebecoming ametter of aritical importance. Thet
dauss, setting up dtemetive usecommittees, isthe besdine of the\Weisseconomic converson bill.
Alternative use committees areto sat up in every defensefadility, base and laboratory employing more



than 100 workers. The committees are to be comprised of an equal number of management and
labor represntatives

These committeeswill bein charge of completing atechnical economic plan for civilian
work, aready blueprint, if youwill, to replace the military work. Weiss converson bill makes such
enterprise planning work mandatory.

Converson planning isgenerdly conddered atwo-year dm*n(')r(‘;g process asextendvemarket
sudies, tesing and retraining must be carried out for new avilian products Without anationd
converson law, top military industiry managerswill nat willingly forego the power and privilegethet is
tharsassavantsor thecod-plus Pantagon sysem.

Economic converson planning frommilitary to civilian production cen reversewhet hasbecomea
baeful deterioration in American economy and sodiety. U.S. resources, ladies and gentlemen, bdieve
it or not, are limited. Military spending 1s not anormal economic activity. Economigts,
government leeders and the American public must recognize that large, annud military outlays
cannot continue as"busnessasusud™'. Otherwise, we asasociety will loseany red didinction
between war and peece, between productive investment and wasted investment. To use George Schultz
phraang, wewill thenfind oursalvesin the™dhedow areabatween mgor war and millenia peace”

Schuliz arguesthet weare dready in that shedow areg, thereby judiifyingaU.S military dodrineof
Third World interventioniam and continuous armed corflict. | think we must have the courageand the
willpower to define an dternaive futurefor thisplanet and our respective soaeties.



