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INTRODU cTION

The National Security Affairs Conference , co-sponsored by The Nation al War College and the
Office of the Secretary of Defense , has implemented the kind of cooperation essential to national
security considerations. The Con ference effectively brought together those with a predomin antly
operational point of view and those who , whether in government , business or academic life , have a
more reflective perspective. 

F- -

This Proceedings is a highly sign ificant output of the Confe rence since, in reporting several
days of intensive and extensive discussions , it will reach the wide audience tha t a broader
appreciation of the more pressing problems of national security demands. National security
problems become increasingl y more comp lex and related discussions and analyses continue to he of
vital importance to our Nation.

I thank all who were associated with the Conference , those who made it possible and those
who contributed to the deliberations. Special recognition is due to the Commandant of The
National War College and his staff for their role in making the Conference a success.

- Robert Ellsworth
Assistant Secretary of Defense
International Security Affair s
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FOREWORD

The international environment has undergone significant changes since the ‘1 960s. Some of
these have been dramatic, such as the withdrawal of American forces from Southeast Asia or the
Strategic Arms Limitation agreements , while others, such as the re-examination of the Atlantic
Alliance , have been less apparen t. The October 1973 War and the ensuing energy crisis have
demonstrated that American security policy continually faces new problems—challenges requiring
fresh app roaches for changi ng times. The success of any nation depends on its ability to anticipate
and adapt to cha nge, and take steps to solve problems before they become crises.

Our mission at The National War College, to educate selected personnel for high level staff and
command positions in both military and civilian agencies , requires that we be forward-looking with
concern for the problems of tomorrow. The experience of the last few years has underscored our
conviction that changing problems require perceptive insights and imaginative approaches. We at
the College welcome this opportunity to examine the complexity of the international environment
and attempt to discern the policy implications for the future.

This conference was a unique opportunity for The National War College and our Strategic
Research Group to contribute to an attempt to better understand the complexity of interacting

.2 - - world affairs.

Our goal has been the development of informed views of value for those concerned with the
major decisions and problems of national security. With this Conference , and through the
Proceedings , we feel we have taken a step toward the goal of developing perceptive views and
disseminating them to decision makers.

The areas selected for investigation were assigned one to each of eight panels. Panel chairmen
p epared papers to serve as the basis for discussions, and the discussions and recommendations of
each panel have been summarized. Since the eigh t panels met concurrently over the three-day
period , there were opportunities for discussions in depth .

These major papers , together with the major addresses to the plenary sessions form this
Proceedings.

I thank Secretary Ellsworth for his vital support in making the Conference possible and I
express my appreciation to all participants for making the Conference a success.

M. G. BAYNE
Vice Admiral, U.S.Navy

- Commandant
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The Na tional Security Affairs Conference

An Overview -

(The purp ose of this overview is twofold : to attempt a brief introduction to the material in this
volume , and to assemble for easier review the major conclusions of the Panels and some of the
deriva tive policy implications and considerations. No summary of the three days of meetin~ is
attempted because no summary could do justice to the varied and in tense discussions that took
place. What is contai ned in this Proceedings does reflect , in some detail , the subjects discussed and
the ten tative conclusions reached on a number of subjects pertinent to the national security of the
United States.)Ed.

Plenary Sessions

In their remark s to the con ference both Secretary Clements and General Taylor drew on the
experiences of the nation in the recent past and the imperatives of a rapidly changing world
envi ronment . To deal with the decade of the 1980’s, some of the changes that will , or should be
made in the organiz ational structure of government and the forces at the disposal of US policy

- 

- makers were discussed. The Nation ’s views of alliance interdependency, possible adjustments in
relatio ns with adversaries and the articulation of and dedication to national goals are some of the
import ant elements of defense planning that form ed the basis for conclusions and
recommendations by the speakers. Secretary Clements outlined the specific impact on force levels ,
budgets , weapons systems and other aspects of defense planning that flow from an analysis of the
environment of the 1980’s. General Taylor proposed specific changes in the organization of the US

- Government , the form ation of a National Policy Council , to help deal more effect ively with the
increa singly complex aspects of national security.

The fu ture challenges to peace , out lined in de tail by M r . Singer, effectively review those areas
of concern treated by the Panels as well as other security considerations not dealt with specifically
by the Con ference . Challenge s to peace such as nationalism , nuclea r weapons , communism , regional
conflicts , an d the search for “solution s” set the stage for a discussion of possible responses and for
the need to main tain the morale and determinati on requ ired to solve problems, while realizing that
all-encompassing solutions are not possible.

At the last plenary session of the Conference , Admiral Bayne reviewed the purpose of the
confe rence and noted that not only is the scope of national security considerations becoming larger
bu t the complexity of national security problems is keeping pace , if not increasing at a faster rate.
In this brief review of the Panels’ work other general highlights and central themes were
presented—an uncertain future , the paradox of increasing national interdependency coupled with
national defense imperatives. The necessarily large role that the US must play in world affairs and
the need to ex ercise this role wi th prudence and wisdom forms the capstone of the analyses of the
Conference deliberations.

Panel Discussions

The eight Panels divide into four pairs dealing with resources, economic factors , force and 
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alliances . This brief summary makes no claims to completeness either in exhaustin g the subject
matter nor in reflecti ng the nuances and subtleties of the Conference. These can be appreciated by
reading the papers presented. This summary does convey the scope and nature of the Panel
discussions and outlines major conclusions and considerati6ns for policy decisions.

I .  Resources — Two major components of resource swere discussed , the availability of resources
essential to national security and the pricing of resources as an interaction of US policy and the
policies~ of producer nations.

(a) Stockpiles of critical materials are required to meet necessary demands in periods of
national emergency. The stockpile levels should be established in a non-complex fashion on the
basis of historical usage patterns. Stockpiles should include petroleum.

For disruptions due to economic emergencies that adversely effect mate rial availabili ty,
additional stockpiles of materials may be a desirable national policy. The methods require d for
establishin g such “economic ” stockpile levels, and policies for their use and disbursement should he
studied.

An organizational element is lacking in the US Government to deal with materials
- 

-
~~ . . problems in their many aspects and manifestations. As an exam ple , increasing domestic supply of

materials is desirable while environmental considerations have begun to have serious impact on
ma terials production , resulting in costly trade-offs. While autarky in materials is not a
reasonable goal for the US, the degree of international interdependence should be reduced a great
deal. Government activities designed to encourage increased production are desirable , such as
subsidies , tax policy, and trade restrictions.

(b) As to the pricing of mat erials, US policy should be oriented toward m arket forces for the
determination of prices. This is especially true for energy fuels. Government policies , however ,
must look to the profitability of indust ry , as by est ablishing price thresholds between domestic
production and cheaper imports.

While political and econ omic considerations in cartel pricing of oil are not always
distinquishable , they are perhaps not significant. The US response must be to increase its ability to
influence cartel oil prices. While the components of consumer nations ’ influe nce in such matters are
difficult to assess, they should be enhanced to the extent possible. International arrangements by
consumers to share available petroleum have utility in times of abrupt dislocat ions but are less use ful
under “norm al” conditions.

2. Selected Economic Factors - Two panels discussed the national security implication s of
predominantly economic activities: the multinational corporation and the allocation of economic
resources .

(a) The multinational corporation (MNC) has acquire d a vigor and momentum of its own
and plays a significant role in the transfe r across national boundaries of capital , tech nology and
managerial skills. These corporations must be recognized as major , and possibly permanent , acto rs
on the international scene and treated as such. MNC’s have the potential to serve global stabilit y

2
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and should be encoura ged to do so. Under certain circumstances , the se large organizations can have
a de-stabiizing role as well.

High levels of investments and profits in host countries tend to make M 1’IC’s increasingly
responsive to host government pressures. They cannot be expected to respond to political interests
of home governments at a large cost to corpo rate interests . These relationsh ips are further
complicated since MNC’s are ofte n involved in sensitive enterprises such as sub-soil r ights and
communications.

The problems of access to overseas resources can be critical to the US economy and
create additional problems as European and Asian allies compete for the same resources. The
aggravations of inte rnation al tensions and strains on alliances can lead to results detrimental to
national security, such as demands in this country for the withdrawal of US troops in treaty areas ,
and increased efforts to achieve strategic independence by middle powers . Threats to resource
supply increase hostility and instability in critical policy areas. As examples , interruptions of
supply could well result in increased regional tension in areas such as the Persian Gulf , encoura ge a
resurgence of traditional spheres of influence or annexation s of territory, or enhance the potential
of the USSR as a supplier to Europe or Japan.

.2 ~~ There is also the potential impact of the MNC’s on communist countries. While MNC
operations can be used to “build bridges” between the East and West , there is the danger that this
activity could be too much one way—fro m West to East. Developing Soviet resources may benefit
all nations by diversifying potential suppliers. On the other hand , assistance in such development
could well induce economic interests in the West to press for further concessions in loans and
technology transfe r that could erode national security interests by easing the difficult choices of
the Soviet government in the allocation of limited resources to defense and other areas.

The presence of foreign-based MNC’s in the US does not necessarily represent a threat to
national security, but sh ould be closely monitored. The US should not permit the export of
essential skills and industries beyond critical levels.

There is a need for improved policy strategies so that the US can better influence MNC
growth and operations. One strategic goal may be to encourage MNC’s to shif t , where possible ,
from operations vulnerable to host country contro l to service and management contracts. MNC’s
can be used to stimulate the diversification of the international economy. The alternative of
national self-sufficiency as a goal carries with it the serious problems of higheT costs, alliance
diff iculties due to non-cooperation and other detrimental changes in the interna tional environment.

The US cannot afford to become overly dependent on MNC’s operations nor assume
MNC responsiveness to US nationa l interests in all circumstances.

(b) The allocations of economic resources are a vital aspect of national security
considerations. Without domestic economic health , there are few defense and security necessities
that can be achieved .

L. _ 
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The US has depleted domestic accumulations of excess capital resources and th is fact is
not fully appreciated. It is highly desirable to help organize the US decisionmaking process by
having a general con ference of all the fiscal constituencies to evaluate and establish assumptions for
the future .

The inflationary pressu res on economic factors must be abated. A great deal can be done
by moderating excess consumption of energy , food , and materials by moral suasions. Plans to
temporarily assist affected industries and personnel are necessary .

In the are a of resources , it is necessary to use capital resources and tax incentives to
develop new technology for substitute materials. In addition , the US should barter capital and
technology for the few foreign raw material sources needed. Stockpiles of strategic materials could
make up any anticipated deficit. It is essential , however , that we understand the world’s need for
ou r capital , tech nology and managerial talents.

US - laws and regulatory authorities should be restructured to reflect the new
socio-economic worl d of the 1980’s while the US establishes a leadership position in new economic
and financial structures. It is necessary, at the same time , to avoid the temptation of too much
Government influence (in the extreme , the nationalization of industries) striving to integr ate the
political power of government with the efficiency of the private sector.

And , in the employment of political power through the agencies of Government ,
executive and legislative , the gravity of the problems and their complexity require a sense of
specific economic purpose and organization. Di’ ~rse goals and procedures can not lead to desired
outcomes.

3. Force — While forc e has many manifestations , the two discussed by the Panels are
characteri zed as military and extra-military . Their effects on national security vary as widely as do
the components of these two characterizations of force.

(a) Military force is essential to stability in the international environment and will remain so
through the 1980’s. The very difficult question will turn on a determination of “enough” force. It
is becoming increasin gly clear that the US cannot buy “extra ” forces because of urgently
competing demands for resources.

There is the possibility that there is a limited utility in the employment of force by the
US since a military response can be only a part of a multi-functional national policy to deal with
economic , political , and psychological challenges in the complex , interdependent envi ronment of
the 1980’s. But , there are certainly possible situations where force would in fact be used and , to
best be able to do so, it is essential to determine carefully concepts for uses of military forces short
of actual employment . Failing in this analysis, it is likely that forces would not be used as well as
they migh t be , and the domestic support for forces in being may be difficult to muster.

Balanced forces in being and national resolve are essential to deter the use of force , or
the threat of such use , by others. But , it must be remembered that the basic problems facing the
worl d , those associated with energy, food and financial crises, lend themselves to solutions by other

4 
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aspects of national power.

(b) Non-conventional threats to national security such as extra-milita ry forms of violence
can be partially met by the use of military forces. Dealing with terrorism or sabotage on a
disruptive scale by military forces organized , trained and equipped to fight on the nuclear
battlefield calls for care fu l analysis and restructuring.

It is true today, and will be even more pertinent in the 1980’s, that most of the world is
mechanically and psychologically vulnerable to denial or disruption by terrorism or sabotage by
groups lacking conventional power. Partisans have the initiative and there are many pressure points
in an industrial urban society. A society organized to maximize economic efficiency is vulnerable
and reducing that vulnerability may fu ndamentally change the nature of the society .

This vulnerability require s new responses in terms of contingency planning and
preparation to limit damage , defend essentials , meet essential needs and isolate and neutralize
partisans. If only limited steps are taken , there will be no fundamental alteration of societal
relationships , but the efficacy of the defense must also be limited.

- ‘A - - - 
4. Alliances—the two alliances discussed , NATO and Japan , do not exhaust the critical alliance

.2 
- relationships of the US in the 1980’s, but they do represent those two portions of the world that ,

together with the US, form the bulkwork of Western defense. A serious erosion of any part of these
alliances must seriously affect the security interests of the US.

(a) There is a consensus that , Atlantic Alliance bonds notwithstanding, the US may have to
“go it alone ” in a future Middle East crisis as Europeans continue to be subject to oil pressures. As
a result , US forces must continue to be ready to deploy rapidly and in sufficient numbers to deal
effectively with Middle East contingencies. This means a continuing need for Medi t erranea ’i and
Jndian Ocean naval fo rces and substantial air and sea lift capability.

One way of minimizing large US involvement which could be disruptive of the alliance , is
to restra in , on the part of all arms suppliers , further large shipments that tend to fuel the arms race
in the Middle East. While the need to absorb the large income of oil producers tends to encourage
arms sales, it may be possible to enter into agreements with other arms suppliers , implicitly perhaps ,
to decrease arms supplies to the Middle East area.

Even though European unity was found wanting in the 1973 crisis when nationalistic
sentiments prevailed , and European unity tends to decrease US influence , such unity and cohesion
is desirable fo r milita ry and political reasons. It should be encouraged by the US except where it
cuts directly against US interests.

As a part of such cooperation , much heavier emphasis must be laid on greater efficiency
throu gh cooperative ventures in areas of common weaponry and common logistics within NATO .
The long run pay offs in better defense and lower cost are clearly worth the costs to the US and its
allies in subordinating more narrow milita ry and economic interests to the goal of standarization of
equipment.  The needs to achieve efficiencies , such as standardization , are demonstrated by the
influence of the balance-of-payment problems and surging inflation on defe n se budgets and by

L ~ . :__:.i~iti__~~ 
_



~

effects on combat readiness of N ATO forces.

In all of the relations among allies , the US must do more than pay lip service to
consultation by engaging in a continous consultation on -matters which have mutual  concern. The
recent strains on cooperation require a search for new forms of cooperative action. In this respect ,
US diplomatic missions in Europe , kept fully informed of US policy and activi ty,  should be used
more extensively in day-to-day consultation s with allies. The US must maintain the con fidence of
each government if we expect cooperation from the NATO community as a collective.

(b) As to Japan , the Mideast crisis highlighted Japan ’s vulnerability to import disruptions.
Cooperative ventures to insu re access to raw materials supply are a necessary element for Japan ’s
economic stability and growth . Such cooperation should be furthered by revitalizing the existing
Security Treaty, along economic lines. Without weakening our defense arrangements , emphasis in
US/Japanese relations should shift from milita ry questions toward development of economic
cooperation , and greater mutual trust through closer ties and improved consultation.

Japanese economic ventures with the USSR and China should not be opposed by the US.
If grave security implications are foreseen , the US should make its views clear to Japan. At the
same time , US policy should be aimed at convincing Japan that US—Japanese Alliance inte rests

- - 
take precedence over US—China relations.

The US must recognize the major role and status that Japan ’s economy and pride will
demand , and deal with Japan increasingly as a friendly, but independent emerging major power ,
both economicaUy and , potentially, militarily. US policy must often be passive so that the Japanese
may determine their own future . To do otherwise may endorse a continued dependency on the US
at higher levels of commitment than are desirable. As an example , the US should not force Japan to
ratify the NPT. No affirmative US action should be initiated for or against ratification .

US forces based on Japanese Territory provide strategically valuable forward bases
although they create or continue certain tensions.

Here , then , are the ba re bones of the Conference deliberations. While setting forth in
broad form a road toward policy actions for the next decade , they point also toward a need for
much care fu l study of specific national security problems. And , these problems are more efficiently
dealt with after study than when confronted in crises.

6 
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Keynote Address

Honorable William P. Clements, Jr.
The Deputy Secretary of Defense -

Ad miral Bayr” , Distinguished Guests, Ladies and Gentlemen :

It is always a pleasure for me to be at The National War College, but I’m especially pleased
today to be the Keynote Speaker for this National Security Affairs Confe’ence. I heartily support
your conference , as I believe it is important that we sponsor settings in which the best minds from
the military and civilian communities can meet together for frank exchanges of ideas. it is not
enough for military officers to talk only to military officers or for international economists to talk
only to international economists. We all need the opportun ity to test ideas against a variety of

I 

backgrounds , to cut through rhetoric and develop the real issues, and expose the m to vigorous
debate . The National Security Affairs Conference provides just such an opportunity, and I’m
delighted to join you .

The theme of the con ference - “Defense Planning for the l 980’s and the Changing
International Environment” - is well chosen. The international environment obviously is changing

— 
- 

rapidly, and the capability of the United States to control the change is also changing. Yet , we do
- - have a responsibility for helping to shape the evolution of the international environment in the

in terests of world peace and our own security. Defense planners are charged with maintaining the
military preparedness req uired to support the United States foreign policy.

Today, some critics argue that the responsibilities of the United States as a leading power
should be redefined - that we have not worn our mantle of responsibility well. However , it seems
reasonable to conclude that the record of the United States in world security affairs since World
War II has been sound , and on balance , successful. The world today is a better place than it would
have been without our leadership. European recovery under the Marshall Plan , western security
under NATO, East Asian stability through our security efforts under U.N. auspices and the alliance
which provides the nuclear umbrella to Japan - these and many more American initiatives have
added to world stability. Only the naive could expect a condition of perfect and enduring
harmony among nation states whose interests sometimes conflict. We should not let our perspective
on the security tasks of the United States be driven by a bad experience in Vietnam. We must take
a larger view, appreciating the contribution our involvement has made in past years, and settle
down to our security requirements over the long haul in a rapidly-changing world.

How do we best pla n for the decad e ahead ? How can we use the fact of today to lessen the
uncertainties of tomorrow? More fundamentally, what are the basic facts of today which will
influence most strongly the national secu rity picture of the 1980’s? I would not pretend to have all
the a nswers, but I do have some observations which might help us ask the right questions as a
starti ng point for discussion and deba te .

The Post-Vietnam War period can be characterized for the American people as a period of
“Rising Expectations”:

7
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— expectations that our foreign policy will result in peace ;

— expectations that negotiations with the Soviet Union will inevitably be successful;

— expectations that a successful foreign policy will decrease the need for defense , allowing the
mon ey saved to be channeled to domestic needs.

Given these expectations, the continuing requirement for defense preparedness sometimes seems an
unnecessarily heavy bu rden to the America n public. It is difficult to persuade Americans that -

dangers to the securIty of our nation remain despite detente. This mood of America is not unique
to our country ; it ’s part of the shift in mood in public priorities among most western democratic
societies , where the emphasis is moving to matters of social welfare. We should realize that all
people throughout the world have the same basic aspirations - to improve their lot in life . Nor is the
present mood of America on matters of security unique. The mood is part of the trad itional
American approach to foreign policy. The primacy of domestic affairs , the dissociation of power
and diplomacy, an aversion to violence , the dislike of large standing military forces - all these
traditions are reflected in the American mood today.

This relative complacency towa rd our defense needs is part of the political climate in
Congress. The message fro m Congress appears to be: reduce overseas commitments and the

.2  
- number of U.S. troops stationed abroad; let others do more to defend themselves; hold the line on

the defense budget despite infl ationary trends , but don’t reduce securi ty. We should not infe r ,
however , that Congress does not believe in the importance of security, for they do indeed. But ,
given increasing competition for the budget dollar , Congress cares a great deal about how we fulfill
our commi tm ents , and our defense programs are subject to close and carefu l scrutiny. Our parent
committees in the Congress perform an outstanding job in “riding herd ” on DOD.

We all can have great hopes for the success of SALT, MBFR and other negotiations with the
Soviet Union ; but we must “keep our power dry ”, and remain prepared in the event that our high
hopes , and hard work , do not lead to successful negotiations. We cannot , and will not , negotiate
from a position of weakness either now or in the years ahead. Yet , the downward pressures on the
defense budget at a time of sharply increasing costs present a dramatic challenge to national
security planners who are confronted by undiminished defense commitments during the decade

- ahead. It should come as a suprise to no one that you can ’t have “champagne taste on a beer
budget .”

We mu st be alert to the dangers and be carefu l to avoid the tendency to base our defense
posture during a time of detente upon the presumed intentions of our potential adversaries. To
begin with , we must be carefu l with the term “detente.” It obviou sly does not describe a situ at ion

- 
of perfect harmony of American and Soviet interests throughout the world . We are in the
“court ship” stage -- the marriage and honeymoon will come later , perhaps. I like to define detente
in it s present develop men t as “a period of evaluation and justification .” A recent effort to drive
dow n the defen se budget — the so-called “Warnke Report” — rests its case squarely on detente and
on the assumption that the Soviets have no intentions of aggression against American security
interests. That’s all well and good if true , but that view overlooks the fact that the Soviets have
been consistently increasing their defense expenditures. We can ’t be sure about Soviet intentions:

L ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~
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and unti l we are sure, we must be prudent and not expose our security to unacceptable risk. How
we deal with Soviet leaders may change when we are confronted by diffe ren t Soviet
decisionmakers. We must always be ready for that eventuality and we must remember that defense
weapons production cannot be turn ed off and on like a water spigot when leaderships change— or
change their minds. All of us must be aware that major weapons system development requires from
five to ten years. And as we assess the 1980’s, we must constantly keep in mind that there is an
inh erent risk in complacency — or mistaken evaluation—of Soviet “intentions,” and in any naive
interpretation of detente . We must negotiate , and with complete good faith , but only fro m the
position of confidence in our own capability. Our national security posture must always rest on
balanced assessments which consider an adversary~s existing and proposed capabilities versus his
stated intentions. If there is a difference in the two (capabilities—intentions) then those differences
must be reconciled by hard bargaining in negotiation s at the highest level if detente is to su cceed.

Although the future is always less than clear , there are some aspects of national security in the
1980’s which appear relatively predictable . Decisions have already been made— and more are mad e
each day — to set in motion the plans, policies and progra ms which will strongly influen ce the
character of U.S. forces for the years to come . We are developing the Trident , B-I , F-14, F-IS and
our family of cru ise missiles as stand-off weapons. These systems are more “effective ” than any we
have ever had before , but they contribute to a credible military force only if we have a “sufficient ”

- quantity of theni. Given normal budgetary constraints, this means that the price per copy must be
low enough for us to afford a rea sonable number and a suitable variety. Our new philosophy keys
on unit cost — on controlling unit cost — so that we will be able to acquire the appropriate number
and mix of modern weapons. This philosophy of weapons development is probably familiar to
most of you . Its most well known management procedure is the so-called “design-to-cost”-- which
involves tradeoffs between performance , cost , and delivery schedule., and which depends upon our
research and development facilities to design weapons which are less costly to maintain as well as
less costly to produce. -

• Good management of weapons development means not only initiating needed programs, it
requires being able to stop progress already underway on a weapons system when the situation
demands it. Experience has taught me that the most difficult thing to do in the Pen tagon is to stop
a program which is in progress. Controlling the costs of weapons systems and adapting our forces to

- changing needs means stopping programs on occasion. Doing so is not easy . Even good , dedicated ,
professional people have a very natural , most human tendency to identify themselves personally
with programs they have developed and initiated. Individuals , and organizational units, tend to take
on a momentum of their own which can be tough to stop even when it has become clear that the
direction is wrong. The nation cannot afford this. I have already indicated to the services that we
cannot tolerate the luxury of programs for programs sake. As the Deputy Secretary of Defense , I
will not condone them. Furthermore , I am on record with the Cha irmen of our Parent Committees
in the Congress that our programs must be fully justified , cost effective , and m ust match the
nation’s national security requirements of the 1980’s. If these criteria are not met , I assure you ,
Drograms will be restructured — or terminated. Jim Schlesinger and I are in complete agreement in
this regard .
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I’m always mindfu l of the need to re-emphasize the role that people play, and will continue to
play throughout the 1980’s in our national security efforts. I want to mention two important
aspects of the personnel picture that deserve your special scrutiny as you explore national security
policy for the 1980’s. 

- -

First , let me attack the theo ry of “runaway ” manpower costs. You have all read newspaper
accounts in recent months lamenting the high cost of military personnel , and questioning whether
or not the volunteer force is affo rdable . The cost of personn el — which now repre sents 58 percen t
of the total DOD budget — is frequently portrayed as an endless upward spiral , threatening to
absorb an ever-increasing proportion of the defense budget , thereby choking-off essential initiatives
in other areas.

That theory is a myth ; and the associated fear is a false fear. While it is tru e that personnel
costs have grown as a proportion of the overall DOD budget — from 43 percent in FY 1964 to more
than 55 percent today — that growth resulted principally from a series of one-time adjustments in
wage rates to achieve “comparability” with civilian wages.

All of us in the Defense Departm ent , civilian and military, have a keen awareness of the
impact of personnel costs ir1 relation to our total budget; and under no cir cumstances can we allow
this percen tage factor to creep upward. To the contrary , one of my goals is to push it downward .

- - For your perspective, according to our best estimate , the comparable Soviet figures show that
- 

approximately 28 percent of their defense budget goes for personnel. This, in spite of the fact that
- their Armed Forces are substantially more manpower intensiv e than our are.

My second theme concerns the way we should structure our Armed Forces, and the jobs we
should call upon our men and women in uniform to perform , in order to be best prepared to meet
the military requirements of the l980’s. This is a huge question , including issues of
force-structuring (so-called “tooth-to-tail” ratios), civiianization and contracting-out alternative ,
the potential for automation , and other major considerations.

At this point , I would simply ask you to note tha t a paramoun t decision is that concerning the
role and character of our reserve forces. While the program for the reserves in the 1980’s is not yet
fully developed , it seems unquestionab ly clear that a citizen army of reserve force s — of the sort we

- have relied on so heavily in the past — is not ready enough , mobile enough , or suffi ciently
integrated into the overall active force structure to provide the responsiveness and flexibility we
will require. Finding solutions to these problems, and constructing , a reserve force to meet our
needs is one of our top priorities in preparing for the decade ahead. My crystal ball clearly indicates
changes in the structure of the guard and reserve forces.

Even less predictable for the 1980’s than the issues I have mentioned so far are the patterns of
international relations. It appears reasonable that the major alliance structures with which we are
most familiar will remain . For example , there are fundamental compatibiities between the cultural 

-

heritages, political systems and basic security needs of the United States and Western Europe which
will sustain NATO. Yet , one might expect a far more complex patt ern of inte rnationa! relationships
to develop, which may strain our traditional alliances, as nations compete in the international
marke tplace for the dwindling reserves of natural resources. The national self-in ’erest in security
that leads nations into alliances will be interfaced with competing national inte ’ ~‘sts of these same
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nations for access to scarce resources. Foes in the security context may behave like friend s in trade
relations, and vice-versa. Today, we are witnessin g examples of such a potential trend. In the
International Law of the Sea conference , the United States and the Soviet Union share an interest
in supporting “Freedom of the Seas” against countries which claim extensive juri sdiction over large
segments of the ocean and it s seabed . As another example , we are closely aligned with the Japanese
for the security of Asia , bu t we are direct competitors in the comm ercial marketplace , especially
for trade and influen ce with resource-rich third world countries.

The present level of competition for scarce resources can be expected to increase and to
involve the vi tal interests of the United States. The U.S. is dependent on a Long and growing list of
mineral and energy resources. Today we import 100 percent of our platinum and manganese , 75
percent of our nickel , b ismuth , tin , asbestos, titanium , and fluorine , and over 25 percent of such
basic materials as copper , iron , silver, gold , mercury , potassium , petroleum , lead , cadmium , and
gypsum, with the extent of our dependence in these latter categories growing rapidly. While we
import some of these materials fro m Canada and Western Europe , the vast bulk comes fro m the
less-developed nations and constitutes for those nations increasing political leverage , such as the
Arab use of oil during the past several months. Producer boycotts , cartels , price fi xing, and
currency manipulation may become routine subjects for negotiations between the major producing
and consuming nations.

Because many minerals and , especially , energy supplies are critical to U.S. defense programs
and req uirements , we must assess the long-range strategic impact on U.S. military capabilities of

— these potential producer threats. We must examine the degree to which our cu rrent political
alignments parallel our raw materia l and resource requirements and consider how we can , through
the various instru ments of diplomacy, increase the reliability of our supply of key materials. We
should explore our ability to create alternatives and substitutes in the event vital resources are
denied us, and to develop our capability to locate and exploit domestic or alternative foreign
sources of supply. -

In the context of dwindling domestic resources and greater dependence on imports, one
consequence for the 1980’s and 1990’s is entire ly predictable : our lines of communication will be

- extended , and therefo re more vulnerable . As a result , greater emphasis must be placed on our
abili ty to secure them , which means our navy . Its mission , its budget , its equipment , and its
strategy all become increasingly important , and must be given continuing review.

In my remarks so far , I have outlined in general terms some trends and forces which will
determine the internationa l environment and influence national security in the 1980’s. I’ m
confiden t that you are interested as well in how these generalizations translate into specifics. Let
me outline briefly a topical listi ng of what I see those specifics to be:

Size of Forces: Smaller

Weapons: More complex and cost effective

Army : Probably smaller, higher quality, more ready

I I
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Rese rve Forces : Smaller , higher quality, more ready

Navy : Larger , more complex , higher q uality

Air Force: Smaller , more expensive , more complex , highe r quality

Marines: About the same

R&D: More money, less government labs , more by contract
and industry . Lasers, atomic , exotic metals , electronics
and compu ters , satellite surveillance

Intelligence: Better management , more electronic automation , better
analysis , fe wer people , better trained

- Unified Commands: Restructu re , revise mission definition , more function
orientation ; strategic vs tactical vs logistical support

Industrial Base : Will shrink , stronger financially, healthier , more
- consolidation , more specialization.

- Education in Will be revised drast ically (including some import an t
the Services: segments of training). Less money spent , more direction ,

more specialization, more effective

Budget: Up

In other words, we will spend more money on fewer people , be more cost effect ive, turn even
more to high technology, develop more effective management , promote more commonality in the
services, and introduce greater standardization.
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NATIONAL SECURITY IN THE 1980’s

Maxwell D. Taylor -

Recent national experience , which has included such diverse high points as the Bay of Pigs
fiasco, the Cuba missile crisis, the prolonged war in Vietnam , and the recent energy crisis , has
provided adequate evidence of the expanding dimensions of our national security. It has become
quite clear that national security in its literal sense cannot be assured solely by the action of our
Armed Forces in resistance to the military aggression of foreign powers. To have relevance to
current conditions it must signify a state of protection afforded all our princ ipal national
valuables—assests , interests , and sources of power—fro m all serious threats , foreign and domestic,
Meanwhile the valuables requiring defense are assuming new forms and appearing in widely
separated pl aces where they are exposed to dangers of which an ever increasing number are
nonmilitary or civi l. Thus , as we approach the 1980’s the scope of national security tends to widen
and to undergo modifications which place increasingl y complex and exacting demands on our
leaders and the national resources at their disposition.

- 

There are numerous reasons for believing that in the 1980’s no n-military threats to our
security will predo minate. The great powers who alone are capable of waging major war will be
inclined to avoid hostilities which might expand into World War I l l  or , at a minimum , modify (he
political or economi c status quo to their disadvantage. The industrial countries will be deterred by
their mutual economic interdependence , by scarcities in their resources , which like petroleum are
essential to support war , and by uncertainty as to the support of their people for war in any form .

— The Union of Soviet Socialist Republics will share some of these constraints of the capitalist
powers and , in addition , must have regard for the behavior of the Peoples Republic of China and of
certain of their European satelli tes . -

If major war seems to have a low probability in the 1980’s, that is not to say that all will be
international tranquility and good will. In the anticipated environment , there will be no dearth of
causes for conflict arising from such matters as competition for markets and raw materials , cartel
efforts to raise prices of scarce commodities , contention over environmental pollution , and

- 
depletion and rivalry in the exploitatio n of the riches of the seabed . There will be the perennial
resentmen t felt by the Have-nots for the inadequate assistance rendered by their affluent neighbors ,
leavi ng them weighed down by hopeless poverty, malnutrition , disease , and bad government.

Alth ough such conflicts may lead to war , ini tially they are more likely to assume political ,
social , or economic forms and will often arise as a consequence or by-product of population
growth. Throughout the 1980’s and well beyond , population growth is one factor which is sure to
be present , acting as a pervasive, disruptive influe nce upon the internal tranquility of nations and
their external relations with neighbors. As a serious th reat to peace it must receive continuous
attention in our security programs.

Within the United States we already perceive internal trend s and conditions which may create
nonmilitary threats to our security in the I 980’s— if not sooner. They include phenom ena such as a
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decline in national unity, a loss of faith in American ideals and institutions , and economic problems
arising from inflation , recession and reduction in productivity. Then there is a growing
proclivity—almos t a national pastime—for undermining authority in any form , one which in the
1980’s is likely to plague President Nixon ’s successors in ways reminiscent of the present.

- The United States is unlikely to have a monopoly on these internal ills. Even today, the
leaders of most of the democracies with whom we are allies are in deep trouble with their
electora tes, and many of their problems are apt to grow in rough proportion with the increase of
their populations. It is not hard to imagine the occurrence of major changes in the form of
governments in the 1980’s, including some in Europe, either by constitutio nal or revolutionary
means. What would be the effect on our security and how should Washington react if barricades
reminiscent of 1848 began to appear in the streets of European capitals?

These are some of my reasons for believing in the predominance of nonmilita ry threats in the
coming decade. National leaders, altho ugh seeking to avoid war , will continue to react strenuously
and sometimes aggressively to the promptings of fear , greed , ambition and prejuaice; the incitin g
causes of conflict throughout history. To guarantee our security in such times , we shall need a
composite of military and nonmilitary weapons in our arsenal , ready for quick and judicious use.

• 
-
~~ . - - The military component of such an arsenal is more easily designed than the nonmilitary . We

shall continue to need both strategic and general purpose forces in this period . I would hope ,
however , that by the 1980’s we shall have reached agreements with the USSR which will permit us
to reduce our stra tegic forces well below present levels. With or without an agreement , I would
hope that we would use our resources to maintain a strategic retaliatory missle force of limited size

- but maximized quality anc~ invulnerability—one entirely submarine-based until a better way has
been found to conceal our missiles at a distance from our shores. Additionally, I would want a
small strategic bomber force and a modest excess of nuclear warheads , beyond the needs of an
“assured dest ruction ” target system, to serve as a safety factor against unexpected contingencies.

One would hope that it would never be necessary to use such a force operationally in the
1980’s. It will have served its purpose if it continues to deter nuclear attack and contributes to
stiffening the backbone of our leaders if in a crisis the Kremlin ever rattles its missiles to awe us.

On the other hand , our general purpose forces are sure to find active employment , although
one cannot say definitely where and how. They are likely to be needed to fly the flag in areas of
strategic importance—the Mediterranean , the Persian Gulf , Southeast and South Asia—sometimes as
permanent deployments , at other times as transient visitors. Large overseas garrisons including
those in NATO are likely to decline in size in order to give strength to a central strategic reserve
capable of qu ick reaction.

Other plausible tasks for general purpose forces include keeping open the sea-lanes which join
the United States and its most important allies to the sources of their vital imports; protecting U.S.
nationals and thei r property overseas in the chaotic conditions oft en to be expected in this time of
troubles ; enforcing international decisions bearing on marine fishing, seabed exploitatio n , transit
rights of straits and canals under national jurisdiction; cooperating in the international restraint of
pollution , skyjacking, international terrorism and the drug traffic; participating in peace-keeping
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activities and the relief of natural disasters; carrying out military reprisals as directed by civil
authority.

The effectiveness of our general purpose forces will depend on a number of factors , the
influence of which is difficult to anticipate for the future. If we continue to rely upon volunteers
for military manpower , the size of these forces will be limited by the availability both of funds and
of qualified recruits. Both are likely to be insufficient in relation to the missions which the Joint
Chiefs of Staff will foresee for these forces yet one cannot be sure that quality of their personnel
and equipment will compensate for their lack of size. One may also wonder whether by the l980’s
feuding will have ended between the White House and the Congress over the control and use of
these forces. The recently enacted War Powers Resolution will always harbor the possibility of a
jurisdictional impasse preventing their employment as an instrument of policy. A final question
might be how Americans in general will feel in the 1980’s about going to war in the name of
national security. Probably we will never be sure of the response until the situation arises , but in
the meantime we must keep forces available to allow a military option for our leaders .

Despite obstacles , and there are many, I would have no doubt as to the capability of our
military leaders to shape the size and structure of the Armed Forces in consonance with the

- - 
probable threat to which military force may provide a suitable response. They have the planning

• 1 ‘ 
- and operational experience to carry out such tasks, and the nation has ample resources to support

their legitimate needs.

I do not have the same confidence in the ability of the civil sector of our nonmilita ry forces in
support of national security. There are deficiencies—human , organizational and procedural -- which
make the task far more difficult than in the military sector. One basic reason is the fragmentation
of our civil resources throughout much of the executive branch in contrast with the concentration
of the military in the Department of Defense . Also , there is no integration mechanism similar to
the National Security Council to bring together the fragments in effective interdepartmental
programs. In most cases, the President has only limited authority to use the m without specifi c
Congressional approval. If called into action , our civil agencies generally lack adequate sources of
reliable information and operational data to support their plans and programs. Finally, the planners
and programme rs themselves are likely to be men with little training and experience for the tasks in
this comple x field.

If asked to propose measures for improvement , I would suggest three specific actions. The
first would be to expand the National Security Council into a National Policy Council responsible
for surveying the entire span of national security and , like the present NSC, for “advising the
President with respect to the integration of domestic foreign , and milita ry policies related to
national security.” Its new membership would include not only the President , the Vice President ,
and the Secretaries of State and Defense , as now in the National Security Council ; but also the
Secretary of the Treasury, the Secretary of Health , Education , and Welfare , and the Chairman of

— the Economic Policy Panel , the last three to give adequate representation to the nonmilitary sector.

Subordinate to the National Policy Council , I would foresee the need of four panels for ( I )
Foreign Policy (Chairman: Secretary of State); (2 ) Economic Policy (Chairman: a Pres ident ial
appointee); (3) Fiscal-Monetary Policy (Chairman: Secretary of the Treasury) ; and (4) Public
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Welfare Policy (Chairman: Secretary of Health , Education , and Welfare ) . Panel members would be
representatives of the departments and agencies with major responsibilities in the field of each
panel. To fill the need for adequate data-information banks , each panel would be charged with
maintaining a data repository adequate to support its needs. -

Because of the large number of long-term problems arising in the field of each panel , I would
anticipate a need for several permanent study centers to work constantly on matters such as
population growth , inflation , energy, resource scarcities , food , environm ental degradation , arms
limitations , and foreign commitments. In combination , the panels and the study centers would
coordinate and oversee cognate activities taking place simultaneously in different parts of the
executive branch.

If the National Policy Council functioned as I would hope , it would serve as the foru m for the
formu lation of all major interdepartmental policies since they are certain to have some bearing on
national security in its broadened concept. In this role , it would be obliged to weigh priorities
between programs competing for national resources and thus permit a fair hearing for domestu as
well as foreign needs. Its underpinning of permanent panels and study centers would fix
responsibility for the continuous study of all major security problems and would eliminate the
need to scurry and find ad hoc “czars” and improvised staffs to deal with unexpected emergencies.
Cabinet officers , often ignored in past National Security Council practice , would occupy important

.1 - - positions in the National Policy Council mechanism related to their statutory responsibilities.

A second proposition for the improvement of the nonmilitary sector would be directed at the
quality of the personnel who are to be the engineers controlling the organizational machinery. To
moderate the impact’ of frequent change s in senior civil personnel , it would be a relatively simple
matter to require that all senior political appointees agree to serve at least two years in the post to
which assigned and undergo at least a month’s preliminary training before settling into a seat of
authority. Thus they would have time to learn something about the organization and functioning
of their own department and of its relations to the rest of the executive branch and to
Congress—-also the names and tekphones of their principal associates. These are matters which the
ordinary newcomer acquires only after months of learning on the job.

There is a long-standing need for a layer of professional government managers between these
political appointees and the senior civil service. To form such a class , it would be necessary to
proselyte and train promising young talent , somewhat after the practice of big business. One way
would be to create a Government Management Corps (GMC) to give civil agencies the benefi t of a
professional corps like that provided to State by the Foreign Service and by the officer corps in the
military services. To provide high quality input for the ranks of the GMC , it would be advantageous
to establish a postgraduate Institute for Government Management (to give it a name) . to which
government-nominated candidates could be sent to obtain a Master ’s degree in preparation for
admission to the GMC. This kind of training could take place in a government-operated institution
run somewhat like the National War College , in a school conducted by a not-for-profit
corporation under government contract , or in the graduate school of some university. There are
pros and cons for each of these alternatives but any one could be made to work if the concept itself
had the sincere support of the executive branch and of the Congress. Provided the GMC acquired
prestige by the quality of its members and by the importance of the posts to which they were
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assigned , it would be a progressive step in raising the status of government sei-iice and in providing
a stable , professional element for the senior echelons.

My final point lies in an entirely diffe rent field—the conduct of our foreign relations in the
1980’s. In the course of developi ng n ew policies, pla ns, an d programs, the National Policy Council
would of necessity become aware of a need for substantial help from certain foreign nations if we
are to achieve our policy objectives. Such a realization should stimulate an analysi s of the kinds and
qua ntity of help we should seek and a determination of the countries which might be capable of
providing this help. Thereafter we would be able to review our current alliances and commitments ,
ascertain their relevance to the probable future , and thus develop guidelines for any new
u ndertakings.

My own efforts to make such an analysis indicate that we shall probably need help from
foreig n sources for three major purposes: a , to avoid an unfavorable shift in the balance of powe r
between the five major power centers—Western Europe , Japan , the Union of Soviet Socialist
Republics, the Peoples Republic of China , and the United States of America; b to maintain
economic and monetary stability within the capitalist world; and c to generate international
cooperation in dealing with global problems tra n scending national capabilities. My list of the
countries able to make a significant contribution to one or more of these purposes contains only

‘ 1  - 

- about 20 in contrast to the some 40-odd countries to whom we are presently allied. Another
notable point which might be anticipated i~ that the contributions which we would desire in the
1980’s are preponderantly nonmilitary and generally related to purposes b and c above. Without
defendi ng the validity of these personal conclusions , I am convinced that such a review of alliances
and related matters is essential as a measure to bolster the nonmilitary sector of our national
security. -

Whatever comes to our efforts to improve the civil sector , we must assure that the entire
national security program for the 1980’s is solidily rational in the use made of the milita ry and civil
resources commi tted to it. The strength generated must be real in the sense that , if challenged , it
has the power to overcome obstacles to the national purpose and to fend off threats to the national
valuables . In a political system like ours , with an alert political opposition and a vigilant adversary
press, our leaders cannot hope to disguise weakness as strength or deceive foreign foes through
bluff or stratagems—not and get away with it. If only because fellow Americans stand ready to
expose them red-handed , our leaders responsible for this serious business of national security must
realize that honesty is not only the best policy, it is the only policy possible.

This point is important because one occasionally hears the argument that we should adjust our
national posture to increase its “perceived strength ” as if this were something different from “real
strength” as I have defined it. Presumably, perceived strength derives largely from size and numbers
and , like beauty, resides in the eye of the beholder—hence , we should increase the numbers 01’ our
strategi c weapons , our divisions, our reserves, and even of our allies to impre ss all parties including
ourselves. Unfortunately, many of such quantitative increases would waste resources in buying
needless strategic “overkill ,” in maintainin g combat units without adequate logistic support for
sustained operations , or in cultivating allies with little or nothing to contribute to our future needs.
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The quest for perceived strength is dangerous business unless it is essentially identical with real
st rength. It is equally dange rous for us to ignore the consequences of perceived weakness , a point
rarely made in evaluating our national security. At present , our greatest weakness is both perceived
and real. It is the divided state of our society, the rivalry for power betwee n branches of the
government , the declin e in the effectiveness of Presidential leadership, and the depressed state of
he national morale. These are defects which everyone may perceive and the clarity of the

perception cannot be blurred by acquiring more missiles, ships, divisions, or allies. All the remedial
proposals for the executive branch discussed herein and the efforts suggested for rationalizing the
size and structure of our armed forces are peripheral to this centra l proble m of national
security—how to prevent internal weakness fro m undermining both the appearance and reality of
OUT national strength.
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SOME FUTURE CHALLENGES TO PEACE
By

Mr. Max Singer

One of the interesting things about doing public policy studies of national security problems is
the interplay between the simple and the complex. On the one hand , it is necessary to have a great
sense of complexity. If you can ’t keep at least two contradicto ry ideas in your head at the same
time in this business , you might as well give up . There is an inf in i te  amount to know , and there is a
lot of history . a lot of complexity.

On the othe r hand , it is also true that all the important ideas are very simple. And I th ink  to
do an effective job , most of the ideas you have you ought to be able to say in a few sentences. You
ought to be able to say them in cocktail part y or dinner party conversation and sum them up in a
sentence or two. But you also have to remember the complexity.

I have been very impressed with all the people at the various panels , many of them spendin g
- nine hours discussing some of the things I am going to talk about. I decided my funct ion here is to

give the simple ideas , and in the panels the complexity will come out. I wil l  not pretend to cover
things to the depth that some of the other people will be covering them in the lengthy discussions.
but I think it is use fu l to state some simple ideas for other people to shoot down and perhaps to
come up with other simple ideas to replace them.

Chad l

Some Future Challenges To Peace

- Old Challenges
New Challenges
Non-Challenges
Responses

I am going to divide this talk on challenge s to peace into ( i) old challenges—that is. problems
that are around today and which I think will be around 10 years from n o w — ( i i )  some new
challenges which are not so important today but which I think will be increasingly important :  ( i i i )
non-challenges ; that is , issues which many people are concerned about but which I th ink  are
overrated. And finally I will say a word or two about ideas abo u t responding to these challenges.

Bas ically I am going to try to address the question : From where will  the threats to the peace
come in 1985? To some extent , by leaving things out , I am saying that I th ink  they are not
important  threats to the peace. I ce rtainly will not say that the allocation of t ime here represents
which is most important. I am going to talk about things I have some thoughts about, which I
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think are interesting, and also which I think are important , but in no sense am I going to try to say
that the balance of t~ is talk is the balance of dangers in 1985.

The old challenge s are still there. Here are the new challenge s which we will cover (Charts 2
and 3). These are the non-challenge s (Chart 4) . You will see that just to keep things lively I will
present in some ways a slightly different point of view of some of these questions than General
Taylor , in his very impressive talk this morning, and , finally, responses (Chart 5).

Chart 2

Some Future Challenges To Peace
(Contin uing)

I . Russia and Communism
- 2. Nationalism

3. Arab-Israeli Conflict
4. Nuclear Weapons
5. The Search For “Solutions ”

Chart 3 -

Possible New Challenges
(At Least Partly New)r I .  Intra-Communis t Conflict

(When Will The Soviet Empire Begin To Crumble?)
2. Expansionism In The Middle East
3. Integration of Japan
4. Terrorism And Lawlessness (Innocent Victims)
5. Nuclear Weapons
6. Worl d Depression (Monetary Collapse)—Consequen ces
7. Others e.g. Germany Again?

Chart 4

Non-Challenges
(At Least Not The Way Many People Think of Them)

I . Scarcity of Energy and Raw Materials
- 2. Rich-Poor Conflict

3. Over-Population
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Chart 5

Responses

Peace Keeping
Responsible Citizenship

Morale—And Challenges To It

The first challenge—and here I am a real traditionalist— is the Cold War ; that is , the conflict
between the United States and the Soviet Union , which I think is going to be with  us lO years fro m
now much as it is today.

I have here , in each of two charts (Charts 6 and 7), a left column representing what is
increasingl y conventional wisdom in the United States : a recognition that the Russians are
cautious , not reckless; that communism is split , there is no more a monolithic Communist world :
that the Russians need trade and their economy is becoming more like that of the United States;
and also that the Russian Government is not vPrv imoressive and there fore not very dangerous.

Chart 6

Perspective On The Cold War

The Russians are cautious , conservative They are will ing to use force. and risk
and primarily moved by national (not but confrontation , to advance communism .
ideological ) concerns. -

Communism is split and there are deep A disunited Communist World can be
conflicts between communist countries, but dangerous , and communist governments

usually stick together if communism
- anywhere is threatened.

Chart 7

Perspective On The Cold War

The Russians need trade with the west , and Where it is critical , the Russians will not let
their economy is increasingly similar to but economic concerns override “political
western systems. necessity. ” The political diffe rences wi th

- the west will remain pro found.

The Russian government is dull , disil- They have proved capable of action and
lusioned . and consicious of Russia ’s great but arc used to concealing weakness by

- weaknesses. aggressive maneuvre and to taking ad-
vantage of opportunities.

~
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All those things are tru e, but the other column is equally true. For those reasons , I feel very
confident in predicting that a decade fro m now the Cold War will still be one of the basi c conflict
issues in the world (Chart 8).

Chart 8 - -

The Russian Chaflenge
A Decade From Now

Russia will still be the only power approximately equal to the US.

Russia will still regard the US as its enemy.

Communism will not be safe if major non-communist power continues to survive.

Communist political regimes will still be substantially different from others.

(Many people are wil ling to risk their lives over the difference.)

Conclusion : There is virtually zero chance of fundamentally different relations betwee the US
and Russia in 10 years.

(Furthermore , Russia may conti~I~e to have major national and/or ideological ambitions
outside its borders.)

That italicized word in the second line , “eneI~y, ” is very significant. In many ways it is difficult
for Americans to-come to grips with it. In Amer,,ca , hatre d is regarded as a “sick” emotion ; very
few Americans regard it as normal or nice to ha~~ “enemies. ” An enemy is somebody you hate.
Anything bad that happens to him—his wife gets c~ncer or his son is run over by a truck--makes
you feel good. That means you hate that man. Tha~ idea about a relationship seems “sick” in this
country. In most of the world it is not true. In most o.1’ the world people have hatreds and enemies .
and it is perfectly normal and natural. That is the Soviet attitude about the United States.

I by no means want to imply that we there fore should hate the m or that we have to treat
Russia as an “enemy, ” but we do need to understand what enmity is and what the Russian att i tude
about the United States is. This is not only a cultura l phenomenon; it is not just a matter of
attitudes; it is a matter of reality . They are Communists. They are concerned at least about
protecting communism , if not extending it. And as a practical matt er it is true that communism is
not safe so long as American and Western power exists. They think of communism as vulnerable , as
being in danger if something happened. And if communism were the only power in the world , it
wouldn ’t matter what happened within their borders they could take care of it. So long as the re is
strength outside , they ha ve to worry . That is the minimum reason why they have to regard us as an
enemy. The last line indicates that they also have ambitions which can bring us into conflict with
them at any point.
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I want  to make it very clear that  this does not say we are going to have a war w i t h  Russia. t h a t
we cannot live with them , that  we should not negotiate with them , that  we cannot  ha sc arms
control agreements with them. We are on the same planet. Neither of us is in a position to do away
with or pro foundly change the other. So we are going to continue to live together in what  could he
called a ~‘old War , depending on what our a t t i tudes  are .

Chart 9

Nationalism

Current and recent examples : Ireland , Belgium. Canada , Nigeria . Bangladesh , Congo . Ir aq .
Palestine , Yugoslavia -

DEFINiTION: Conflict arising out of the imperfect fit between nations (peoples ) and countr i e s .

There is an infinite supply of justified national grievances.

Ten years from now , somewhere the circumstances will be such that some of these grievanc es lead
to conflict. -

Thi s conflict may interact more or less with other international issues.

We need :
- I .  To develop traditions and mechanisms for localizing national conflicts.

- 
2. To provide limited efforts to help settle national conflicts.

- 3. Perhaps to develop an overall strategy (set of a t t i tudes )  for responding to
sub-nationalism. Current strategy is generally to be unsympathet ic  to secession and t~
new nationalism.

The next challenge is nationalism (Chart 9) , I was going to call this sub-nationalism becaus e in -

may cases today it is a matter of groups that are less than country size a t t empt ing  to divid e
countries. Conflict based on nationalism is everywhere . It is in the modern, advan ced countries , no t
just in Africa and Asia. Basically it is true and . I guess, will always be true tha t  there is an imp erket
fit between nation s—that is , people who speak a common language and have a common
culture—and the boundaries of countries. That imperfect fit tends to produce disp ut es.  and a
particularly bit ter kind of dispute.

As I note on the Chart , there is an inf ini te  supply ofjust i f ied nat ional  grievances. A na t i ona l
- grievance can always lead to conflict. There is an in finite supply of potential  ones, and I would

suppose that certainly every few years . for as far as we can look into the future . one or th e~othcr  ot
these disputes will be leading to a confli ct of some kind — maybe  l imited ,  l ike in I re land:  may b e
warlike , as in Bangladesh or Nigeria~ There seems to L~ ~ no answer to this .  It is something we has c
to face up to for a long time .

There is a major difference, though , in whether  or not these essentially local issues he eome
international , or whether they become wound up with the (‘old War or wi th  other issue . t h a t
involve the rest of’ us who are not directly concerned. We will discuss , in a second , one par t i cu la r
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such conflict which may hold the world’s record in terms of involving everybod y else besides
themselves.

But I think that increasingly what the world is going to need to recognize is that while it
cannot do away with these local conflicts , it has to find a way to limit them to the areas and to the
peoples concerned and to prevent these people fro m embroiling everybody else in their conflicts.
Hopefully we can do better than that. Hopefully we can perhaps develop some techniques , some
measures and some institutions which can be helpful in settling these conflicts. We must always try.

I would also hope that we could go even a little bit further and perhaps set some limits on
what can happen inter nally. For example , there is the genocide convention , and while it has not
been effective in parts of Africa where there have been essentially genocides in recent years , I
would hope that the world could learn to set some limits on internal national conflicts.

The current startegy, which is unspoken , is very important and may well be the right strategy.
It is basically a rule of sitting on new nationalisms. That is, if a nationalism , a national identity,
does not have a country, the attitude of the world is it is not entitled to one , it should keep quiet.
The country which contains it is entitled to suppress it. And I think everyone ’s unspoken attitude
is that this is the best techn ique because we all have the problem , and if we let it get out of hand
anywhere, our own national minorities will cause us trouble. That may very well be a prudent
strategy .

One of the things you find if you look at one of these nationalities is that each nationality has
-
. . - - subnationalities , and each subnationality has sub-subnationalities. And if you get into a process of

breaking up countries and groups, it seems to be able to go on almost infinitely.

Let us look at one particular one: the Arab-Israeli conflict (Chart 10). First let us look at the
issues of how likely it is to continue or if we are in a major process of peacemaking. I believe that
although there is a good chance that Sadat of Egypt has a genuine interest in peace now , that he
genuinely does believe that the interests of his country require turning inward and turning to
economic development and to making at least temporary peace , nevertheless the basic factors argue
that there will be conflict—essentially intermittent war—in that area for generations. Let me
describe some of those factors. Chart 10

Arab-Israeli Conflict

I. Prospects For Continuance
- II. Who Will Be Winning?

— Israeli Morale
— Russians
-Oil
—Oil Money
-Arab Unity
-U. S.

- 
—Ira n , Etc.

III. Relevance To World Peace
- —US/ SU Conflict

-Oil
—Peace Keeping Precedents
—International Terrorism
— Spread of Nuclear Weapons
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First of all there is the tremendous asymmetry between the two sides , not so much the
asymmetry of numbers—the hundred million Arabs against the three million Israelis , althoug h that
is part of it. The basic factor is that the Israelis can lose only once—that  is , completely lose . If the
Arabs come in and take over Israel can be destroyed. There is no possibility of the Arab nation
being destroyed . That means the Arabs can stop the war any time they want and wait and come

- back a decad e later , a generation later , two generations later , a century later. This is related to the
basic Arab atti tude.

I think it is true of many Arabs. if not the absolutely standard at t i tude , that  the war against
Israel is a continuation of the war against Euro pe that has gone on for centuries. As Westerners , we
have forgotten the centuries of war with the Turk s, with the Moslem. A war we won. And we won
it so completely we have forgotten about it and don ’t care about it any more. But they lost i t .
They remember their past gJories. They feel invaded by a force which is essentially a replay for

- them of the cru saders who were in the Midd lc East for close to two centuries and then were gone .
were thrown out. Israel , for them is another similar invasion of outsiders. They are perfectly
content to waitat  least a century, if they have to ,and to throw themout , although they would obviously
like to do it more quickly.

Another asy mmetry is that the existence of Israel represents , with current Arab thinking, a
- 

defeat for the Arab nation. That is , the existence of Israel is something that represents a wrong or a
- problem or an insult to them , where , obviously, of course, the opposite is not true.

Finally, in terms of predicting the continuance of this conflict , there is the fact that the Ara b
nation includes not only the countries directly concerned-—Jordan , Syria and Egypt , as well as the
Palestinians, but also the other Arab powers . I raq , Libya , Algeria . Saudi Arabia , and so on. Many of
those countries or many of the groups within those countries have an interest in war and not much
intere st in peace. So Sadat does not have a free hand. And while he may temporarily be able to
move the Arabs toward peace , it seems to me that it can only be a temporary thing unless things
change. So I would say with some confidence that in 1985 there will be an Arab-Israeli conflict
with essentially the character of the current one.

The next question is who will be winning. The underlying factor which I think will continue
for some time is continued Israeli milita ry superiority. They really started off this last war quite
badly. They made many mistakes. Within a few days they learned a number of critical lessons. I
think , while it is not entriely clear , that they had won a very decisive victory on the ground at the
time the war stopped . Today they are capable of winning another war if it does start , again at a
very great cost in human life for them as well as a cost for the Arabs~ 

-

The basic fact to remember in understanding that  situation is the fact that military superiority
is on the part of the Israelis. However , this is a perfect example of a conflict  which is not pu rely
local. And if YOU look on the chart I have a long list of factors which wil l  determine who is going to
be winning that conflict or who is going to be ahead in it. The overwhelming one is Israeli morale.
Unless the Israelis have a determination to accept their lot , that  there is no choice , to be prepare d
to fight on through generations, they are not going to be able to maintain themselves.
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The second major issue for them is the Russians. The Russians have invested billio ns of dollars
in arming the Arabs. They seem to have a major interest in the area. While today it looks as if that
is going to continue , I think that  one cannot be confident tha t  10 years fro m now the Russi ans will
still be interested in the area. They may be or they may not be . If they are not , it would make a
major change .

Today the oil weapon is important and is another  reason why  I t h i n k  it wi l l  be extremely
diff icult to settle the conflict.  That is , the Arabs have inf la ted expecta t ions  because of their
inflated beliefs about the e ffectiveness of the oil weapon. And so long as the oil weapon looks
potent , it looks like it is going to be hard to niake a deal wi t h  them.  I th ink that  in 10 years from
now the Arab oil weapon—that  is . the power to wi thho ld  oil is l ike ly  to look a lot less important .
but that depends upon the energ y industr ies  around the world . Mayb e it wil l  be 20 years before
Arab oil becomes much less important.

But even after oil becomes less important , oil money wil l  cont inue to he impor tan t .  That is ,
the Arab nations will accumulate $100 bill ion , S200 bil l ion of capital which they can be expected
to keep for a long t ime—and that is a lot of nioney. What this means for Israel is that  if the r ich
Arab nations continue to be united or reasonably uni ted with the poor Arab nations.  Israel is going
to have well-financed terrorist groups against it and well-fina nced armies. Of course , there is

- 
. . nothing that says that the rich countries—Saudi Arabia , Libya . K uwai t , and so forth-  will  continue

- to pay for armies for Egypt and Syria.

I think there is some reason for believing that  Arab un i ty  is not at i ts  peak an d tha t  10 sears
from now it is likely that the Arabs will be much less united than they are today . That would be an
important factor in terms of Israeli security.

The Israelis are now dependent for financial aid as wel’ as for mil i tary assistance on the Unit ed
States. If the United States radically changes its policy, the position of Israel wil l  become weaker.

The interesting thing to the United States , in our own interest apart from our interest in
- Israel , about the Arab-Israeli conflict is that  it is not just a conflict involving the peoples of that

region , but it is one that has brought in the world in a number  of ways. First of all , it has activated ,
in one of the strongest ways we have seen in recent years , the American-Soviet conflict .  The Soviets
have come in on one side. The whole process of building up the Arab-Israeli conflict , from
essentially a primitive matte r of rifles and hand grenades to the most modern weapons in very large
quanti ty,  started with the Soviet arming of Egypt and , I guess , Syria in the fi fties. Each round has
seen the Soviets putting in more and more money and first France and t h en the United States
responding by trying to keep Israel more or less equal. In the last war we also saw the United States
having to call a strategi c alert in order to prevent a -Soviet intervention , or to best the Soviet threat to
put its troops in to stop the Israelis.

The Arab—Israeli conflict also , as you know , activated the oil embargo which resulted in the
tremendous runup in oil prices. I t h ink , contra ry to what  many people say, the oil weapon was
used for political reasons. That is . the key issue was that  Faisal acted as a devout Moslem and Arab
interested in getting Israel out of Jerusalem , and that was the essential triggering event  th a t  led him
to use his oil power in a way which u l t imate ly  turned out to be of great profit to all Arab states
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and of great cost to the rest of the world as well as of great bene fit to the Soviet Union. (Changes
in the ~uppIy of and demand for oil over the last few years were also necessary for the oil weapo n
to be used as it was.)

As one of the most prominent local disputes going on in the world , the Arab-Israeli dispute
has also been important in term s of peacekeepin g precedents. The basic precedent set in U.N.
Resolution 242 1 personally think is a great mistake fro m a peacekeeping point of view. That was
the rule that  nobody is allowed to keep any territo ry acquired in a war , even a war started by the
country that lost the territory . I personally feel that this is an anti-peace precedent and that  it
would be a better precedent for peace to hold that a country that is aggressive , that starts a war or
even does the kind of provocative acts that Egypt did to force Israel to start the war in I 967 , it it
loses , ought not to have an absolute claim to get its property back because , obv iously, such a right
in effect subsidizes aggression.

Next , as all of you know --- internat ional  terrorism , by the Palestinians has grown out of this
dispute; not only against Israel but against Israelis anywhere and against other people all over the
world. It hasn ’t been kept in its local area ; it has spread all around the world.

- Finally, particularly in recent weeks , we have been increasingly confronted wi th  the specter of
nuclear weapons coming into a local conflict. I want to talk about this separately in a later part of
the talk , but I think there is a good chance that we can say that the Arab-Israeli conflict may turn
out to be one of the key factors in the wide spread of nuclea r weapons around the world ; maybe
not. Maybe it would have happened anyhow , or maybe it will not happen. But as of toda y,  it l ook s

- as if the Arab-Israel dispute will be one of the key influences in what  is a very evil , sad process.

- 
Let us turn to the nuclear weapon issue , the familiar one.

Chart I I

Nuclear Weapons

The US/SU Problem
Boredom Inappropriate
Deterrence-—Onl y vs. Deterrence + Insu rance
(Counterfo rce Is A Red Herrin g)
Psychological vs. Technical Failure Of Deterrence
The Possible Significance of Accuracy (No Hard Targets)
Arms Control

Numbers vs. Aimpoints
The Possibility Of A Milita r y Nuclear War

Who Will Be Ahead In 1985?
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Some 15 years ago , when I first got involved in the study of nuclear weapons , there were
people who said that it was wrong to think about nuclear weapons and nuclear war . My feel ing at
that time was that any country that has the abil i ty on a few minutes ’ notice to kil l  a hundred
m illion people and has weapons that  may be activated any minute , has the resp onsibility to th ink
about how they may be used and to be concerned with preventing their being used or to minimize
the number of people being killed if they are used. Now , 15 years later , the problem is not that
people are challenging our right to think about it but people are losing interest in thinking about it.
The problem has been with us for 15 years. It seems dull. There are no new ideas around , as Tom
Schelling says. It seems that the same old problems cannot still be important.

My feeling is, the weapons are still there . They are there in greater numbers. They still
represent the same threat to us and to other people around the world. We have a responsibility to
keep on thinking about them and to be concerned. I hav e to admit that  I myself have not been
thinking about them as much as I used to , which is perhaps a good thing. You have to have new
people brought into it , but the country as a whole cannot give up on this issue.

The basic issue for the future is still summarized in the two choices. A “deterrence only ”
posture , the policy recommended by Genera l Taylor , having enough force to be able to retaliat e
against the Soviet Union if they attack us, but to display essentially no interest in what would
happen if the war actually came , a complete confidence that war can be prevented , a belief in the

• 
-
. . - necessity that it must be prevented. The other policy is “deterrence plus insurance .” By that we

mean a policy which , while focused mainly on trying to deter war , is also interested in insurance
against the possibility that war , despite our best efforts , migh t occur.

It was traditional to think that these two policies (deterrence—only and deterrence—plus
insurance) were in conflict , that the insurance , the thinking about the possibility of war , preparing
for it , reduced the deterrence . I believe that it is just the opposite. I believe that insurance against
the possibility of war occurring, taking that possibility seriously, worrying not only about how war
would start but how it would finish , what you would do in a war , reduces the chance of war. The
reason becomes clear when you think about the question of how deterrence might fail.

One way in which deterrence theoretically might fail is if in a crisis a Soviet general could
come into the Politburo and say, “We have discovere d that the American forces are vulnerable , we
can attack them and prevent them fro m retaliating. ” I do not think that a Russian Politburo would
ever decide to accept such a recommendation because basically the Russian political leadership
does not believe that kind of technical advice. They don ’t believe in it. They are not technicians.
They believe in the dominance of the political over the technic al. They know that things always go
wrong. They are right.

On the other hand , what I think is a possibility is that a Russian leadership in a crisis situat ion ,
having met the American President , having made carefu l political probes, could come to the
conclusion that he is so overwhelmed by an apocalyptic picture of the nature of nuclear war , so
completely frightened of nuclear war , so completely unprepare d for it , that  he could be bluffe d.
They do believe in bluffi ng peop le. They do believe in one group ’s abil i ty to dominate another. I
am not saying they are going to be eager to do th at , but in a crisis I t h ink  that  is a more imaginable
way for deterrence to fail th an the technical failure of deterrence So I think that the apocalyptic
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view of nucle ar war , saying we can ’t think about it , it is too horr ible t o think about , it is the end of
the world , reduces deterrence and is there fore dangerous. It also offends my prudent sense that  we
have to insure to the best of our ability against any possibility.

On the arms contro l issu e, the long-term future of the arms race and the nuclear problem ,
there are two possible directions , neither of which I would be very optimistic about. One is the
arms contro l point of view which tries to reduce the number of weapons. My feeling that the basic
weakness of that is the number of people killed in a war is not primarily a function of how many
weapons there are or even how many weapons are fired. It is primarily a function of what the
weapons are fire d at. Ten weapons , fiied at the big cities , would kill many more people than a
thousand weapons , small weapons, fired at mil i ta ry targets. Since arms control seems to reduce the
number of weapons but perhaps increase the likelihood that if they are fired they will be fired at
cities , it seems to me not to be a use fu’ solution. It can never reduce the weapons to the point at
which they are not dangerous , to which there are really too few to hurt  anybody, because even lO
weapons would produce massive death.

The other direction , which I must admit I cannot really see the way clear to , but seems to me
to offer some hope , is that perhaps we can restore the possibility, that nuclear wear might be a
military war . That is , as wars always were until  1945 , wa rs fought primarily between armies; where

• - force is exerted against an enemy army until victory or unti l  a new balance of power is achieved
which leads to a settlement.

It seems to me that if somehow or other it would be possible to get the military on both sides
to think that the sort of natura l way, or the first way, to start a war is to fight against the forces on
the other sid e, there would be some poss iblity of stopping it be fore it came to attacks on civilians ,
and that would be a very good thing.

The basic new element in the strategic picture is the change in accuracy, which fits in with this
idea of perhaps heading toward a milita ry war. It is a real revolut ion which is still going on. When
the missiles first-came in an accuracy of two miles was regarded as good. That meant to destroy a
hard target you had to have a gigantic weapon. Accuracies are now moving down to a tenth of a
mile. It may be possible to put a cruise missile down a well , which is less than a hundred feet ,
which means that a few hundred pounds of warhead , producing damage only in the immediate
vicinity, becomes the preferred milit ary weapon. I think this is a hopefu l sign in the direction of
making possible milita ry nuclear wars instead of civilian nuclear wars .

Chart 12

To Destro y a Hard Target

CEP Required Warhead Size Warhead Weight

2 miles 60 MT+ 10 tons
0.5 “ 4 MT 2 tons
0.1 “ 30 KT 300 lbs

100 ft. I KT 300 lbs

(Numbers approximate , only to give sense to scale)
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The final old challenge to peace is perhaps idiosyncratic (Chart 13). I believe that the search
for solutions—that is, not dealing with problems , living with problems , working with problems , but
trying to solve them permanently, absolutely—is one of the great dangers to the world. I believe it
has been la rgely a negative force in the past. I think human nature is not changing, and people ’s
hopes for complete solutions will continue and will continue to be a major threat. I want to make
clea r I am not saying the U.N. is a terri ble thing. I am saying that there are important dange rs in
putti ng too many hopes in the U.N. and being unrealistic about it. The same is true about
disarmament and about detente. Communism , of course , is the classic example of a pernicious
force based upon human hopes to solve human problems , leading to great troubles for everybody.

Chart 13

The Search For “Solutions”

The U.N.
World Federalism

- Disarmament
Detente
Communism
Third World
U.S. Isolationism

Now we come to possible new challenges to peace in the eighties (Chart 14).

Chart 14

Possible New Challenges
(At Least Partly New)

- I . Intra-Communist Conflict
(When will the Soviet Empire begin to crumble )

2. Expansionism in the middle east
3. Integration of Japan
4. Terrorism and lawlessness (Innocent victims)
5. Nuclear Weapons
6. World depression , monetary collapse & consequences
7. Others e.g. Germany Again?

The Russia—China conflict is not new , but I would like to open it up as a possibility (Chart
- 15) .  I am not saying by 1985 any of this will happen; that the Communist empire will crumple ,

there will be majo r conflict either between Russia and China or conflict on the order of Hungary
and Czechoslovakia. I do thin k it is important in understanding the world to recognize the
vulnerability and the instability of the Communist world. It is an empire , and I am re ferrin g now
both to Russia itself , the minority peoples within Russia , and also the Eastern European territories.
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Chart lS

Conflict Within The Communist World

1. Russia -- China
2. Yugoslavia
3. 1956 , 1968 , 19 —
4. Life expectancy of Empires in the 20th century ?

I happen to believe , although I think it i sa matter  of great uncer ta in ty ,  tha t  an empire  in the
modern world is essentially unreliable and unstable and at any point can cause great confl i ct  I
th ink that one of the great potential dangers from the Communist  world is in a t ime of in tc rn ~i l
crisis when they are forced to act drastically,  and dangerously for us. I suppose I am l ike  other
mortals , and if I do not see anything happening now , it is hard for me to believe it wi ’I happe n
soon. So I would say that the chances are less than even that this will  happen w i t h i n  the ti cs! 10
years , but I th ink  it ought to be kept in mind and could happen at any point.  (‘er ta in l y  most of us
were surprised in the past.

- Char t l6

“War ” for “Profit ”

I .  Rich , Weak , Empty States
2. Persian History and Iranian Ambitions
3. Or Is Expansionism (without Revanchism ) Dead?

When I was in school we learned that one of the basic sources of conflict was what were called
then “power vacuums. ” (Chart 16). I think that  may still be tru e, although probably not as tru e as
we used to think - . A classic power vacuum exists in the Persian Gulf , and it seems to me that  there
is a good possibility within the next 10 years that there will be essentially some kind of at tempt  to
grab some of those rich , weak states.

I think it is very easy to exaggerate the poss iblity that the Shah of Ira n sees himself as a Cyrus
the Second , envisaging himself restoring the glories of the Persian empire in the modern day. It is
very hard to judge that , but it seems to me that it is not entirely to be ruled out as a possibility. He
certainly is developing a power base that would permit him to. I think it is certainly true that the
sense of split , even enmity,  between Arabs and Iranians still exists on both sides. Certainly this was
recognized in the recent communiqu e from Libya. The Iraqis feel it.

The natura l American at t i tude is that Iranian pursuit of ambitions in the Persian Gulf would
be destabilizing, and that it is our responsibility to prevent them. It is not at all clear that  tha t
natura l response is the :orrect response. While today we are in a period of , let us say, detente wi th
the Arab states , I think that there is ample reason , cultural and geopolitical , to think the United
States has to have some concern with the Arabs . and the buildin g up of a balancing force against
the Arabs in the Middle East by Iran would be in our national interest . There is also some reason to
think  that it would be better for us and for the world if at least some more of the Persian Gulf ’ oil
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was in the hands of Ira n , which spends the oil money it makes develop ing its country and doesn ’t
sit on it. So it is not at all clear that if Iran does have expansionist ideas it would be bad for the
United States. One the other hand , it isn ’t clear t that  they do or that they could do anyth ing  about
it , but it is a possibility to take into consideration.

I want to be very carefu l when I talk about Japan (Chart 17).

- Chart 17

Japan and The World
(Rank in Japanese thought)

1. Wealth Without  Confidence ?
2. Insults Without Response?
3. Power Change Without Conflict?
4. When?

I think that this is perhaps one of the two or thre e biggest issues that we have to face. I don ’t th ink
there is anything in Japan today that we hav e to be afraid of. I don ’t th ink it is necessarily tru e that
Japan ’s development and what she does is going to be bad for us or for the world. I think , however ,- - 

that it is a profound uncertainty , that it contains tremendous possibili ties for danger and for harm .
and that it ough t to be at the very center of our thinking about U.S. policy.

Basically, in economic trends , by 1985 Japan will probably be something like three times as
big as England , almost as big as the Big Four European Countries together , almost as big as the
Soviet Union. (1 am speaking now in GNP terms.) It will be the third power in the world in terms
of basic capability (Chart 18).

Chart 18

An Estimate of Japan ’s
GNP Position In 1985

Japan May Be 330% of England
Japan May Be 200% of W. Germany
Japan May Be 86% of The Soviet Union
Japan May Be 66% of European Big Four
(UK ,France , W.Ger., Italy)
Japan May ~.c 44% of the United States
Japan May 1~ ’ 11% of The World

There is the problem of how the world adjust s to this new power. There are a number of
different kinds of problems about it and reasons to think it may not be an easy process. First of
all , there is the historical process. In some ways, one of the last great powers to come into the
world was Germany, and it took essentially a century before the world absorbed the emergence of
Germany.
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Another reason to be concerned is that it is clear that Japan is going to get into at least
small-scale conflict situations around Asia because it is going to have a policy of investing and using
the cheap labor in the foreign countries , with its capital , technology and skill as the basic
mechanism of development in the next stage. And there is no way in which that can be fre e of
conf lict and problems. You cannot have that kind of fo reign investment between ’peoples, eve n in
the best of circumstances , without conflict. The Japanese are bound to be insulted.

The Japanese have as one of the very basic organizing concepts of their personality the idea of
rank in relationships , that one takes pleasure in paying deference to those who are su perior and one
takes pleasure in receiving deference from those who are inferior. This is one of the rather essential
parts of their personality and their life . I don ’t see Englishmen , Germans and Frenchmen paying
deference to Japanese in the near future in the way that  the Japanese will t h ink  they deserve, much
less Thais. Indians and the other people of the region. It is another cause of conflict , a potential
cause of conflict.

Finally,  I think the Japanese hav e had a continuing dynamic of back-and-forth between the
old Japan and new Japan , between old Japan and assimilation. I th ink  that  they are not yet -

resolved in their new personality. Their way of life , the whole n ature  of the country has changed -
rapidly in past years. It is still changing. It isn ’t clear that they have absorbed this and tha t they
have a solid government personality. That means th at at any point there can be a kind of eruption

- 
-
~~ 

- growing out of their own national development.

When any of these things happen , there is this tremendous p otiential  power that comes
basically from the money in addition to their social disci p line and tremendous skills , so there is a
real , almost unlimited , potential danger there.

What should we do about it?

Some people say, when you give them this argument , or they make the argument themse lves ,
that we have to suppress Japan , that we should keep them disarmed , that we should keep them
dependent upon us, that we should see they do not develop as a strong, dange rous country . I do
not think the United States is smart enough or strong enough to do that.  I think that when Japan
spreads out , grows up, if you will , they have to do it , and there is nothing we can do to stop it. We
may be able to influence it , but we cannot stop it; we cannot dominate it.

- 
My own feeling is that we can do basically nothing. We should , however , fi rs t of all , not

encourage them either to arm , to rearm , or to stay unarmed . It -should be their decision. If they
want a free ride on the American taxpayer , I think that  is fine. The longer they don ’t arm the
better , although I don ’t th ink  we should try to hold them back. We should not be involved in the
process by which they renounce their past, their current low posture. The process is l ikely to be
strange and bitter , and anybod y who is attached to it is likel y to become an enemy. So I th ink we
should have a very stand back , let-them-do-their-own-thing attitude and not try to influence it in
any way.

That is a l i t t le  bit too strong. I think it is impo rtant for the United States to stay a major
power — naval , mi l i ta ry ,  political — in Asia so it is easy for the Japanese to go along and in e ffect not
be dragged into exercising their power in Asia.
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I t h ink  the United States should pay them very great deference. The United States shouldtreat them as a great power from today on. For exampl e , I t h i n k  the Un ited States ought to try toget them a p ermanent seat on the U.N . Sec t in ly (‘ounci l.  I t h ink  the United States should treatthem as a nuclear power without their get t ing nucle ar weapons. There should not be a conferenceof the nucle ar powers whic h excludes Japan. I t h ink  the United States should be immense l yconcerned with Japanese attitudes and reactions to everything we do. I th ink the United Statesought to be more concerned with Japan than wi th  China , part ly because I t h ink  Japa n is going tobe more powerfu l and important than China , partly because I th ink  there are more po ssibilitiesfacing Japan. China is more locked into its posit ions than Japa n.  Japan can go any way, and so Ithink we ough t to focus our Asia policy on Japan wi th  a very cta lus quo , nondirective att i tude.

The next  issue is terrorism and lawlessness (Chart 19).

Chart 19

Terrorism and Lawlessness

Life is Becoming “Sacred” In Largers Parts Of The World
Resu lt:—Vu lnerabi l ity To Those To Whom It Is Not
Expansion Potential of Terrorism?

- 
This is probably more a matter of annoyance and unpleasan tness than a major issue. The- 

‘
~~~~ 

number of people who can be killed by this kind of thing is , on a worldwide basis , in the low
thousands per year. I think it is very likely that it will increase but not become a major issue.

On the other hand , I have to admi t I am frightened by it. It seems to me that  there may be a
kind of dynamic of terror ism escalating, of having local implicatio ns deriving from foreign
terrorism. Certainly the technical capabilities of terrorists are increasing. Not only is there the
possibility of their getting nuclear weapons but other kinds of “weapons of mass destruction ,” asthe Russians call them. I thi nk terrorism is more frightening than I am able to jus tify by analysis.

The one common misunderstanding, I think , is the view that  terrorism is a function ofinjustice and the way to prevent terrorisn i is to deal with the injustices that  the terror ists areresponding to . I thin k terrorism is not a function of injustice and that there is a very quick p athwayfrom the politically motivated terrorist who is responding or is alleged to respond to a natio nalpolitical need , leading to a Robin Hood and , finally, to an Al Capone. The horder l ines betweenthose things are very narrow. Most terrorists are essentially young personality types who are alwaysavailable who get supported by the society and by people who provoke them and have to be dealtwith very toughly if the society is going to be protected from them.

Previously I talked about the big nuclear weapon problem : now I would like to talk for a
minute about the other nuclear weapon problem (Chart 20).
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Cha rt 20

Other Nuclear Wea pon Problems

- 
I .  Dealing With Non-Russian Nuclear Weapons

- -Probably Still Easy in 1985
— But  there is some possibility that there will be more than 6 countries wi th  -
nuclear weapons by then

- 2 . Dealing with the Choice Between “Nuclear and Non-nuclear Worlds ” for the
year 2000
—The last fork in the road could be passed by 1985

I think there probably will not be many more nuclear countries in the world in 1985. There is
some possibility there will be more than six , but I think it is less likely than not. I think , however ,
in 1985 the problem of preventing a nuclear world in the year 2000 in going to look a lot worse
that it does today . This question of a nuclear world or a non-nuclear world is one of the few issues
where you really want to take a Year 2000 perspective. One wants to say, “In the year 2000 , there
might be a nuclear world or a non-nuclear world. ”(Chart 21 )

- : Chart 2l

A Pair of Year 2000 Alternatives

Nuclear World

- 1. 50— 100 Owners of Nuclear Weapons
2. 10—20 ,000 Nuclear Weapons
3. Many Actively Potentia l Owners
4. Potential Nuclear Use Central to International Politics (Both Regional and

General)

Non-Nuclear World

1. 3—7 Owners of Nuclear Weapons
2. 10—20 ,000 Nuclear Weapons
3. Each Nuclear Force “Protects ” At Least 200,000,000 People

- 
4. Expectation That Nuclear Ownership Is Not Going To Spread

(At Least Not Much Or Not Fast)
5. Nuclear Weapons Understood To Be Only For Deterrence of Other Nuclear

Weapons
6. Most International Politics Not Influence d Directly by Nuclear Weapons

You will notice that  my non-nuclear world has a lot of nuclear weapons. but it is still  a
non-nuclear world because of the last few lines which say that nuclear weapons are not in ordinary
international poli t ics ; people do not th ink  they will spread to more countries: they do not
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infl uence very much: they are there only in the background. That is immensely different from the
nuclear world , even though the nuclear world has the same number  of weapons . or almost the same
number of weapons.

This is a sense of what that  nuclear world is like , medium spread or large spread. i(’hart 2 2 )
Chart 22

Medium Spread

Number of Number of
Countries Types of Forces Weapons

3 Large Efficient Nuclear Forces 6,000
3 Sizable Efficient Nuclear Forces 2 ,000
8 Small Efficinet Nuclear Forces 2 ,000
6 Substantial But Poor Forces 2 ,000

20 Small , Poor “Forces” _4~iQ
40 12 ,400

Large Sprea d

40 40 Forces Described Above 18 ,000
10 More Small , Efficient Forces 2 ,000
40 More Small , Poor “Forces” 1 ,000
90 16 ,000

Add weapons in the hands of groups other than na t i ons ???

Again the difference in the number of nuclear weapons is not immense , but the idea of 90 nuclear
countries , which is not impossible for the year 2000, and an unknown number of weapons in the
hands of non-national groups , I fInd truly frightening. It is perhaps one way toward world -

government , but I do not find it a pleasant way.

Chart 23

Some Hypotheses

1. It is still possible that we will have a “Non-Nuclear World” in 2000.
2. The cost and difficulty of making nuclear weapons will not be sufficien t

to prevent a “Nuclear World. ”
3, We will not hav e a “Non-Nuclear World” unless the U.S. changes its policies.
4. Possible policy changes in other countries probably are needed too.
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I would argue that it is still possible that a nuclear world can be prevented , not because of the
difficulty of building nuclear weapons or the expense , which is getting less and less, but essentially
by the contro l of the political situation so that nuclear weapons are not desirable. I th ink  that is
the key issue. I think that requires a change in American policy and the policies of other countries
as well (Chart 23).

Before we address that question , a key issue is: In whose interest is it that it be a nuclear
world? (Chart 24)

Chart 24

In Whose Interest Is A “Nuclear World ”

1. U.S. or S.U.?
2. France , Germany, UK , Japan?
3. China , India , Brazil?
4. Israel , South Africa?
5. Egypt , Syria , Jordan , Saudia Arabia , Iraq , Libya , Algeria , Lebanon?
6. Ira n , Venezuela?
7. A Small Nation “Hitler ”?

F ’ - 

8. Kuwait?

That is a question that is not normally asked. The question that usually comes up is: Should we
( Egypt) get nuclear weapons? Should we ( Israel ) get nuclear weapons? Should we ( Ind ia )  get
nuclear weapons?- That is the way countries ask the question , but there is a diffe rent question: For
whom would it be good for there to be a nuclear worLd?

- The events leading up to the Non-Proliferation Treaty in the early sixties were profoundly
misleading. The picture that developed then was that the United States and the Soviet Union , the
great nuclear powers, wanted to prevent everybody else fro m getting nuclear weapons. In other
words , it was in the inte rest of the great powers to prevent the spread of nuclear weapons , and .
therefore , by implicatio n it was in the inte rest of the small powers to get nuclear weapons. That is
profoundly misleading.

I think the basic way to think of this is to think of a nuclear world as a jungle contrasted to
the relative peace of the meadow. The lions , tigers and elephants can live all r ight in the jungle .
they may perhaps prefer the peace of the meadow , but they all are equipped to su rvive in the
jungle. It is the rabbits , the antelope , the mice and so fourth who want to keep the worl d fro m
turning into a jungle , which is what a nuclear world is. It is in the interest of the small countries ,
the non-nuclear countries , to keep it a non-nuclear world.

If you look at the sample groups on Chart 24 , the people for whom nuclear weapons m igh t be
useful are a small nation Hitler , because nuclear weapons are most profoundly the natura l weapon
for the bluffe r , the irresponsible , the aggressor , the irrational , or the person who can seem to be
irrational . and that would give him real power. It is in his interest to have a nuclear world. But most
countries are not Hitlers , even most of the time , and a nuclear world is not in anybody ’s interest.
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The problem is how to get this interest in having a non-nuclear world to dominate the situation
against the particular interest of the countries looking at their immediate situation and want ing  to
get nuclear weapons. Let us take an example (Chart 25 ) .

Chart 25 -

The Middle East As An Example

I .  Is it in Sadat ’s interest for Egypt to have nuclear weapons?
2. Who in Egypt will hold the weapons?
3. Will Libya also get nuclear weapons? (Can Quadafi turn $2 billion into a nuclear

weapon?)
4. Will Syria also get nuclear weapons?
5. In an area as unstable—internally and externally—as the Middle East , can anyone be sure

it is in his interest to have nuclear weapons introduced? (unless hatred of Israel
overwhelms all other concerns)

Ask the question: Is it in Sadat ’s interest to get nuclear weapons , for Egypt to have nuclear
• - weapons? I thin k the natural answer for him and for most people is to say yes , of course he would

- like to get nuclear weapons if he could. I think that is not really his interest. In the first place there

- 
is the question of who will hold the nuclear weapons.

He is not going to keep them in his bedroom. He now has to worry about his army, his air
force , his secre t police , his palace guards, and his colleagues. He would also have to worry about the

- people who have hold of his nuclear weapons. They represent an additional force . Furthermore , if
he gets nuclear weapons, he has to take into account the possibility that Libya will get nuclear

- weapons , Syria will get nuclear weapons , and I .think he would regard that as not useful for -

Egyptian national interests as well as for world peace.

I think he has a real interest in keeping nuclear weapons out of the Middle East. I think he has
an interest in taking a major initiative for peace in the Middle East. and I think he is more likely to
be able successfully to negotiate an arm s agreement with Israel to keep nuclear weapons out of the
Middle East than he is to have a peace settlement. So perhaps keeping nuclear weapons out is
somethin g where he can have a major international success in the Middle East.

Finally, many Arabs believe that Israe l already has nuclear weapons , and if Sadat can seem to
turn that clock back and can get a firm statement fro m I srael that they do not have nuclear
weapons and a statement from the United States that they will cease all aid to Israel if Israel gets
nuclear weapons , that would seem , perhaps , like a major victory to Sadat.

It seems to me that policy represents an alternative to what the United States actually did in
offering a reactor to Sadat (Charts 26 — 29). The United States could help Sadat with such an
initiative. I think we could succeed in keeping France and Canada from coming in and giving
nuclear weapons or reactors to the Middle East. I th ink if Sadat negotiated such an agreement
among the Middle Eastern powers , there would be a good chance that nuclear weapons and nuclear
reactors would be kept out of the Middle East for some time to come , to everybody ’s benefit.
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Chart 26

Could The U.S. Have Chosen A Differen t Course?

I .  To offe r Sadat to refuse to sell to Israel the power reactor Israel was plannin g to buy.
2. To assist in a Sadat initiative designed to kee p nuclear weapons out of the Middle East .

(And power reactors because they make bombs easier.)
3. e.g., to try to get France and Canada to accept such a Sadat proposal. (S.U. probably no

problem. )
4. To promise to cut off aid to Israel if it is the first country in the Middle East to get

nuclear weapo~is.
5. Incidentially making the point that since oil will be cheap and plentifu l in the Middle

East they don ’t need nuclear power.

Chart 27

Why Should Egypt Get A Large Power Reactor

I .  To meet its energy needs? Nonsense .
2. To help economic development? Almost certainly counter-productive.
3. To look modern—to gain prestige (But not much if other Arab States have them tao)
4. To improve ability to get nuclear weapons

Chart 28

Why Should The U.S. Encourage the Spread
Of Nuclear Techn ology In the Midd le East?

I .  Because it is going to happ en anyway.
2. To strengthen its relationship with Egypt.
3. To increase its leverage to move toward peace between Israel and the Arabs.
4. Because reactors fro m the U.S. will be better controlled than reactors from France or

Russia. (But does a U.S. reactor in Egypt increase the chance of other react ors in other
countries? )

5. Because the U.S. wants to enhance favorable atti tudes towards nuclear energy
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Chart 29

The 1985 Nuclear Problem In The Middle East

1. Probably at least three and perhaps 6 large power reactors will be installed producing
large quantities of plutonium.

2. Probably at least 3 countries will have active programs to try to build or buy nuclear
weapons.

3. Israel will be assumed to have nuclear bombs.
4. Countries with U.S. reactors will be accused of violations of control procedures and the

U.S. will hav e to decide how to respond.
5. The prospect will be that soon the U.S. will have to respond to the introduction of

nuclear weapons into the Middle East.

Let ’s now turn to what I think are the non-challenges to peace in the eighties (Chart 30).

Chart 30

- 
Non-Challenges -

(At Least Not the Way Many People Think of Them)

I . Scarcity of Energy and Raw Materials
2. Rich-Poor Conflict
3. Over-Population 

.

The idea that the world is running out of its raw materials , that a large part of the history of
the next generation or two is going to be conflict between the “haves” and the “have-nots ” fighting
over scarce supplies , is very widespread. It has bee n expressed in thi s Confe rence by a number of
people and expressed outside by many eminent and wise people. I cannot , obviously, in a few
minutes , settle the question. But , let me give my understanding of the situation and one view of
how I came to it.

Hudson Institute has begun a study taking -the extreme case , that in the year 2 1 00 there are
15 billion people in the world instead of the less than four that are here today. Further suppose
those people are relatively rich. That is , on the average they have an income of $15 ,000 per capita:
that is, the whole world at that time is on the average three times as rich as the United States is
today. Maximizing the problem of resources and the problem of pollution in that world—not
predicting it but asking could that world live , would there be enough raw materials , enough energy,
enough places to put the pollution , enough room for the people , and so forth?
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The preliminary answers are yes. That world is perfectly feasible, and it even can be shown to
be feasible with essentially what is known today about resources and the technolo gy that we have
in sight today, without  the benefits of future discoveries.

Of course the world is not entirely without  problems. The proble m of disposing of the waste
heat from reactors , if reactors were the sole source of energy, is one that is not yet solved.
Undoubtedly , there are other problems that we cannot solve today. But basically I would say the
more likely prediction is that there are plenty of resources at modest prices even for a world
populaton which has doubled twice from what it is today and which lives very well indeed. There
would be all the energy wanted at affordable prices , all the structural material. We could get and
use these resources in an environment that is cleaner than the environment  that we have today.
Basically most of our efforts would not be going to supp liying raw materials , any more than today
most of our efforts are going to raising food.

Let me suggest what it is that I th ink misleads many people. This is the question of two views
of resources (Chart 3 I).

Chart 31

- Two Views of the Nature of Resources

Like Land , Finite Technology And Capital
(Fruit Bowl Metaphor ) (Muscle Metaphor)

One view , on the left hand , sees resources as a very physical thing. It is a very natural  view
that resources are things like oil and steel , that you can put your hands on. Metaphorically it is like

- fruit in a bowl. It may be a very big bowl , there may be a great deal of fruit in it , but you take it
out , and when it ’s empty, it is all gone : there is no more. That is the basic view. That view must
lead to pessimism, must lead to a sense that we are heading toward disaster.

Let me offer an alternative view , which is also incomplete , but which I th ink helps to
understand why many of us feel that there are plenty of resources . This sees resources not as
tangible , physical things but as technology and capital. The analogy is to a muscle. The more you
use the muscle the more it grows, the stronge r it is. There is no sense in which when you use the
muscle you use it up.

It is interesting that oil can be used to illustrate both of these characteristics of resources. Take
the Persian Gulf oil , which costs only 10 cent to get out of the ground. That is like frui t  in a bowl.
It is in there . It is a wonderfu l discovery . It is of great value to the people who have it. It is worth
$7 a barre l or $9 a barrel , and it all belongs to the people who happen to sit on top of it.

Take the same oil in the North Sea . where it costs, let us say. almost $7 to get out of the
ground. That means the ownership has almost no value. All the cost of it is in the metal.  the
technology , the capital and the skill to get it out of those deep, rough seas. It is an entirely
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- different kind of resource. For that kind of re source you do not have a sense of running out. What
you have is a sense of a race. As it gets scarcer and scarcer or harder and harder to get out , you have
to go to deeper oceans or thinner ores or other forms of energy. The technology has to get bet ter
and better. You have to put more and more capital in. But technology and capital are things that
grow. We can see ourselves adding them for the rest of human history. There is no sense th a t  we
have to run out of those things, and there is no sen se that we have to lose that race. In fact , in the
history of the last few hundred years we have been winning that race. That is, we have gotten
resources which are harder and harder to get , and the cost hasn ’t been going up.

Chart 32

Rich-Poor Conflict

I .  Important part of verbal international politics.
2. Rich countries need to have thick skin without hard hearts.
3, The poor will need the rich and won ’t be able to hurt them much.
4. The success stories will take much sting out of the issue.

Another very popular idea: One expression of the idea that we are going to be fighting about- resources is the widespread idea that the poor nations are going to get together and attack the rich
nations , that we cannot afford to have a world divided between rich and poor and have great
disparities in incomes. I think that is basically wrong, and I would like to offer , with some
diffidence , a different view of the situation (Chart 33).

- Chart 33

One Perspective On World Poverty

I .  The success stories have demonstrated that rapid growth (6- 12%) is not restricted to afew lucky or special situations. (Clear 10 years fro m now)
2. The increasin g wealth of the world will exert increasing pull on those behind

—Value of cheap labor
—Exampl es

3. How important is it whether the Industrial Revolution (every country over $2 ,000 per
capita) takes 300 years or 400 years? How will the question look in 10 years?

4. Income differences between nations will continue and probably grow. What is the nature
of our interest in whether the Japanese are $50,000 or $250,000 when lndiar 1 per capitaincome is $S,000/year

42

-i
_ _ _ _ _ _



- - ----.---.-- -~~~~~~~~~~~~~ -.~~~~~~ — — --- -- - - - ~~~~~~~ -~~~-. 
~~

-

For the first 10 ,000 year of human history, mankind was , in present-day terms , poor. The
richest civilizations - the Roman and Chinese civil izations had , in modern terms , probably the
equivalent of perhaps $250 per capita. Nobody solved the problem of continue d economic growth
for decades or generations.

In the middle of the eighteenth century , the British learned how to do it.  They began a
continuous process of slow growth which has led to industrialization and to modern society as we
know it.  Over generations that  meant that  economies went from $250 per capita to $2,500 per
capita.

We are now in the middle of a process in which everybody is going from what was all of
human history, and is now regarded as abject poverty, to the modern world , which you might
arbitrarily det ine as the min imum of $~ ,500 per capita. It  isn ’t clear how long that  process may
take. It may take 300 years , it may take 400 years . it may take 500 years. That is what we are in
the middle of now. We are in the middle of a transition fro m the way all human history was in the
past to the way it is going to be in the future . It is taking a relatively short time. Some countries arc
going there faster , some countries are gc~ng there slower , but it seems pretty clear what the
direction is , what the process is. I believe there is no reason to think everybody is not goi ng to get
there , and , in fact , for a number of reasons I would argue that the rich countries in effect drag up
the poor countries in addition to teaching lessons. After everybody learns how to develop, after all

- . . - over the world people learn you cannot hav e a country which just cannot learn it , eve rybody i s
going to be getting rich.

There still will  be the prob lem of disparities. The rich are getting rich faster , at least in
absolute if not relative terms. But whe n the poorer countries have per capita incomes of S2 .500 ( in
constant dollars ) the nature of the proble m that will exist because the richest have incomes of
$50.00 or $250 ,000 per capita is very difficult to understand. I th ink we can leave it for later
generations.

I turn now from analysis to value judgments. We need to have a thick skin about wh at  the
poor countries say about us , but we should not have hard hearts. That is , we ough t to be helping
them as best we can but not believing what they say, either about us or about themselves.

Let me skip the population issu e, other than to show this chart (Chart 34).

Chart 34

Population questions

I .  Size at which world population Level Off”
10 Billion , 15 Billion , 20 Billion

2. Speed with which national povert y is eliminated
3. Not: Space and crowding issue or question of availabili ty of resources
4. But :  Long term issue of possible slow growth after “levelling off” ( 1-Y~ per year means

mul t ip ly ing  by 12 in 500 years . and 200 billion people is probably too m a n y )
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Now to look at some responses (Chart 35).

Cha rl 3S -

Responses

I . Sorry , no solutions

2. Morale required successfully to plug away at problems
-- Minimizing damage from conflict
—Avoiding major war
— Encouraging economic development
—Dealing with pollution problems and technological dangers
—Developing international institutions and attitudes helpfu l to peace
—Attempting to prevent or respond to the spread of nuclear weapons

3. We need to renew our faith in Democracy and in our role as an example
--Least Lousy
—Many forms, erratic paths , slow steps

As I implied earlier in the evening. I am not going to offe r any solutions. There are no solutions.
Politics and conflict are going to go on forever. The State Department is going to be needed. Even
ISA is going to he needed , and it is going to hav e plenty to do. What we have to do is deal with the
problems as they come up.

One of the things we need in order to deal with these problems is morale. I am not going to
try to define high morale but Charles Schulz gave a wonderful definition of low morale.

~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~ 
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If we feel like Peanuts here , like we are never going to do anything great , it is going to be very hard
to cope with the problems of the world. There will always be people who say we have to give up
and thro w up everything because thin gs couldn ’t be worse ; that it is hopeless to try to accomplish
anything: that we are no good , and we shouldn ’t t ry :  that we should stick to FoFtress America or
U.S. isolationism , not try to exercise our power in the worl d because it is hopeless. to give in to
dramatic solutions.

At least a modest degree of morale is necessa ry to solve these major problems which I have
listed here . I would define this level of morale , tentatively, as a sense that one is working for a
worthy purpose , that the long-term possibilities are good , or at least reasonable , that it is worth
continuing to work and to suffe r and to strive .

Finally I would like to argu e for restoration of our consciousness of ourselves as a democracy
with a pro found message for the world . This was said some time ago by Learned Hand better than I
can ever say it ,

Chart 37

“Even in our own in teres t we must have an eye to the interests of other ,- a nation
which lives only to itself will in the end perish ; false to the faith , it will shrivel and pass
to that oblivion which is its proper receptacle. We may not stop until we ha ve done our
part to fashion a world in which there shall be some share of f e llo wship , which shall be
better than a den of thieves. Let us not disguise the difficu lt ies. and , above all , let us not
content ourselves with nobel aspirations , counsels of perfectio n . and self-righ teous advice
to others. We shall need the wisdom of the serpent; we sha ll have to be content with
short steps; we shall be obliged to give and take; we shall face the stronges t passions of
mankind—our own not the least; and in the e.nd we shall have fabricated an imperfect
instrument. ”

“But we shall not have wholly f ailed ; we shall have gone forward. if we bring to our
task a pure and chas tened spiri t , pa tience. unders tanding, sympathy. f orbearance .
generosity , fortitude , and above all an 1,7 f lexible determination The Histor.v of man has
just begun; in the aeons which lie before him lie limitless hope or limitless despa ir. The
choice is his; the p1 ’esent choice is ours; il ls worth the trial.

Therefore , shall we not see (our f lags) as more than a symbol for  those alone over
whom it waves ? Shall we not believe that , be we never so prosperous , and safe , and
contented , we shall have failed to grasp its meaning, and shall have been truant to its
promise, except as we str ive to make ii a signal , a beacon , a standard, to which the best
hopes of man kind will ever turn?”
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Let me close with these quotations , fro m which I will repeat a few lines. Notice that he says:

in our own interest we m ust have an eye to the interest of others.

That “must ” is not an “ought ”; it is a need. We need to have an interest or our nation “will , in the
end , perish. ” I am not sure it is true of’ a11 nations that they have to worry about others , but I th ink
it is true of the United States. The notion of the United States as carrying a message for the world
is deeply ingrained in our country and we would su ffe r greviously if we had to give it up.
Therefore , he says:

“We must do our part to fashio n a world in which there shall be some share of fellowship .
which shall be better than a den of thie ves. ”

That is a very modest goal. He says, further:

“Even with that -modest goal we cannot disguise the difficulties. Let us not content
ourselves with noble aspirations , counsels of perfectio n, and self-righteous advice to
others. We shall need the wisdom of the serpent , and we shall have to be con tent with
short steps. “ -

-~~ . - I think that Secretary Kissinge r is fulfillin g the firs t part of that.  That is , he is not pursuin g policies
- on a goody-goody basis but using the power of the United States and the full cleverness which he

possesses. I am not so sure that he is content with short steps, but that is a key part of that
wisdom. -

“In the end we shall have fabricate d an imperfect instrumen t, but we have to try. The
qualities that are acquired are patience , sj -’mpatht ’ , forbearance , generosity , fortitude
and , abo ve all, an inflexible determination. ”

Finally, he says: .

“The history of man has just begun. ”

He has a sense that we are in a process lasting hundreds of years and we can take a perspective of
hundreds of years. “The choice is ours. It is worth the trial. Therefore ,” he says—and this is the
old-fashioned idea that I would argue should be restored to a major place , not in American policy
but in the American sense of where we are and what we are doing in the woi ld—that  “our flag is
more than a symbol for those over whom it waves. Shall we not believe that be we never so
prosperous , safe and contented , we shall have failed to grasp the meaning of our flag and shall have
been truant to its promise unless we strive to make it a signal as to which the best hopes of
mankind will ever turn .”

I think that ought to be at the center of our sense of where we are and what are the
possibilities for the l 980s and l990s and for the century that comes beyond. So I will leave with
Learned Hand’s words. 

-
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Final Plenary Session Address

Vice Admiral M G .  Bayne
Commandant 

-National War College

My purpose is to try to provide a “sense of the conference ” with care , while being brief , not
to do violence to the serious and exacting deliberations that have taken place. I do not mean by
this that I would presume to summarize even the major findings of any of the working groups. Nor
do I intend to contrive an artificial conse nsu s where none exists or where there are substantial
variances of perspective.

In the interest of brevity I will try only to identify certain major themes which have surfaced
in several , if not all , of the panels and to illustrate those themes with examples from the various
working groups. If in the process I distort individual or collective views, the blame is mine.

Purpose of the Conference

Accepting these caveats, let me turn back to our first day and review our objectives. Within a
- time frame through the 1980’s, our purposes were twofold. First , to identify trends which may

produce problems for U.S. National Security; and , second , to attempt to develop policy options for
national planners that would permit the harnessing of these trends in ways that contribute to U.S.
national security. I think it is fair to say that all three plenary speakers and all eight panels clearly
identified major problems. Less universa l was the ability of the panels to devise policy options to
solve or ameliorate these issues. There are , I think , good reasons for this , reasons which will become
clearer , as we thread our way through each of four major themes that have evolved in our
deliberations. These are the changing perceptions of national security, the problems associated with
projecting into an uncertain future from an often incomplete data base , the tendency to resort to
crisis solutions , and the security paradox resulting from competing multilateral and unilateral
demands as well -as the conflict between external and domestic imperatives.

The Scope of National Security

General Taylor , in his remarks to the plenary session was prophetic of panel discussions,
highly influential on their deliberations , or both. He made the point that in the 1980’s the scope of
national security will tend to widen and undergo modifications which will place increasingly
complex and exacting demands on the power and influence of the United States. Without
exception , every panel explicitly addressed this problem of expanding national security horizons or
implied its relevance to the 1980’s in the form of a consensus on policy options.

A few examples of this , and other , common trends in the conference deliberations may better
illustrate the panel deliberations. The group discussing milita ry fo rce and non-military threat s
elaborates , by the very nature of their topic , this concept of an expanded arena of national security
affairs. I am afraid that in establishing this topic on the applicability of the military aspects of
national power to threats in economic and resource areas we gave thi s panel an extremely difficul t
item to digest. The general policy directions proposed by the panel indicate the complexity of the
subject area. The time provided did result in clearing away of the underbru sh and taking an ini t i al
look at main issues.

~ 
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Even if military force has limitations in some instances , it would be totally misleading if I
were to give the impression that military force is no longer a vital aspect of national power.
General Taylor gave as much weigh t to the need for adequate milita ry forces as for any other
activity in the area of national security. This theme was also emphasized by Secretary Clements
with specific details on the evolving structure of our milita ry forces and by Mr. Singer in the
context of the relations among the states of the future . If it can be said that the employment in
combat of military force as a means to implement national goals and execute decisions is a waning
asset , the point also can be made with equal certainty that the deterrence provided by the existence
of credible military force is an obvious hallmark of today ’s and tomorrow ’s international
relationships.

In this context , the panel dealing with strategi c materials concluded that the need exists to
insure an uninterrupted supply of essential raw materials for the maintenance and deployment of
armed forces. They considered costs and availabilitie s of materials for which the U.S. is heavily
dependent on foreign supplies , and affirm that , as a minimum , stockpile insurance is necessary to
maintain forces which are adequately armed and ready for combat.

The Uncertain Future amid Crisis Solutions

A second common theme was touched on by Mr. Max Singer in his most provocative
- — 

. - presentation. He addressed the problems inherent in forecasting the future scope of the
international environment when required to use a data base th at must be incomplete , at best. This
conference has had to project events across a number of years , any of which could bring uncertain
or unprogrammed events to impact with sudden effect on our projections. The inability to
recognize the path of perceived trends as organizations develop and relationships change—that is
the inability to foretell the future—is perhaps best illustrated in the conference by the work of the
panel on multinational corporations.

A relatively new phenomenon , multinational enterprises operate in a rapidly changing
environment , where they are important but certainly not sole contributors to these changing
conditions. Asking the right questions to focus attention on important issues is the best first step in
any attempt by government to deal with trends associated with this new phenomena. In attempting
to maximize their economic returns , and assuming relatively unhindered operations , the
multinationals may pose serious problems to U.S. national security interests if vital resources
escape national control. Do they undermine the domestic economic basis of U.S. security, either in
specific industries or in the aggregate? Do they promote or export U.S. technology that might
reduce our economic and military potential? Do they jeopardize overall relations between the U.S.
and its traditional allies , and will they do so vis a i’is traditional U.S. adversaries as multinationals
enter those areas? Do they assure U.S. access to needed raw materials? The Conference
deliberations have shown that much more study and understanding is needed before specifi c
policies can be formulated; much more data is needed before guesses can be made as to what the
results of policy options might be.

The energy panel , working from a more complete data base , did forecast--with reservations—
and did discuss specific policy directions and goals to better realize a desirable national security
and , as some would say, energy security position. While there was general consensus that the
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market should be given maximum room to operate , it may sometimes be necessary to interpose
government if desired goals are to be achieved. As examples, ind ustry may be encouraged to
develop alternative sources of energy in the United States. In these cases, such domestic
investments have to be insulated from the risks of lowe red foreign oil prices. In the shorter term ,
the danger of abrupt dislocations in foreign supplies can be mitigated by larger inventories .
governmentally encouraged and underwritten , and held by those who normally import energy.

Another theme common to almost all of the policy recommendations of the conference was
the call for prudence among those responsible for at tempting solutions to the problems discussed
over the three days. In circumstances characterized by non-existent data and other uncertaint ies ,
incrementalism or no action may be more appropriate than the application of a more extreme
“crisis-mentality. ” Measures that might ultimately produce side e ffects more adverse to U.S.
interests than the original condition should , of course , be avoided. Accordingly, many of the panels
have recommended 1cautious responses to policy problems. For example , the panel on new form s of
violence recommended avoidance of such “crisis-mentality ” reaction to terrorism as over-reaction
appears only - to serve the interests of the terrorist. Similarly, attempts at extreme solutions to
international currency problems are likely to exacerbate the difficulties of subsequent curency
reform. Moreover , in the absence of more precise information on the impact of mult inat ional
corporations on national security, it appeare d imprudent to members of the mult inat ional

- ‘ 
- - corporation panel to undertake any governmental initiatives at this time. Also reflecting a prudent

approach , the panel on Japan felt that it would be counterproductive to press Japan to ratify the
non-proliferation treaty.

Having made a case for a prudent approach to new initiati ves , the panels nonetheless
- acknowledge that there are issues at or near the crisis stage requiring definite and well conceived

action. In particular , the currency values panel emphasized the disruptive effect of economic
instability linflation i upon the viability of democratic systems. More particularly,  U.S. economic
instability seriously reduces U.S. credibility to act as a world leader. These problems require strong
U.S. leadership, a “call to sacrifice,” and a political willingness to accept difficult deflationary
policies.

The Security Parado x

The final theme complicating the choice of policy options , which I will discuss , migh t be
termed the security paradox—a condition which arises from the conflicting demands on
policymakers to satisfy different dimensions of security policy in a resource scarce world.
Po licymakers now must balance traditional security interests with increasingly critical economic
interests—our own and those of our allies. For example , it seems unlikely that the U.S . and its allies
in Europe can afford to continue nearly fifteen independent and often duplicatory d~ fense
programs. As Secretary Clements noted, “Foes in a security context may behave like friends in
trade relations and vice versa. ”

This paradox is particularly evident in the deliberations of the panels addressing the problems
of Japan and the Atlant ic  Alliance. For example , the Middle East crisis illustrated that  despite our
long association with European security, there was no automatic involvement of NATO or NATO
members in support of our Middle East initiatives , nor should there necessa rily have been. The
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NATO charter does not extend to that area. Further , the U.S. must appreciate the degree of hazard
to European economic interests and fragile domestic political regimes associated with supporting
the U.S. position in the Middle East crisis. Clearly, the U.S. should seek greater consultation wi th
NATO on all factors affecting national security. Sim ilarly our relations with Japan must he
tempered by a realization that traditional security concerns may be counterposed against domestic
economic concerns. For example , could the U.S. public be convinced that  lower living standard s
will be necessary in the interest of Japanese economic well-being if such steps were required for the
continuation of the U.S.- Japanese security alliance?

General Taylor suggested a solution to the problem of an expanding context of national
security affairs. This problem requires both an integrated approach across many functional areas to
best bring to bear all available resource , as well as institutionalize d planning support to better
anticipate the serious problems. His proposed “National Policy Council” would provide cont in ui ty
in staffing and planning as well as a device to focus attention more precisely on issues that cross
traditional lines of departmental responsibility.

The security paradox also is evident in our attempt to achieve a coherent oil policy. The desire
to act unilaterally to assure sufficient oil to satisfy a traditional concept of U.S. nationa l security
could seriously compromise other national security concerns. Firs t , any attempt to achieve
complete energy independence , a position of energy autarky,  would be prohibitiv ely exp ensive.

-~~ . - The attempt to achieve energy security by establishing dominant spheres of influence in resource
rich areas could well unleash destructive competitiveness among alliance partners , and erode
alliance links. While the U.S. could probably achieve , because of its size and wealth , a position of
dominance in an ~‘ninhibited scramble for energy supplies, the costs in broader poli tical term s
could well exceed any apparent benefits from enhanced energy security. Further , the panel on
energy determined that an unbridled struggle for autarky by the U.S. could , by giving this example
to others , seriously affect those export areas in which the U.S. is a primary exporting country.

Summary & Conclusion

- The picture of the world of the 1 980’s that emerges from the deliberations of the panels—
either explict ly or implicitly— is one characterized by increasing economic , politi cal and social
interdependence. These trends have been perceived in the early seventies , but the impact for

-
- 

national security planning is now more clearly evident , parti cularly along the economic dimension.
But I would not infe r from this increasing interdependence that we are about to witness the demise
of the nation -state. To be sure , t rends toward regional linkages of both a political and economic
nature will be strengthened , and multinational corporations will tend to increasingly blur
traditional political distinctions. Hopefully, regional and international organizations will play
greater roles where they can best advance the aim of world peace. In my judgment , however , the
nation-state will continue as the dominant actor on the international scene. To paraphrase
Churchill , it may not be the best political form , but no better scheme for satisfying the need s of
large groups of people has yet emerged.

This being the case , I close with something near an exhortation—the United States is , despite
our self-flagellating tendencies , a viable , dynamic , and healthy nation. We have a tremendous
capacity for leadership. We must exercise it wisely and prudently. And , while exercising it ,
commanding respect rather than demanding it.
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In my judgment , this, the first National Security Affa irs Conference , has fully satisfied the
ambitious objectives laid before it. I feel certain that the improved understanding of the complex
problems examined here can enhance the ability of our defense planners to cope with the changing
international environment of the 1980’s.
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PANEL I

STRATEGIC MA TERIALS —
More Vulnerable Bottlenecks A head’

Panel Chairman: Mr. Simon D. Strauss , Executive Vice President , American Smelting and
Refining.

Panelists: Mr. Paul Boeker , Policy Planning Staff , Department of State.

Mr. Hans H. Lansberg , Director , Energ y and Minerals Program , Resources
for the Future , Inc.

Mr. David Culver , Leader , Commodity Policy and Programs , U.S. Department
- of Agriculture.

Captain Chantee Lewis, USN , Faculty, Nava l War College .

Captain Donald Carson, USN , JCS Joint Staff (J-4-Logistics).
- 

Rapporteur: Lieutenant Colonel Ted Rowden , USAF , JCS Joint Staff (J-4- Logistics).
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STRATEGIC MATERIALS: MORE VULNERABLE
BOTT LENECKS AHEAD?

Simon D. Strauss 
- -

American Smelting and Refining Company

The Arab oil embargo of the winter of 1973-74 has created an atmosphere among those
concerned with American economic and defense policy not unlike that which existed in the winter
of 1940-41. Suddenly there is increased awareness of our dependence on an uninterrupted flow of
vital materials for the smooth functioning of the U.S. national economy. And among those
responsible for national security, there is a renewed sense of apprehension about the degree of

- dependence on imports of basic commodities , some of them items of which the general public has
little knowledge yet which may be of critical signifIcance in time of national emergency. It may
prove profitable to take a brief look at past experience in this field.

Following World War I there had been prolonged discussion among the executive departments
and in the Congress of the desirability of securing the country ’s resource base through the
establishment of reserves of those commodities of which the bulk of the country ’s supplies were
im ported. But it was only after the fall of France in June , 1940, that any real effort was made to
prepare fo r a possible emergency. By the fall of that year President Roosevelt asked the Congress
to give broad authority to the Reconst ruction Finance Corporation for a program to accelerate
accumulation of reserves of rubber , tin , and other imported items. The authority was granted , a
rush program did develop and one year later , when Pearl Harbor shocked the country into World

-

- War II , a broad effort was under way.
— Nevertheless for the first three years of actual warfare , many costly programs of improvised

insurance against loss of supplies of strategic inaterials were necessary. For example , the
development of synthetic rubber was accelerated , extremely low-grade domestic deposits of
chrome and manganese were equipped for production , and labor-intensive efforts were made to
substitute poor-grade domestic mica for quality imports fro m India. These programs and many
others absorbed manpower , scarce mate rials , transportation facilities and energy resources that
might otherwise have been available for direct prosecution of the war. In that sen se their cost was
far greater than the money spent.

It was for this reason that immediately on successful conclusion of the War in 1 946 the
Congress enacted P.L. 520 , the stockpiling act that created stockpiles of critical and strategic
commodities. Targets were set for ninety-five different items by inter-departmental committees
that made elaborate studies based on assumptions as to the probable duration of future conflicts,
the degree of security that could be assumed with respect to the various originating sources of each
commodity, the probable extent of domestic supplies , the importance of each commodity to the
military and to essential civilian activities , and other variables.

Congress proved relatively generous in providing finance. Stockpiles were gradually
accumulated , with the emergency of the Korean War providing an important spur when the
demands of that conflict , added to the burgeoning civilian demand of the post World-W ar II era ,
catapulted commodity consumption to new record levels.
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Time dulls memories and creates new imperatives. In the early sixties , th e stockpi ies came
under critical examination following a chan ge in Administration. President Kennedy stated that he
felt the stockpiles were too large , suggested that they had been acquired in some cases to help
commodity producers rathe r than to promote national security, and asked the Congress to launch
an investigation. The targets for the stockpiles , following re-appraisal , were drastically reduced. In
the case of some commodities the targets were entirely eliminated. Congress was asked from time
to time to authorize the liquidation of stockpile surpluses. Since fiscal year 1962 stockpile sales
have greatly exceeded stockpile purchases. The tonnages held have been sharply reduced , but
inflation has had the effect of offsetting sales by increasing the dollar value of the remainder held.
Thus on April 30, 1974, stockpile holdings were reported as worth $7 ,032,000,000 compared with
$7 ,723 ,000,000 on December 31 , 1961 , despite sales in the intervening period of over
$5 ,200,000,000.

Little more than a year ago the Nixon administration moved a step further , announcing that it
had concluded ( I )  that stockpiles represe~ited an ou tm oded concept , (2) that future conflicts
would be of a different character than past wars, (3) that stockpile objectives could safely be cut to
a fraction of former levels, (4) that stockpile sales could be used to fight price inflation (to prevent
further price increases or perhaps to roll back prices from the levels prevailing in March , 1973) . an O
( 5 )  that therefore the Congress should be asked to enact an omnibus bill authorizing further sales

— of fifteen commodities , representing the bulk by value of the stockpile still held. Congress ,
- however , did not enact this omnibus bill. Instead , late in the year it authorized sale of four

- commodities — copper , aluminum, zinc and opium. Bills are now pending on sales of silver ,
cad mium and antimony but the omnibus bill seems dead.

Meanwhile , the Arab oil embargo , to which reference has already been made , has caused some
second thoughts. Instead of d irectly reversing the Administration posture on military stockpiles, it
is now being proposed that a new stockpile concept be adopted. This would be to have stockpiles
created for economic reasons — to avoid peacetime disruptions caused by interruptions in the flow

- 
of basic materials. .

So much for background. What are strategic materials?

The stockpile program authorized by P.L. 520 defines strategic and critica l materials as “basic
industrial raw materials important in the production of military weapons or for essential civilian

- defense-support ing industries. ” At its peak ninety-f ive commodities were so designated of which
seventy -three were minerals and twenty-t wo were agricultural or fo rest products. Not designated as
strategi c materials were mineral fuels — coal , oil and natural gas; iron ore , iron or steel;
commodities widely used in the building trade such as cement , stone , sand , glass and timber;
non-me tallics used in the production of fertilizers ; most textiles; and food products.

These items were not listed as strategic for a variety of reasons. So far as foodstuffs are
concerned , there is a high degree of substitutability. Trad e in these products may be desirable but it
is not essential.

Man has been able to feed , clothe and house himself in primitive socities without fo reign
trade. As to the eventual ability of mankind to grow enough food to support itself — that is a large
subject outside the scope of thi s paper. Experience has shown that with the use of fertilizer food
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yields can be increased . Fertilizer raw materials are abundant in North America — sulphur ,
phosphates , and potash. Only anhydrous ammonia , derived from natural gas , may constitute a
problem in the future.

There is also a high degree of substitutability in the common building materials. In certain
societies construction is primarily of wood ; in others of cement or stone. Nonetheless man manages
to house himself.

Similar considerations apply with respect to clothing. Cotton , wool , silk , synthetic fabrics .
anima l skins and fu rs are the commodities that enter into clothing. Where one is not available ,
others will do.

The fact that the list of strategic materials has not in the past included basic fuels and iron
ore , iron or steel , may appear more suprising. A major factor has perhaps been the sheer bulk
involved in stockpiling these particular commodities and the enormous cost. The Administration ’s
avowed goal of making the U.S. self-sufficient in energy supplies by 1980 is a clear indication of a
change of concept in respect to this country ’s present dependence on imports of petroleum
product s and prospective dependence on imports of natural gas. The future of energy is a separate

-

~~ 
. - topic for this conference , however , and this paper , therefore , will not pursue the matter further.

There remains increasing U.S. dependence Oil imports of iron ore. Thus while this commodity
and the metals derived from it — iron and steel — have not been included in previous definitions of
strategic materials, perhaps it is time to take another look at the subject. There will be some
discussion of the iron ore position in this presentation.

To assess U.S. vulnerability to potential bottleneck s in strategic materials , some major
questions come immediately to mind. -

1. In the case of mineral strategic commodities , are adequate reserves known?

2. If the reserves are available , is there adequate capacity to produce them and where is that
capacity?

- 3. What is the likelihood that there will be interruptions for economic , political , or (in the
event of war) military reasons in the supply of mineral commodities which the United States must
import?

4. In the case of renewable resources , which are the ones that the United States must import
and on which can it reasonably expect to be self-sufficient?

To state these questions is enough to make clear that matters of subjective judgment are
involved . As in all human a ffa irs, relatively few definitive answers can be put forward that are not
open to honest differences of opinion, It is for this reason that the author has been glad to accept
the challenge implicit in the preparation of this paper.
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Reserves

In the last five or six years there has been an evolving and understandable concern with the
enviro nment. Many serious students of hu m an affairs -have suggested that the depletion of
non-renewable res~~:rces will shortly bring about a major crisis in international affairs . Economic
advance , they claim , will be brought to a halt through exhaustion of known reserves of fuels and
other minerals.

It is probably the case that petroleum reserves will be so seriously depleted in the foreseeable
future that other sources must supply the bulk of energy needs. For a few of the metals — silver , tin
and mercury come to mind — the rate of discovery of new reserves is barely keeping pace with the
present scale of production. Thus a question exists whether further major growth in consumption is
supportable.

But for coal and most of the metals — iron , aluminum , copper , lead , zinc , nickel , chrome and
manganese — ~the opinion of competent geologists and mining engineers is that potential world
reserves still to be tapped are adequate to sustain further growth commensurate with rising
populations and improved standards of living, particularly if weight is give n to technological
developments and progress in recycling. Furthermore now there is the added potentia l of

- underwater resources , a field in which enormous research efforts are now under way and
A 

- spectacular advances can be expected in the years ahead.

Of course one must concede that production of minerals involves some disturbance of the
environment. If that disturbance seems too high a price to pay, then mankind must accept the
alternatives; drastic reductions in present standa rds of living and the probability that populations
will have to shrink below their present levels — let alone continue to increase. Limitati on of
environmental disturbance to the maximum extent feasible with improved living standard s is one of
the great issues of modern times. One has the feeling that in the last two or three years there has
been growing recognition both by the environmentalists and by industry that a modus m ’im ’endi
must and can be worked out. This paper will not attempt to define this modus rim ’c,zdj -- that is a
major subject in itself — but instead will assume that workable rules will emerge fro m the current
debate.

Given these postulates, the proposition this paper advances , therefore , is that at least over the
balance of this centry availability of resources is not one of the bottlenecks that lie ahead in the
case of most minerals.

Capacity

Is capacity a bottleneck?

On the evide nce of the last few months , productive capacity for most significant strategic
materials does not appear adequate to meet demand. Shortages have developed. Prices have risen
sharply, and yet -- in spite of recession in other fields of economic activity — buyers are unable to
satisfy all their wants. Inventories in producers’ hands have been run down to bare minimums and
plant operations , except for labor difficulties or mechanical failures, are at full capacity in all
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sections of the Free World. Data on production in the so-called centrally planned economics are
not published . It is not possible to judge whether there is reserve capacity in those countries , but
this seems unlikely.

What is the nature of the seemingly inexorable demand for strategic materials? Last year ,
197 3, consumer buying of durable goods was at an extremely high rate in the industrialized
countries. This included automobile s, electric applia nces and housi ng . To this high level of
consumer demand there was added a heavy call for capital equipment. Much of this eq uipment , of
course , goes into the expansion of existing industrial production — including the metal industries
themselves and such other fields as power generation , fertilizer production , transportation
equipment (notably freight cars and shipbuilding) and the other heavy industries.

In addition to metals used for these traditional purposes , insistent dema nd has also developed
from sources which have not been significant components of previous booms. The imposition of
environmental regulations has caused industry to invest heavily in elaborate equipment that does
not add to productive capacity but is used simply to bring existing productive facilities in line with
regulations covering air , water , noise and other environmental pollution regulations.

In additio n , strategic commodities are being purchased as a hedge against inflation. In some
-

~~ 
. - cases manufactures endeavor to increase inventories because they fear price increases or because

- they are concerned about availability of supplies at some future date. Other buyers do not use
commodities in their own businesses, but prefer investing in commodities rather than hold cash or
securities. Commodities to them are hedges both against fu rt her inflation and against the currency
devaluations and revaluations that have unsettled the international monetary scene since August ,
197 1 , when the U.S. suspended convertibility of dollars into gold for centra l banks of other
countries.

Producers of minerals are unable to expand output quickly when this kind of overwhelming
increase in buying demand develops because it takes longer to expand mineral production than to
expand manufacturing output. Most mineral deposits occur in remote areas where the enterprise
must provid e infrastructure as well as production facilities be fore it can commence operations.
Typically this infrastructure may include housing accommodations . transport facilities , power
supply , schools, and even commercial establishments. After a new mineral deposit has been drilled
out and financed for productio n as much as five or six years may elapse before output begins.

Since this is the case , why do not companies producing mineral commodities maintain reserve
capacity to meet sudden onrushes of demand? While some reserve capacity is available at times , this
is unlikely to be extensive because of the extraordinarily high overhead costs that must be met.

As an example , to produce one ton of copper between $3,000 and $4,000 of capital is now
required—or to put it another way, a project with an annual capacity of 100 ,000 tons of copper
may cost $300 ,000,000 to $400 ,000,000. With interest rates at present levels , even if the operator
is able to secure capital at a 10% annual charge , idle capacity will cost between $300 to $400 a ton
in interest a year or say 15 to 20 cents a pound. As recently as the end of 1972 the price of copper

- - was 50 cents a pound . -
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Consequently, once built , the enterprise has a great incentive to operate as close to 100%
capacity as is technically feasible. Apart from the costs involved in curtailing product ion , the
producer must also consider the problems involved in main taining an adequate labor force . Workers
are increasingly reluctant to accept overtime assignments. Consequently variations in the rate of
production imply variations in the number of men on the payroll. In an isolated mining camp, if a
man is laid off , he tends to drift away as alternative sources of employment are lacking. When it is
desired to add to the payro ll , the men simply may not be available.

Thus the mineral field has a pattern of relatively inelastic short-term supply while demand is
extremely elastic. The industry has problems of unwieldy surplus at times of falling demand as well
as problems of shortages and risin g prices in times such as the present when demand is strong.

In view of shortages and high prices, it would appear that major expansion of productive
capacity should be under way for those commodities with substantial known untapped reserves.
However , several factors are inhibiting additions to productive capacity, both in the United States
and abroad.

The growing nationalist trend manifested by the principal mineral exporting countries is
definitely slowing investments in mining projects in many parts of the world. This is not confined
to the so-called developing or Third World countries but includes two industrialized countries —

Canada and Australia — which in the last 20 years have enjoyed major expansion of mineral
production. Until quite recently large sums of money were being invested in exploration in these
two countries. Both of them are now imposing restrictions on foreign capital and have under
consideration heavy new royalties and tax burdens on the minin g industry . These developments
have caused a sharp curtailment of exploration and some postponements of production projects.

In the so-called Third Worl d countries government ownership is increasingly replacing
investment by the private sector. The most recent development is the proposal by the Venezuelan
Government to expropriate two large iron ore mines owned by U.S. steel companies. Third World
countries expect to obtain funds for mining undertakings from international lendinginstitution s,but
it seems unlikely that such projects will move forward swiftly in the atmosphere that has been
created.

However, some observers feel that a more rapid rate of depletion of U.S. reserves is in the long
run unwise since once these reserves are exhausted the United States will be more than ever
vulnerable to foreign domination of commodity markets. In the past , some conse rvationist s have
even argued that this country should abandon production of raw materials to conserve such
resources for emergencies. Few of those engaged in the mineral industry share this view. Without an
industry in being, the existence of idle reserve capacity is of little value in a sudden emergency
situation. Rather , miners believe that a healthy and prosperous mining industry will be a major
contributor to national strength and that domestic production should be encouraged.

Despite the argument that this country is increasingly becoming a “have not ” nation in term s
of minera l reserves, since World War II there have been two striking examples of major expansion
of domestic mine production , completely confounding the expert opinion prevalent in the early
l950s. The Paley Commission in its work , published in 1952 , estimated that by the mid-1970s
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domestic mine production of copper could not be safely counted on to exceed 800,000 tons a year
and domestic mine production of lead would approximate 300,00 tons a year. lnstead , thaflkS to
the development of major deposits of copper in the Southwest and of lead in Missouri , the
production of these two metals in 1973 was roughly double the quantity estimated by the Paley
Commission. Further expansion of domestic production of other — but not all — strategic materials
appears to be warranted by resultes of recent exploration.

However , expansion of capacity (as contra sted with exploration) is being inhibited by
uncertainties arising from environmental regulations the indust ry is currently facing. For example ,
regulations regarding sulfur emissions raise a big question mark for the coppe r smelting industry .
New techniques are being studied but it will take years to evaluate their economic potential :
meanwhile the industry hesitates to expand existing plants or to build new ones embodying the
traditional technology because of the cost of meeting environmental standards and the possibility
that such facilities may prove to be obsolete .

Congress has before it legislation affecting surface mining which may add substantially to
operating costs. This is tending to delay the opening of new pits.

Three years ago Congress enacted a minerals policy act which set fort h the legislators’ desire
to encourage domestic mining through the evolution of a consistent governmental policy toward

- A - the mining indust ry . However , this act so far is only a statement of laudable intentions. What
specific legislation has been enacted or proposed regarding mining has all been in the direction of
creating added cost burdens or removing such tax incentive s as may exist.

In this respect U.S. policy diffe rs sharply from that of other major industrialize d countries. In
the case of countries with centrally planned economies (i.e., Marxist states) national self-interest
clearl y dictates the determination of the level of production , regardless of economics. The U.S .S.R.
is far more self-sufficient in mineral supply than is the United States. Whether its productive
facilities would be competive under a free enterpri se system no one can ascertain , but the Russians
obviously will not import a single ton of copper , aluminum , lead , zinc or other metals if a domestic
supply is available.

Among the United States ’ competitors in the capitalistic world , government assistance is also
very much the rule. For example , mine production of zinc in Japan accounts for one-third of that
country ’s zinc requirements — roughly the same proportion as in the United States. Bo th countries
import two-thirds of the zinc they use . Japan last year imported 98% of its zinc requirements in the
form of concentrates to be smelted in Japan and only 2% in the form of metal. The United States ,
by contrast , satisfied its import requirements for zinc by importing only one-third as concentrates
to be smelted in this country and two-thirds as metal smelted abroad. The almost complete
exclusion of zinc metal imports from the Japanese market could have been possible only by close
co-ordination between Japanese industry and government. Such coordination is lacking in the
United States. Almost half the capacity of U.S. zinc smelters was closed down between 1969 and
1972 because of inability to match the advantages afforded overseas competitors in such countries
as Japan , Germany, Belgium and France by their governments. Efforts by industry to develop new
zinc smelting capacity in the United States have received no real encoura gement or support from
government. No one agency has been prepared to assume a positive role in reversing the precipitous
decline of the domestic zinc smelters.
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During the period from August , 197 1 to April , 1974 , domestic producers of basic
commodities were under price controls while their overseas competitors were free to sell in the U.S.
market at far higher prices. Serious distortions in the market flow of materials resulted. The
experience makes domestic producers of commodities apprehensive as to the possibilities that such
controls will be imposed again and will be administered with the same lack of realism with regard
to markets for internat ionally traded commodities. The view of the industry is that in peace time
the unilateral imposition of price controls on domestic producers of such commodities cannot
work and is certain to be disruptive.

In sum , capacity to produce strategic materials is expanding at a relatively slow rate because
of nationalism abroad and governmental indifference at home . This is not to say that shortages will
prevail at all times. Economic development may cause a downturn in the general level of industrial
production which will reduce consumption of metals. Apprehension over inflation or moneta ry
uncertainties may lessen , in which case investors may find commodities less attractive and other
forms of investment relatively more attractive. But , given the inhibitions to expansion of
productive capacity as they now appear to exist , in the absence of stockpiles of strategic materials ,
the U.S. is vulnerable if adverse political or military developments should occur at times of strong
economic activity.

Trade Considerations

• I The discussion of adequacy of minera l reserves and availability of productive capacity thus far
has been primarily in terms of the worldwide situation. Now it is necessary to take a look at
bottlenecks that may arise as a consequence of the uneven geographic distribution of reserves of
strategic materials. This must include consideration of economic or political forces that could
hinder free flow of strategic materials across international boundaries — viewed from the st andpoint
of the United States.

Although this country is one of the world’s two largest producers of minerals (the other being
Russia), there are serious gaps in the range of minerals produced within its borders. For example ,
among the major minerals this country has virtually no reserves of tin and platinum metals. Most of
its reserves of manganese , chrome ore , bauxite (the chief source of aluminum), and nickel are either
limited in extent or extremely low-grade so that many of these deposits are not competitive in
world markets under present conditions. Reserves of iron ore , zinc and silver are more nearly
adequate but , nevertheless , the country is heavily dependent on imports. Although not
self-sufficient in lead or copper , the development of additional reserves of these two me:als in
recent years has greatly reduced dependence on imports.

There has been widespread apprehension that the example established by the Arab oil
exporting countries may be emulated by exporters of other materials which this country imports in
large amounts.

The United States cannot claim that the action of the Arabs in embargoing oil shipnents for
political reasons was inconsistent with international practice . This country has also interfe red with
trade for political reasons. Cuban nickel and Rhodesian chrome , for example , have not been
permitted to enter this country because of disapproval expressed by Washington over the political
affairs of those two countries. Until recently imports of Chinese mineral products, such as
antimony and tungsten , were prohibited.
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Trade restrictions for political considerations have been applied to subsidiaries of American
companies operating outside the United States. This has caused problems in the pas t , for example ,
with Australia and Canada where affiliates of Am erican concerns were prohibited from dealing in
Chinese materials. It is still tru e with respect to foreign-based American-controlled companies
trading with Cuba , the recent exemption granted to Argentine affiliates of U.S. ~ar manufacturers
having been an exception.

This point is made because U.S. citizens tend to fo rget , when criticizing actions taken by
other countries , that the United States itself has been actively interfering in trade for political
reasons.

In analyzing U.S. dependence on impo rt sources for strategic materials , distinctions should be
made with respect to three factors :

One is geographical proximity. Wartime experience has demonstrated the significant advantage
of trading with countries that share a common boundary with the United States for bulk goods
that would otherwise have to be imported by water.

The second factor is the number of countries producing the strategic materials the U.S.
- imports. The risk is greater when the number of producers of a commodity is small — as, for

example , platinum metals or chrome ore — than when the number of producers is large — as , for
example , lead or zinc.

The third factor is whether the supplying countries are themselves industrialized or whether
they are developing nations , which depend on raw material exports. The recent U.N. Confe rence on
Raw Materials Problems made it clear that the so-called Third World countries are increasingly

- conscious of the effectiveness of the oil exporters in obtaining high prices and large profit s through
concerted action. It is these countries and not the industrialized powers that are most likely to

- form exporter clubs. -

The Arab oil producers were able to make their price and production actions quickly effective
in late 1 973 due to a combination of favorable conditions. The principal factors may be defined as
follows:

( I )  The principal Arab oil exporters have unusually strong financial reserves.

(2) Restrictions on the rate of oil production or embargoes of shipment of oil to certain
destinations cause few employment problems because production of crude is not a labor-intensive
process.

(3) Higher prices more than offset reduced volume of exports. Thus these countries not only
can pay for whatever imports they need , they are accumulating surplus funds.

(4) The demand for oil fro m the importing countrie s has risen steadily over rnaii~’ years . It is
influenced only slightly by cyclical business trends and depends more on secular factors such as the
growth of population , increased industr ial izat ion amid the increased use of energy as a result of
higher standard s of livin g.
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(5) Oil, once consumed , is gone—there is no scrap recapture .

(6) Substitute sources of energy would require huge capital investments and a long lead time
before replacing a substant ial share of the oil market. This is true of coal , oil shale , nuclear energy,
thermal energ y and solar energy. -

One cannot overlook the un ifying effect on the Arab oil exporters of their common
opposition to Israel. This ideological unity gave them an incentive beyond the economic drive to
raise prices.

The position in other major strategic materials is in many respects qui te  different .  Similar
uniformity of ideologies is less significant among the exporters of , say, copper or tin. There is a
great range in the economic strength of major exporters of such materials as iron ore , lead or zinc.
Thus it is difficult to indulge in sweeping generalization s as to the probability that countries
exporting other commodities will be able to duplicate the success embodied by the oil exporters.

There fo llows a statement of the position with regard to some of these other commodities:

Iro n Ore—-World iron ore production is widely scattered. At least 35 countries produce in
- excess of one million tons of iron ore a year. Total world production is in the order of 750 million

A 
- tons. The Soviet Union , the United States , Australia , France , Canada and Chin a , all large steel

producer s, each produce in excess of 40 million tons a year.

Among the so-called Third World countries the largest iro n -ore miner s are Brazil , Venezuela ,
Liberia , Chile and Peru , accounting for about I 3~ of the world total. Australia and Canada . the
two industrialized countrie s produce about I 2~~, much of which they consume themselves. The
United States imports less than a third of its needs. Half of those imports are fro m Canada and
three-tenths fro m Venezuela.

An effective grouping of iron ore exporters would probably be diff icul t  to organize. For
instance , conflicting points of view would be bound to arise as between countries such as Liberia ,
entirely an exporter , and Canada with its substantial steel industry .

The limited financial resources of countries such as Liberia . Peru ami d Chil e would cause
serious consequences from a cutback in production designed to force a rise in price. The risk of
local unemployment would be greater than in an oil cutback. Higher prices for iro n ore would lead
to more intensive collection of scrap or would encourage production of ore from marginal deposits
in the importing countries. Thus an effort to force higher prices for iron ore might “ ~1 cause a net
loss of market share by the exporting countries. Furthermore , steel is a notor iously cyclical
business. Even if temporary success should result from a banding together of iron ore exporters
during a period of ri sing demand , serious problems would ensue when a downturn in business
activity forces a cutback in steel production. It is at such times that international agreements are
most likely to founder on misunderstandings.

Baux ite—Free World bauxite production is far more concentrated geographically than
production of iron ore . In I 972 bauxi te production was approximately 75 mil l ion short tons , of
which 40% came fro m Austra l ia and Jamaica. Another 20% came from Guinea. Surinam , Guyana

-
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and the Dominican Republic. Except for France , no Free World industrialized nation produces as
much as 20% of its own requirements.

On the face of it , therefore , bau xite appears to present better possibilities than iron ore for
unified action by the governments of exporting countries to improve the return on their exports of
this basic raw material.

There are , however , severe limitations. Except for Australia , the other principal bauxite
exporters lack financial strength. The West Indian and African countries can ill a fford to lose
revenues by restricting exports. Employment in the bauxite mines is a major factor in Jamaica ,
Guyana , Surinam and Guinea.

Still more significantly, although bauxite is the highest grade aluminum-bearing raw material ,
alternate sources are available. Much work has been done on aluminum-bearing clays in the United
State~: the Soviet Union produces a significant share of its aluminum production from nepheine

- 
syenite. Conversion from bauxite to other raw materials could not be accomplished overnight bu t  it
is feasible over the long term . Bauxite exporters must weigh this possibility carefully as they
consider bauxite prices.

-. 
‘

~ . - - Early in 1974 the major bauxite exporting countries did form an organization to study the
- pricing situation. One major exporter , Jamaica , has begun discussions with the operators of its

bauxite deposits regarding pricing, royalties and other marketing faç~tors. In analyzing the effect of
bauxite prices on the aluminum industry , it must be recognized that the present value of bauxi te  at
the point of production represents less than 10% of the total value of aluminum produced. Even
after bauxite has been concentrated into alumina its share of the gross value of a luminum is
probably less than 25%. A major rise in bauxite prices , therefore , will have less effect on the price
of aluminum than the same percentage increase in the price of crude oil on the price of gasoline.

Copper—Four major copper exporters—Chile, Zambia , Zaire and Peru—have a joint exporting
organization know as CIPEC. These four countries account for about 37% of Free World mine
production of copper and about 52% of all copper exports as their home consumption is small.
The United States in not heavily dependent on the CIPEC countries. U.S. mine production
accounts for 90% of this country ’s primary copper requirements. Of the 10% imported . two-fifths
come from CIPEC countries.

However , CIPEC ~ ~tions in the coppe r market elsewhere will affect the market here. During
the repeated periods of copper shortage in the last 25 years the U S  market has been heavily
influenced by price developments elsewhere , -despite this country’s relative self-sufficiency
compared to industrial competitors in Europe and Japan.

Fifteen years ago marketing of CIPEC copper was largely in the hands of private companies
- based in the United States, the United Kingdom and Belgium. Today the four CIPEC governments

take an active role in marketing matters , each having established organizations to contro l sales of
copper.
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CIPEC was originally organized in 1967. In the almost seven years that have elapsed , there
have been repeated exchanges of ideas as to how concerted action to control the copper price
could be implemented . Reportedly CIPEC members are now considering establishment of a floor
price but at the time this paper was written no details were available. Meanwhile the individual sales
procedures are quite similar but this is due primarily to the force of the market place rather than to
any understanding or agreement.

Should CIPEC undertake price maintenance at a time of weakened deman d , its 52% share of
the world trade—alt hough large—might not be large enough to in sure success . Presumably,
therefore , CIPEC would seek the active coope ration of other major copper exporters—notably
Canada , the Philippines, the Unio n of South Africa , Australia and Papua-New Guinea , now a
significant factor thanks to the large new mine on Bougainville Island. How willingly these others
would cooperate is uncertain.

Because of the importance of copper in terms of employment and foreig n exchange earnings
to all four C.IPEC countries, they would find it difficult to restrict production or exports over any
considerable period of time without active financial support .

There has been speculation in the press that such support may be forthcoming for the copper
producers from the Arab oil exporting countries. However , no concrete information is available at

- 
-
‘

~ - - - the time this paper is being written.

Known copper reserves in the world are large. Several major deposits have been drilled out but
have not yet been equipped for production because of financing or political problems. Any scheme
that puts a floor price under copper will surely stimulate the financing of such
project s—part icularly in areas outside CIPEC control.

High prices will also provid e incentives for still more intensive recycling of copper. In the past
the view has frequen tly been expressed that high prices for copper stimulate substitution but this
view is now less firmly held because of shortages of some competitive materials.

Tin—Tin is the non-ferrous metal in which Free World production is almost completely
dominated by the developing nations. Of total tin production of about 200,000 metric tons a year ,
more than 80% is produced by six countries—Malaysia , Bolivia , Thailand , Indonesia , Zaire and
Nigeria—all developing countries. The only industrialized country with significant tin production is
Australia with about 6% of Free World supply.

Prior to World War li the six countries mentioned collaborated in an export contro l scheme
intended to maintain stable tin prices. The scheme was operated by governments and not by
individual tin producers. Following the end of World War II , inte rnational collaboration was put on
a different basis. The major consuming countries were invited to joi n and the International Tin
Council was formed. It now has seven producer and twenty-two consumer members. This
organization for more than twenty years has tried to stablize tin prices through a buffer stock

- opera t ion , buying tin when prices are low and selling when prices rise . The quantities held have
shown great variation. For example , the stock was only 2 ,692 tons as of M arch 1 , 1971 , rose to
12 ,479 tons by the end of 1972 , and since then , reflecting the excellent level of economic activity
in 1973, fell to 4,000 by the end of the third quarter of last year.
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Althoug h the tin industry is trying to stabilize prices, results have not been impressive.
Currently the price is about $4 a pound , which compares with a level of about $1 .75 a pound in
197 1- 1972. The previous high was in 1964 , when in a single year the price varied fro m a low of
$ 1.3 1 a pound to a high of $2. 17. -

The effort to stabilize tin prices has been carried on for a longer period of time than for any
other major mineral. In the writer ’s opinion the ti n experience is more representative for other
minerals than is the oil experience. Tin has analogies for other metals in such factors as scrap
supply, substitutability of other materials , significance in terms of employment , and susceptibility
to cyclical business influences.

Lead and Zinc—Because production of lead and zinc is so largely interrelated , economic
studies of these two medals usually encompass both. Some zinc deposits carry little or no lead and
some lead deposits have a relatively limited zinc content. Howeve r , the bulk of the production is
joint. Mine output of lead and zinc is largely from industrialized countries. The United States ,
Australia and- Canada are the three largest mine producers of both. They account for half the Free
World’s mine production of lead. Among developing countries Peru , Mexico and Morocco are
substantial miners of both lead and zinc. Zaire and Zambia are significant miners of zinc.

Japan , Sweden , Spain , Germany and Italy , countries that on balance are importers of most
minerals , have lead-zinc mine output. Ire land is becoming an important producer of both. In the
course of the next few years the Danish colony. Greenland , will also rank among the larger sources
of these two metals.

There seems little in this pattern of supply to cause apprehension that lead or zinc may be
subjected to concerted governmental efforts at market control.

Nickel- Free World mine production of nickel , unt i l  quite  recently. was obtained
predominantly fro m Canada and New Caledonia. In 1970 their contributions were 58%- and 22% .
respectively, of -the total. This situation is now changing rapidly. Australia , the Dominican
Republic . the Philippines , Indonesia . Guatemala . Colombia , and Botswana all have major
programs for nickel production.

To form an effective consortium of exporters is difficult even when the prospective members
are well established in the field. Establishing agreed export levels is a necessary concomitant to such
schemes. The difficulties are compounded when newcomers are breaking into the field --their
production potentials and economic viability have not been ascertained in a way that will convince
the established exporters. Hence conditions do not appear ripe for an effort to create a
nickel export control scheme—and indeed there are no signs that such a move ha~ been actively
contemplated.

[ tletallurgieal ( ‘/ironw Ore and the Platin um Metals—Two important  strategic materials with a
strictly limited number of significant supply sources are metallurgical chrome ore and the pla t inum
metals. Particularly interesting is the fact that a major Fre e World source of these materials is the
U.S.S.R. For metallurgical chrome ore the two other major sources are Rhodesia and Turkey. For
pla t inum metals the two other major sources are the Union of South Africa and Canada.
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Thus countries that are ideologically very far apart—the U.S.S.R. and Rhodesi a in the case of
chrome ore and the U.S.S.R. and the Union of South Africa in the case of platinum metals—would
have to have a meeting of the minds to establish an effective exporters ’ club in these materials.

Yet ex perience has rhown that  sometimes those~ who are ideologically poles apart will
combine if chances of success seem good.The short-lived German-Russian agreement of 1939 led to
World War II .

Metallurgi cal chrome ore is essential for the production of stainless steel. The platinum metals
have many industrial applications , quite apart fro m their decorative uses , but most recently have
attracted attention through their use in manufacture of catalytic converters for treatment of
exhaust emissions from automobiles.

If the prospect for success in establishing controls over strategi c materials is greater when the
number of participant s is limited , then chrome ore and platinum metals must be placed high on
the list of materials that might be subject to j oint action by exporters.

Manganese—There is a significantly larger number of important producers of manganese ore in
the world than there is of metallurgical chrome ore . World production in recent years has exceeded
20 million tons and seven countries each have a production in excess of one million tons
annually—Russia , Unio n of S’ uth Africa , Brazil , Gabon , India , Australia and China. Ghana , Zaire ,

- Mexico and Japan are also sigr ’ificant producers .

The United States has the advantage of having a large stockpile of manganese ore in hand and
there are extensive but extremely low-grade deposits in thi s country which , in an emergency, could
be called on.

There is a considerable parallel in the wide distribution of sources between the production of
manganese and the production of iron ore. Moreover , the work being done on possible explo itation
of underseas mineral resources is now largely centered on the manganese-rich modules found at
great depths. If economic viability is established , extremely large supplies of manganese will
become available. Therefore , it is doubtfu l that market control could be effectively maintained
thro ugh an exporter ’s club .

Deliberate withholding of Ara b oil contributed to , although it was not entirely responsible
for , the shortage of petroleum products in this country while the embargo lasted. From these
discussions of some of the principal strategic minerals , it is clear that shortages that existed in late
1973 and early 1974 have not been the consequence of similar deliberate withholding of available
supplies. Rather it bears repeating that the shortages were due to a sharp rise in demand and the
relative inelasticity of capacity to prod uce.

There is understandable concern over the probability of exporter clubs being formed similar
to the oil-exporting group with the risk of supplies of materials being withheld from the market or
higher prices being artificially imposed. There are organizations in being in tin and copper and one
being formed for bauxite. In theory at least chrome ore and platinum metals appear to be
commodities susceptible to such action , although there is a question whether the principal
producers are likely to work together. However, for the diversity of reasons cited producers of
none of these other minerals have a bargaining position as strong as that of the oil exporters.

L - .~~±ii: 
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Non-Mineral Strategic Materials

With respect to strategic materials of animal or vegetable origin , if the existenc e of stock pile
goals is taken as a criterion then it should be noted that only twelve non-m inera l commodities
remain on the stockpile list . The aggregate value of - such materials held in the stockpile is
approximately $200 ,000,000 - or about 3% of all stockpile holdings and of (his more than half is
represented by the stockpile of natural rubber.

Amo ng the non-minera l commodities once listed as strategic materials but no longer included
in the stockpile are such items as long-staple cotton , silk , hog bristles and palm oil. In the case of
these commodities , and others eliminated , substitutes have been developed which , at least from the
milita ry point of vie w, no longer warrant their being classified as strategic.

The basic difference betwee n the mineral commodities and the vegetable and animal products
is, of course , that the latter are definitely renewable. The lead time require d to develop pro duction
varies widely, with natura l rubber undoubtedly being the most critical in view of the length of t ime
required to éultivate a rubber tree to the point that it will yield product. One diff iculty that has
been experienced in maintaining stockpiles of the animal and vegetable products is t ha t ,  unl ike
minerals , their use fu lness deteriorate s in storage . Therefore it is necessary to rotate stock pile
holdings by replacing the commodities at periodic intervals.

However , the mining industry has a pro found interest in the natural rubber stockpile. Tire s for
off-the-road trucks used in ore haulage in open-pit mines are made fro m natural rather than
synthetic rubber. A shortage of these huge tires , which range up to 8 feet in diameter,  could have a
critical influence on the level of mineral production , particularly of iron ore, copper and coal.

Wha t to Do About Bottl enecks

Bottlenecks occur in strategic materials when demand exceeds available supply. The imbalance
can be cured if demand is reduced or supply increased.

In time s of military emergency demand can be reduced by r estricting production of
non-essential goods. This is acceptable to the public if the emergency is clear and pre sent- as was
evident in World War II .  It was less acceptable during the Korean and Vietnamese Wars.
Substitution of readily available commodities for scarce ones in the production of mili ta ry and
essential civilian goods is also helpfu l in a milita ry eme rgency. But these measures cannot be
applied if the strategic material is primarily of import origin , if substitutes are not availabl e , and if

- 

- 
the demand is primarily for mi litary or essential civilian products.

In peacetime the public is unl ikely  to accept imposed reduction of demand thr ough rat ioning
or other restrictive measures. Controls and a free economy do not mix well except at t imes of
overwhelming errergency.

~~~~~ 

_ _  
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Hence increases in available supply7-rath er tha n reduction of demand - are the most practicable
solutio n materials bott lenecks in a democracy. In the case of essential mineral commodities,
e xpansion of domest ic supplies is now being retarded by environmental controls , by prospective
eliminatio n of the depletion allowance in the tax field , by proposed new legislation on surface
mining, by restricted access to mineral exploration of public lands , and by other measu res. The
mining industry has seen little evidence of the re-orientation of governmental attitudes implicit in
the Mineral Policy Act of 1970. Far fro m being encoura ged to expand output , the industry feels it
is being challe nged to survive. Neither in the Administration nor in the Congress does there appear
to be willingness to create an atmosphere that will stimulate investment in new facilities.

A healthy U.S. mining industry is possible if it is profitable , supported by the government , not
shackled with restrictive regula tions and price controls , and if tax incentives recognize the high
degree of risk in mini ng and exploration and that huge amounts of capital are needed to undertake
major expansion of produc tion.

But expansion of dome stic supplies cannot eliminate all bottleneck s. The original concept of
the stockpile was sound and remains so. Why has public sentiment blown hot and cold in regard to
stockpiles?

Perhaps a large part of the difficulty has arisen fro m the needlessly complex way in which
stockpile targets have been set . As indicated earlier , these targets have been estab lished on the basis
of varying assumptions, related to changing military concepts which in turn are based on
opinions— not facts. The frequent , unexplained changes in objectives have given rise to the

F suspicion of political manipulation.

There is a simpler way—an automatic way—of determining stockpile goals—one that will
eliminate debatable assumptions and make it less likely that suspicions of political manipulation
will arise .

The proposal would be to base the targets on actual experience as to U.S. dependence on
imports over a recent period—say the three most recent years . It is clear that the country needs a
comparatively larger stockpile of a commodity which is almost entirely obtained from outside
sources than it needs of a commodity largely produced within the nation ’s borders .

• Purely as an illustration of how such a progra m might operate , the mining industry through
the American Mining Congress has suggested:

(a) For commoditie s in which dependence on imports is equivalent to 75 to 100% of
total needs, the economic stockp ile target should be two years’ imports at the rate of , say, the
th ree most recent years.

(b) For commodities in which dependence on imports is equivalent to SO to 74% of total
needs , the economic stockpile target should be one year ’s imports at the rate of , say, the three
most recent years .
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(c) For commodities in which dependence on imports is equivalent to less (han 50%- of
total needs , the economic stockpile target should be six months’ imports at the rate of , say,
the three most recent years.

Degree of dependence on imports would be up-dated at periodic intervals and therefore would
automatically reflect technological developments and shifting ratios of demand. Thus objectives
would accommodate themselves when the availability of domestic supplies changes.

To remove the stockpile fro m political considerations , an independent stockpile corporation
should be formed , funded by the U.S. government , but with an independent board simiL’ r to the
Federal Reserve banking system , the Export-Import Bank , and similar agencies. The board should
include representatives of producers , consumers , labor and the public serving for a term of office
long enough to insure minimum political pressure.

Such a stockpile operation could not only safeguard military requirements but could also
buffer adverse effects on the economy of disruptions in materials flow in peacetime. This in effect
would be the economic stockpile recently proposed by Congressman Bennett of Florida.

One should not minimize the hazards implicit in such an operation. The methods of
- .  . - accumulating the stockpile are important , lest in the very act of acquisition the normal flows of

materials are disrupted.

Obviously a first step will be to analyze the existing stockpile holdings in relation to the
targets that would evolve from the use of a simplified approach such as has been suggested. In his
report of April 29 , 1974 , to the Congress on commodity shortages , the Comptroller General has
suggested a freeze on further disposals of stockpile materials. This appears a wise precaution to take
while a new program is being evolved .

Conclusion

In conclusion , this country is vulnerable to bottlenecks of strategic materials. With few
exceptions this is not due to lack of world reserves of such materials. Part of the difficulty arises
fro m the relative inelasticity of supply, since production of minerals and to a lesser extent  some
vegetable products cannot be expanded rapidly when demand suddenly accelerates. Geographical
concentration of the production of certain strategic materials also poses a threat of potential
bottlenecks.

These bottlenecks may not only prove harmful to U.S. military strength but can also impede
economic development. No single remedy can be found that will eliminate all risks of vulnerabili t y
to insufficient supplies of materials. However , a prop erly managed stockpile , insulated so far as
possible from political influences , still provides a valid form of insu rance against shortages of
strategic materials.
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U.S. NAT IONAL SECURITY AND THE IMPACT
OF MULTINATIONAL CORPORATIONS

C. Fred Bergsten .
Theodore H. Mora n

The Brookings Institution

introduction

Strategists for national security policy, like strategists for military policy, can frequently be
accused of preparing to figh t the last war. This paper will make far more anachronistic proposals.
We shall argue that U.S. security policy must include steps toward fo reign direct investment which
will help avoid the kind of global economic and political fragmentation that , through scrambles for
natural resources and trade conflicts , were an important cause of both the First and Second World
Wars .

A new element has been added to the conduct of international affairs—multinational
corporations , larger and more powerful than international investors in earlier eras, which in the
pursuit of their own self-interests can serve or disserve diverse national interests, both home and
host. This paper will argue that a peculiar configuration of international economic and political
power encouraged U.S. multinationals to spread in the post-World War II period , but that with the
transformation of that milieu- -that is, with the demise of the postwar international economic
order , and the closely related decline of U.S. political and economic hegem ony—multinational
corporations will not themselves recede. Rather they take on an independent life of their own in a
world of increasing nationalism , raising the possibility of new tensions among governments and
hence new issues for U.S. national security policy. U.S. policy toward direct investment remains ,
nevertheless, oriented toward the global environment that has largely disappeared.

As multipo larity replaces the rigid power blocs of the Cold War , two trends will define the
- context within which national security policy will have to be formulated for the 1980’s: first , a

continuing growth in international economic activity; and second , sustained political concern in
individual nations about the consequent increase in international vulner ability. While such an
environment will offer a welcome relief from many aspects of Cold War confrontation , it will pose
two relatively unfamiliar kinds of security threats. First , there is a threat that nationalism could ,
under certain conditions , tear the international system apart in a manner reminiscent of the
interwar period . Second , there is a threat that , after long periods of enjoying the benefits of
increasing economic interdependence , the United States will find that it has lost the sovereign
ability to react in a crisis to protect vital national interests. We have had a brief taste of what these
threats could be like during the recent “energy crisis” in the aftermath of the October war in the
Middle East .

Foreign economic policy will be central to how these threats might, or might not , develop.
The activities of multinational corporations wil l , in turn , be central to the foreign economic policy
of the United States and other countries. Alternative policies toward direct foreign investment ,
therefore , will have to be considered an important component of U.S. national security policy.
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What environment should be hypothesized as a setting for the formulat ion of national security
policy for the next decade , and how do the activities of mult inat ional  corporations a ffect U.S.
national interests in that environment?

One strikingaspect of the evolution of inter-state relations in the post-Worl d War II era has
been the growt h in the level of international economic activity.  In the past two decades world
exports increased by more than 500 percent to a level of more than $300 billion per year.
Moreover , the average an nual rate of growth for trade has been 10 percent during this period , a
figure substantially greater than the corresponding growth rate for global income.

The role that multinational corporations have played in the evolution of the international
economic system has been dramatic. The book value of U.S. direct investment abroad has risen to
at least $80 billion , with an estimated commercial value approaching $200 billion. The output of
U.S. firms abroad is more than $200 billion per year. The rate of increase for U.S. direct
investment is more than double that of trade—or over 20 percent per year. The rate of growth of
direct foreign investment for other major industria l countries (starting fro m a much lower base) is
substantially steeper than the U.S. rate. In the United States , an important and rising share of all
after-tax corporate profits derives from foreign investment , and that share exceeds 50 percent for a
number of the largest U.S. companies. One quarter of all U.S. exports , more than $18 billion ,

- moves between parents and their foreign subsidiaries. Most sectors of the U.S. economy are heavily
affected by the investment and production decisions of U.S.-based multinational corporations.

The predominant assessment of this trend on the part of observers in the United States has
been optimistic. The liberal vision of international harmony associated with the doctrine of free
trade has received economic and political reinforcement from the spread of direct investment.
Through an ability to scan the globe for production and marketing opportunities , multinational
corporations work to maximize the world’s economic welfare through the rational allocation of the
earth’s scarce resources. As a consequence , they contribute to eliminating the poverty and misery
that have always been central to disputes among nations.

Furthermore , the increase of international economic activity will create constituencies of both
producers and consumers whose interests would be damaged by conflict among states. Hostility
among nations would be perceived as increasingly costly by significant groups within those nations.
And those groups, in turn , would exert domestic pressure to moderate any incip ient disputes.
Viewed from this perspective , the cross-penetration of direct investment—as Europeans and
Japanes e, for example , increasingly invest in the United States in the wake of the devaluation s of
the dollar—-is a hopeful sign. It will result in a transnational alliance of corporate executives who
will not tolerate a deterioration in political relations. These executives are “the new globalists ,” the
“advance men ” of “economic one-worldism ” who “wear the robes of diplomats. ” ’ The push of
Western investment into the Soviet Union and Eastern Europe will work the same effect. From
both a political and an economic perspective , then , multinational corporations are viewed as a force
for creating the kind of peacefu l international system that was once hoped would accompany free
trade. -
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But writers who focus on the contribution of multinational corporations to the evolution of
inter-state relations have offered the vision of a pacific world order built upon a profound political
transformation . The distinguishing characteristic of multinational corporations is their ability to
mobilize resources in ma ny countries and coordinate the activities of diverse subsidiaries according
to a common strategy. 2 This element of strategic control , combined with the size of the
multinationals , constitutes a challenge to the sovereignty of the countries where the corporations
locate their operations—that is, it limits the ability of national governments to control their
economies as they would like. They challenge of “sovereignty at bay, ” according to this view ,
however , will have important constructive rather than disintegrative effects on the international
system. 3 This will come about for two reasons:

First , nationalistic reactions on the part of individual countries will generate economic losses
that are unacceptable domestically. Once shown the benefits of an international economy
epitomized by the cross-penetration of multinationals , societies will not be willing to do without
the products and technology that multinationals bring. Thus , “national economies ,” as Robert
Gilpin characterizes this view, will find that they “have been enmeshed in a web of economic
interdependence from which they cannot easily escape. ”4

- 
- Second , nationalistic reactions on the part of individual countries will be ineffective. Single -

states cannot by themselves control the activities of multinationals. They can erect barriers and
obstacles that impede the effective functioning of the multinationals within their own borders , but
other countries will then open doors to the firm s with resulting disadvantage to “hosts” who take
the nationalistic route.

Thus , the challenge of “sovereignty at bay ” must lead to new levels of inter-state cooperation.
It must provide a stimulus for global coordination of national policies that com bines the
efficiencies of international investment with the desires for sovereign regulation.

“The logical and eventual development of this possibility, ” comments management consultant
John Diebold , “would be the end of nationality and national governments as we know them .~~ By
itself , “the nation state is a very old-fashioned idea and badly adapted to serve the needs of our
present complex world ,” according to George Ball , former Under Secretary of State and currently
senior partner at Lehman Bro thers. 6 The only way we can maximize the benefits that
multinationals have to offer is by “modernizing the world’s political structure .”

The increase d level of international economic activity, then , spearheaded by mul t inat ional
corporations , points in the direction of the obsolescence of the nation-state .

“-

The main objection to this  projection of international expansion and international
conciliation is that there has been a parallel counter-trend during the past two decades—nam ely. the
renewed importance of nationalism in the ordering of inter-state relations. Since the mid-I 950s. the
nation-state has proved to be obstinate , not obsolete. 7

73

--.-
~~~~~——.~~~~~~~~~~~ -.--. - —-.- -~~~~~~~~~~~-~~~

. ---. --— -~~~~~ --- - ---—-- - -- - -~- -



- - - - — - V ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
- - 

~~~~~~~~~~~~~ 
— .•- .-r~~

-- 
~~~~~~~~~~~ ~,~~

- - -
~~~~Mtrc ~~~~~~~~~~~~~~~~~~~~~~~~~~~ ‘ _~~~~~~ 

The re-emergence of the nation-state as the power unit  of importance in international
relations has been aided by three factors.8 First , national governments since the Second World War
have assumed new responsibilities for the stability and welfare of the lives of their citizens. No
major industrial government today could accept an unemployment rate above 10 percent , as the
British did in the 1920s to force the pound sterling to return to its pre-Wor ld War I rate of
exchange , nor rely on private charity to care for the unemployed during a Depression , ~s Herbert
Hoover did in 1930. Besides providing for the territorial integr ity of the state , governments are
expected to provide for problem s of unemployment , housing, health , regional development , and
environmental protection. Thus governments seek to manipulate external economic forces to
promote their internal policy goals; to do so, they have moved from the crude use of export
subsidies and competitive devaluations in earlier periods to much more subtle devices , such as
industrial and regional policies with attractive incentives for foreign firms.

Second , the obverse of international economic expansion has been international economic
vulnerability. The interdependence reflected in a growing level of international economic
tra nsactions has meant an increased domestic sensitivity to fluctuations in economic activi ty
beyond the natio n-state border. 9 Thus , national governments are continually tempted to try to
mitigate the adverse effects on them of international economic forces. The historical focus has been
import barriers; the contemporary focus includes export controls (to fight domestic inflation ) and ,
along with the incentives to foreign investors mentioned in the last paragraph , growing exercise of

- control over the activities of those investors .

Third , the decline of Cold War confrontation has meant that the cost of nationalism in
security terms has been reduced. The maturing of nuclear deterrence has reduced the likelihood of
direct threats to the territorial integrity of the major industrial powers (though it may raise the
threat to smaller countries). The loosening of the hold of ideologies has opened the possibility of
new configurations in world politics. Although the “balance of terror” and the “threat of
aggression” must remain the top pnonties in determining the national interest , their importance
has declined relative to the attent ion given issues of economic welfa re and security . ’0

This is the environment in which national security threats will have to be defined for the next
decade—an environment in which U.S. hegemony is no longer pervasive , international economic
issues are increasingly important and increasingly politicized , and common concerns about military
security can no longer bind coalitions of nations together when fundamental economic tenions are
present. In such a world , national security policy will be dictated to a greater and greater extent by
national economic considerations , and not vice versa.

One of the primary objectives of this resurgent nationalism in both developed and developing
host countries has been to exert control over the activities of foreign investors , without losing the
benefits which they bring by deterring them altogether. This desire for contro l has not , however ,
proceeded in the direction of supranational agreements that maximize the freedom of
mul tinationals to rationalize global production according to their own strategies. Rather , the
challenge of “sovereignty at bay ” has led host govern ments , alone and in concert with each other ,
to develop sophisticated methods of forcing or enticing foreign corporations to place their
economic power in the service of national goals.
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There are five non-exclusive explanations why the reassertion of sovereignty over foreign
investors has not taken the form of international cooperation projected in the liberal vision.

First , in a world where multinational corporations are global oligopolies exercising substantial
discretion in the conduct of international activities , tigh t nationalistic bargaining on the part of
individual states to get multinational corporations to serve their goals may not involve any welfare
losses at all.

Second , in a world where multinational corporations are global oligopolies exercising
substantial discretion in conduct of international activities and other host countries are exerting
pressure to get mult inational corporations to serve their goals , a state that does not push as hard as
it can to serve its own national interests may be a loser.

Third , with the postwar recovery of Europe and Japan and the development of many
countries in the Third World , economic security and the exercise of sovere i~.~i. ty are perceived to be
worth potential losses in efficiency.

Fourt h , the gains to a single state from a nationalistic policy may be greater than its share of
any resulti ng loss in global efficiency.

- 

‘I 
- Fifth , that join t regulation of multinationals at some level other than global (e.g.,

manipulation of multinationals by producers of a particular raw material to strengthen a cartel
vis-a-vis consumers, or regional groups such as the Andean Pact and the European Community) may
better reconcile sovereignty and economic interests - for some states than the worldwide
coordination of national policies.

In a politicized , nationalistic environment , what are the national security implications of
conflicting national claims on the use of the power of multinational corporations?

- ii!.

The unambiguous if often tacit support for the spread of multinational corporations
traditionally reflected in U.S. policy has been founded on the premise that foreign investment
would certainly have a beneficial impact on the United States and would usually have a beneficial
impact on both home and host countries. It has included two implicit assumptions, however: that
important conflicts among the interests of constituent countries where the multinational was
located would not be likely; and that , when conflicts did arise and U.S. national interests were at
stake , American investors abroad and foreign investors in the United States could be made
responsive to U.S. interests and not to the interests of other countries at U.S. expense . In the new
environment projected in the previous section , both of these assumptions have become extremely
du bious .

What determ ines whose national interests a multinational corporation ~ ill serve when a
trade-off has to be made?
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Conventional wisdom in the United States and abroad has been content and resigned ,
respectiv ely, with the belief that the na ;ionality of the owners and personal loyalty of the managers
of a mult inat ional  would determine whose interests the corporation favored in a crunch. On this
basis , governments in the Third World have forced fo reign companies to take on local partners to
see that local interests were protected , and governments in the developed countries created
“national champions ” to compete with U.S. multinationals in the hope that this would ensure
responsiveness to domestic needs.

- 
This was a comfortable belief for the United States. U.S. multinat ionals , despite proud

pronouncement s to the contrary, have remained overwhelmingly staffed and directed by
Americans. A survey of the 71 U.S. corporations with largest foreign activity for the Columbia
Journal of World Business (1966) showed that whil e total foreign employment in the companies
reached 33 percent only 1.6 percent of the top ma nagement (30 of 1 ,815 executives) was
non-American. ‘‘ A separate study (1967) of 1 ,029 directors of companies in the Harvard Business
School’s sample of 187 U.S. multinational enterprises revealed only 19 foreigners , of whom 14
were Canadian or British . ’2

But the doctrine that the nationality of the owners and the personal loyalty of the managers
could make a significant difference in the behaviour of the multinationals has always been dubious.
And it certainly received a rude shock in the midst of the October War in the Middle East: no more
than a radio announcement of King Faisal’s decision to impose an oil embargo on the United States

- -
. - was enough to propel Frank Jungers , chairman and chief executive officer of Aramco , to order a

cut-back larger than the percentage demanded by Faisal—just “for good measure ,” according to
For tune,13 “The important thing,” according to Jungers, “was to give the immediate image of
being with the government , not trying to figh t it. ” Here was the American management of what
had been a wholly owned subsidiary of Socal , Texaco , Exxon , and Mobil ’ 4 snapping to obey the
first hint of another sovereign ’s wishes.

Saudi Arabia also asked Aramco to provide a rundown of petroleum products derived fro m -

Saudi oil that were being sold to the U.S. military from refineries around the world. Aramco passed
- 

this request on to its four owners in the United States , who delayed two days before even
informing the Defense Department of the request. Charles Peyton , the president on Exxon
International , testified that he subsequently responded to the Saudi demand for military data out
of fear that if he had not the Saudi government might have retaliated by preventing the U.S.
companies from meeting “worldwide supply commitments” elsewhere. ’ ~ In other words , potential

- damage to Exxon ’s non-U.S. operations was sufficient to motivate corporate behaviour that may
have constituted a threat to U.S. military preparedness.

We make no effort here to assess whether the reaction of Aramco supported or undermined
U.S. national interests duri ng this critical period. If one assumes that Saudi Arabia was in total
control of the situation , no alternative oil arrangements would have been likely to better assure
U.S. supplies and the United States at least continued to benefit from Aramco ’s share in the oil
rents and—perversely—fro m the fact that it was a U.S. firm which complied so quickly! In addition ,
the ability of the oil mult inationals to allocate OPEC output and hence obviate any impact of the
embargoes probably avoided major international political problems , including rupture of the
Common Market and even of Atlantic relations if the Dutch had been forced to seek oil froni
supposedly friendly governments.
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But it was dramatically apparent that multinational corporate strategy was in fact a
calculation of relative advantage to the corporation , ei ’en where the , ‘itai interes t s- of (lie home
country were concerned , in which the discretionary power of the owners o~ managers might  be of
minor sign i ficance. What was important  was the structure of pressures on the corporation , m d  not
the nationality of the own-.rs or the patriotism of the managers.

The corporate calculus of how to survive (at a min imum )  in a na t ional i s t ic  world , and how to
maximize profits over the long run , must include a judgment about the ex ten t  of vulnerabi l i ty  to
the demands of the assorted governments (both home and host )  where the company operates as
well as judgments associated with classical comparative advantage . The judgment  about the ex ten t
of vulnerabili ty will be dictated by two considerations. First , as co m p e t i t i o n  in a par t icu la r
indust ry increase s ( whether fro m domestic or foreign competitors),  the clout of any given
mult inat ional  declines. Hence the opportunit y costs of making nat ionalis t ic  demands on investor s
decline for a countr y while the opportunit y costs of not responding to nat ional i s t ic  demands rise
for the investors . Second , as the dis t r ibut ion of assets and earnings of a particular m u l t i n a t i o n a l
corporation spread , the opportunity costs of not responding to the demands of lzo.st .s r ise in
comparison to the opportunity costs of not responding to the demands of the /101/ic’ countr y.  With
the spread of mul t inat ionals  and the increase of competition then . t h e st ren gt h of the  h ost
countries to make mult inat ional  corporations serve local objectives has gained at the expens e of the

- - home countries. In the calcu lation of relative advantage , mult inat ional  corporations have no choice
but to give greater at tention to the claims of host countries on the use of their  oligopoly power. ’

The assumptions on which American policy has been based made sense only so long as host
country capability of replacing or doing without the resources of foreign investors was low .
international competition was weak , and the U.S. market was the primary orientation of the
companies calculating the trade-off among national interests. When U.S. multinationals operated

- 

under such conditions , for example , their discretionary power in how they ordered their operations
abroad was great , and the potential of the U.S. government to force or entice them to exercise that
discretion on behalf of the home country far -exceeded the corresponding leverage of host
governments.

In natural resources , U.S. companies could exercise de facto sovereignty over pricing amid
marketing decisions, and the United States government could effectively influence them to give
preferential access to U.S. consumers during periods of shortage. ’ ~ In manufacturing. U.S.
companies could arrange inter-affiliate sales as they chose , produce only as much local value added
as they found most profitable , and maintain their research and development facilities where they
wished. If Chile did not like the terms demanded by Anaconda , or thro u gh Anaconda by the
United States government , it had few options but to forego the services of that  investor. If France
did not like the behavior of IBM , or the restrictions placed on IBM by the United States
government , its only option was to try to duplicate at great cost its technological capability.

As soon as any of these conditions began not to be met , however , the ability of the U.S.
government to require U.S. investors to be responsive to the interests of the home country when
that conflicted with the interests of host governments diminished. Increasing competition has
reduced the discretion that U .S. multinationals have at their disposal. Increasing mu l t i n a t ional i ty
has reduced the concern of American investors for any individual market-- including the  United
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States market.  At the same time , the diffusion of technology and the consequent development of
host country capabilities to imitate , duplicate , or hire services previously tinder exclusive control of
U.S. multinationals has augmented the bar gaining power of the host governments.

I v . - -

We shall consider five areas in which the changing structure of pressures on mul t ina t iona l
corporations poses challenges to the national security of the United States. Both the degree of the
potential  threat and the ability of the United States government to devise effective policies to
counter the threat vary gr eatly in differ ent situations. Nevertheless , as the United States has
become only one of several potentially powerful national claimants on the power of mul t ina t ionals ,
the American government alone has by and large neglected to explore policy options for serving its
own welfare or ensuring its own security. Worse still , where the United States has given at tention to
potential threats associated with the activities of mult inat ional  corporations , it has been in inverse
order of importance.

I .  Co,nposition of dom estic skills and pro du ctive facilities

Are the shift s that are taking place in the composition of the national work force and the
composition of those industrial activities physically carried out within American borders posing a
potential security threat to the United States?

On the one hand , the path of comparative advantage lor the United States appears to head
away from the kind of economy best equipped for rapid reaction to a conventional military
confrontation. As both trade and foreign investment accelerate the movement of the U.S. economy
toward service , financial , and research activities , the cost and speed for conversion to wartime
industrial mobi l itzation increase. At the same time , a rising reliance on imports of heavy
machinery, electronics , and chemicals (whether from foreign suppliers or fro m subsidiaries of U.S.
multinationals) could constitute an intolerable risk in certain kinds of situations. (A subsequent
section deals with the dependence on foreign sources of raw materials.)

On the other hand , the size and diversity of the American economy make it unlikel y that the
United States will lose the capability to respond to a military crisis , or to convert as national
security requires within an acceptable time frame. The U.S. economy is moving toward services
anyway, and in fact that process has already nm much of its course: foreign trade amid investment
have , and will , push it only marginally fu rther. In addition , much of the increased U.S . dependence
on imports of manufactured goods represents intra-i n dustry specialization , which could be fairly
rapidly replaced by domestic production. It is almost inconceivable in the intermediate future that
we could (through direct investment) “export ” the industrial capability needed to respond to any
likely military threat , or undermine significantly the growth rate of our economy.

In the past , “national security ” has frequently been used as a protectionist argument to give
ill-advised subsidies to inefficient domestic industries at the expense of the U.S. taxpayer or U.S.
consumer , al thoug h it has been the explicit  rationale for import controls only of oil. If “national
sec ur i ty ” should become a slogan with sufficient  support to j u st i fy increased protectionism of this
k ind  i th e United States , it could st imulate chauvinist ic reactions in other countries amid a trend
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toward exclusive commercial blocs. This , in turn , could have important negatively reinforcing
feedback effects on the level of tension and rivalry in the international system.

Thus , a sustained movement toward protectionism in the United states to preserve a
comprehensive manufacturing sector probably constitutes more of a security hazard for the
evolution of inter-state relations than the likelihood of an intolerable change in the composition of
domestic skills and productive facilities , or aggregate growth , brought on by U.S. foreign
investment.

However , at some point , as particular U.S. industries decline , it may become necessary to
make national judgments about the minimum size and structure of output which need to be
maintained domestically for security reasons. What size and shape steel or electronics industr y is
needed on th is criterion ? It thus makes sense to establish criteria and set up a screening mechanism
to determine where there might be unacceptable security costs to the United States if part icular
ind ustries were physical ly located outside our borders .

2 . Foreign investment in the United States

Wi l l the purchase of industrial facilities or raw materials in the United States by aliens (“ the
• - Arabs,” “the Japanese ”) constitute a threat to U.S. security?

The short answer is “no ,” if only because the United States can always levy export co~ ~ro ls
on the output of such investments , whoever owns them. In addition , such invest m ents are almost
certain to remain fairly small in the context of our overall economy, all the more so given the
obvious desire of foreign investors to avoid concentrations of holdings that would be subject to
public (and hence political) criticism and possible expropriat ion.

Nevertheless , for industries with sensitive technology or significance for national defense (e.g.,
Arabs buying up, but not exploiting , coal and shale oil), government regulation of foreign equity
participation on a case-by-case basis may become necessary, along lines parallel to those just
mentioned for outgoing direct investment.

- 3. Extraterritoriality

To what extent will it be possible for the United States government to affect the behavior of
the foreign subsidiaries of U.S. mult inat ionals  in accordance with U.S. foreign policy preferences.
without doing greater dam age to U.S. foreign policy interests by the adverse reactions triggered in
making the attempt?

As the exposure of multinationals to host country influence increases, as discussed in this
paper , the companies are forced to adopt a policy of decentralized obedience to sovereign
directives. ’ 8 The ideological and moral content of such directives are as diverse as the countries
where they operate: shipping trucks fro m Argentina to Cuba , manufacturing diesel engines for
armored personnel carriers in South Africa , setting tip photo identif ication systems for the secret
police in Korea , programming personal data files on dissidents in the Soviet Union ’ 9 — and selling
nuclear reactors from France to Iran.
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As this paper has argued , with the increase of competition among international investors , the
abili ty of the United States government to inhibit undesirable activities on the part of host
countries through directives to U.S. parent companies will decline. Wit h the increase in the
proportion of earnings generated abroad , the resistance of those parent companies to U.S.
directives will increase. If the United States wants to main ta in  the option of exercising
extraterritorial influence through U.S. mu lt inat ionals , an effective policy will require : I ) a
mechanism for distinguishing those cases where international competition would in fact render
such efforts useless . 2 0  and 2 ) an assortment of carrots and sticks specifically constructed to
motivat e compliance by the parent in those cases where the efforts could be effective . Even in cases
where extrate rrj torial  control could be effective , any decision to actually do so would have to trade
off the gains froni the action against the costs of the reaction by the host country of such an
intrusion of U.S. action.

4. control of Technology

Will the proprietary knowledge of U.S. mult inat ionals  contin ue to he produced iii  the United
States and its spread controlle d from here?

Traditionally the “transfer ” of technology via American investment has been a very l im ited
process in which foreign subsidiaries used what processes the parent though t should be “sent ” from
R&D headquarters in the United States. In the course of the l960s , however , high technology

- multinat ionals  began to set up laboratories in centers of research across the globe , first to monitor
- local innovations and then to create substantive R&D facilities. 2 I Parallel to this has been the shift

to organizational structures within international companies that  minimize the impediments to the
inside flow of technical information among constituent units in various countries. 2 2  Consequently,
the compartmenta lization of technology along lines drawn by national boundaries is becoming less

- possible. A large U.S. corporation with main-line R&D facilities in Palo Alto , Hambur g, Kyoto , and
São Paulo and a world trade organization structured to speed discoveries from one application to

- another throughout the system cannot easily be segregated according to geography. -

As a working hypothesis , U .S. planners will have to expect that both innovation and (more
important ly)  on-line development of new processes will become more balanced throughout
mult inat ional  corporate systems. Consequently, new kinds of vigilance will  have to be exercised to
see that the results of sensitive governmental research are not put to use in areas for which they
were not in ten ded—a task of decreasing effectiveness

5. A ceess to raw materials

What are the national security implications for the United States of the fact that  direct
ownership of foreign sources of raw materials does mi ot guarantee preferential  prices or volumes of
the output to the home market of the investor?

As recently as ten years ago 2 3 the doctrine that  direct investment did ensure access to output
was accepted as gospel , largely because it was true.  U.S. corporations did exercise effective
sovereignty over marketing of the production of foreign subsidiaries. Whether by appeals to the
nat ional  loyalty of the owners or by threats of adverse action in the case of non-complianc e , the
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U.S. government ~~uld expect that  U.S. investors would give customers in the home country 
-

treatment at least as good as customers elsewhere , and , in a crisis , preferential t reatment.

Now that it is evident that exporter governments themselves have the potential to control the
marketing of their own domestic output either directly or through multinationals forced to
demonstrate the exactitude of their stewardship, it is worthwhile to examine in detail the
relationship that public support for direct foreign investment by American natural resource
companies has to the mi ationa l interests of the United States.

Any danger of resource scarcity that looms on the horizon is not a danger of natural  scarcity,
but rather a danger of artificial scarcity—that is , that those countries that export raw materials can
create effective producer cartels. If they can , this generates two kinds of threats to importing
countries: first , the threat that the importing country will find general market power wielded
against itself and all other consumers ; second , the threat that the importing country will f ind
market power wielded selectively against itself in comparison to other consumers. 2 ~ Direct
investments by American companies does not serve to moderate either of these threats except
insofa r as it undermines the ability of the exporting governments to collude to restrict production.
In many respects , however , the system of direct equity investment reinforces rather than

- 
undermines the ability of exporting governments to collude arid thus exacerbates the problem.

This results from characteristics of natural resource investment that give the investor few
options other than responding to host country demands in a way that strengthens the market
power of the host government. The typical project in petroleum , natural  gas , copper , bauxite , iron
ore , or nickel requires the lump-sum commitment of several hundred million dollars to bring the
well or ore-body on-line, Once the project is successful , however , it is especially vulnerable. It
produces an undifferentiated product with a relatively stable (and diffuse) technology . Urml i l . e
manufacturing investors , natural resource investors cannot rely on complex marketing skills or

- changing technology to resist the threats of nationalistic host governments. Nor can they credibly
threaten to withdraw. Rather , the predictable investor strategy in raw materials industries is to try
to defend sunk capital through meeting host country demands for higher revenues- -at the expense
of final consumers and the home country tax collector. This has been the history of corporate
behavior in t h e  petroleum and natural gas industry . It appears to be the course that the bauxite
industry is taking. It has been tried in copper. Only the extent  of international competition in the
particular industry and the availability of substitutes has proved effective in moderating the inipact
of this strategy—not the nationali ty of the companies or the dictates of the honie government. 2 ~

In this way the oligo poly power of the private in~estors is put at the service of host country
producers. Both investors and exporting go~ernmcnts have a common interest in l imit ing the en t t -~
of conipetition from new sources tha t  would weaken their power to exercise general mark et power
vis-a-vis industrial  consumers.

Both in “normal times ” and in a crisis , then , mul t ina t iona l  corporations have no a l te rna t ive
but to obey the dictates of the host in wielding market power selectively against consumers. If a
cutback of production ordered by sonic hosts creates genera l market  scarcity. they mmm st serve the

- hosts ’ pref erences in r a t ion ing  the rema in in c  output .  They cannot  even reroute o u t p u t  t r~ solten
the impac t  of a im embargo wi thou t  th e imp l i c i t  consent of those producer governments  who must
supply what  is to he r erouted.
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To serve the U.S. interest in a safe and efficient supply of natural  resources for itself and other
consuming countries (to avoid a damaging scramble among them for limited suppl ies), what is
needed is a policy toward s investment that undermines r ather than supports the fo rmation of
producer cartels and removes American multinatio nal corporations from being hostages to the
demands of national ists. The most promising policy option to accomplish these object ives is a shift
from support for direct equity investment in natural resources to support for the transfe r of
business skills via managment or service contracts whose fees are either fixed in advance or are
linked to the volume of output. The objective is to make corporate profitabili ty depend not on the
final price of the output but on the amount (and scarcity) of the services rendered . American
companies would be given incentives to compete to supply development skills lor new projects to
host governments rather than competing for higher revenues directly. Their motiv ation should be
to maximize the number of projects in which they could manage production. They would have no
interest in restr icting the development of new sources. Indeed their offe r of ever new opportunities
for hosts to expand output would underm ine attempts to establish stable market shares in a
producer s’ cartel by encouraging both new entrants and more output by existing producers , for
which there j s almost always some internal pressure in any event. It would be still better if all home
countries would adopt such a structure of incentives for the fo reign investment activities of their
natural resource firms.

Some natural resource com panies are already moving in this direction. Capital for new
development is being raised in the form of debt from fa bricators and consumers , or from financial

• intermediaries using long term contracts as collateral. Not only does capital supplied in the form of
- debt rather than equity avoid the tensions associated with foreign “ownership ” of the subsoil , but it

makes possible disputes much more easy to settle. Conflict about the legitimacy of having to repay
international loans is much less likely to occur and much less difficult to arbitrate in a manner
acceptable to both sides than conflict about compensation for nationalized properties.

Current U.S. policies toward direct investment , however—tax incentives , investment
guarantees , and diplomatic support—have slowed - corporate experimentation with non-equity
arrangements. -

U.S. policy should be restructured to encourage the shift out of direct U.S. ownership of
foreign subsoil rights, and the futile diplomatic defense thereof , to be teplaced by the transfe r of
corporate skills in the form of service or management contracts 2 6 The emphasis should be on
diversifying the number of suppliers and the sources of supply—not on increasing subsidies to the
small number of direct investors whose overseas operations , once established , render them hostage
to the producing government; nor on supporting the principle of direct ownership through
economic or diplomatic pressu re in a futile attempt to shore up a supply system that no longer is
able to respond to national needs.

At the same time U.S. policy should be structured to give a more equal array of incentives for
domestic exploitation of resource deposits than now exists. In general , however , the thrust of U.S.
policy should be aimed at creating a more diversified and competitive global supply system rather
than trying for an illusory domestic “self-sufficiency. ” This priority should be maintained for four
reasons. -
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First , U.S . self-sufficiency as a normal procurement pattern would result in high consumer cost ,
mounting loss of depletable resources , possibly environmental damage while only pushing
A~nerican vulnerability a little further into the future , and losses in our international competitive
position if our major competitiors went on taking their chances with lower priced imported oil.

Second , programs aimed at domestic self-sufficiency are likely to be much more expensive in
all the dimensions nientioned above , according to the best available estimates , than alternatives of
creating stockpiles or on-line reserve capacity. 2 ’ Stockpile policy and the maintenance of excess
capacity should be subjected to a rigorous review in the ligh t of current needs , and stockpiling for
purposes of economi c, as well as directly military security should begin immediately.

Third , domestic self-su fficiency may only shift the burden of having to deal with p otential
monopoly power inward—making, for example , the necessity of dealing with a copper workers ’
strike , a coal miners’ strik e, a corporate re fusal to expand natural gas production , or a steel
industry insistence on higher prices the source of intolerable political tension.

Fourth , a self-sufficient United States abandons the other industrial powers (and
resource-poor developing countries) to their fates at the hands of international suppliers whose
powers of creating artificial scaricity will remain as the United States tries to withdraw from world

-~~ . - markets , or invites them to exchang e their present dependence on pre sent suppliers for dependence
on the United States (in areas where this is technically possible , e .g., energy) via a gigantic “Project
Independence for All Consumers Together. ” Either outcome would almost certainly create niajor
new political tensions between the United States and its major allies

V.

The stake that U.S. multinationals have in operationsoutside of their home country and their
need to respond to the demands of host countries has forced them to balance competing claims
upon their oligopoly powers to an extent not contemplated during the era of U.S. economic and -

political preponderance following the Second World War. Concern about the interests of the United
States has become only one of many determinants in the formulation of corporate strategy. Ami d
the power to respond to U.S. national interests , when the will is present , has drastically declined iii
many industries.

This evolution in the determination of multinational corporate strategy has not taken place as
the nation-state has faded into oblivion before the on-rush of supra-national political institutions.
Rather , the global diffusion of investor activities is creating new capabilities for national rival ry amid
international competition precisely at the moment when the political and economic system built
after the Second World War is undergoing a fundamental  transformation. Confronted with the
opportunities as well as the threat of multinational corporations , nation-states are learning to flex
their sovereignty, not to bury it. 2 8

This paper has argued that the United States must begi n to develop the machinery to evaluate
which consequences of this evolution in the determination of mul t ina t iona l  corporate strategy pose
the most serious threats to U.S. national security and , among these . which consequences are
unavoidable (due to the increase in in ternat ional  competition ) and which leave some discretion to
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corporate management. In those cases where national interests are threatened and corporations can
exercise some discretion , the United States should develop policy tools to influence that  discretion
in ways that serve U.S. welfare and security. in the case of the shift in the balance of power from
home governments to host governments for the determination of the behavior of natural resource
cor.~panies , however , more is required. Precisely because investors do not ha’~’e the marg in of
discretion su fficient to ensure dependable sources of raw materials , a policy of trying to mount
pressure on corporate management would not be an effective approach to thi s problem. Instead ,
this paper has argued that the United States must try to restructure the way in which scarce
corporate expertise is transferred to develop new supplies of natural resources to try to moderate
the effect of the shift of power to the exporting countries directly.

The threat in natura l resources is serious not only because a politically inspired embargo
could , under certain circumstances , hinder the abil i ty of the United States to respond adequately in
a crisis, It is equally serious because of the effect it will have on the evolution of inter-state
relations outside of the United States. Whether or not there is a relatively efficient and dependable
system of world supply for raw materials will determine the tension level within which other
aspects of the interaction among states will take place.

Resource shortages and supply uncertainties do not have to be projected as the “cause ” of war
at some point in the future. It is enough to point out that they will increase hostility and instability

-~~ . - 
among nations in six crucial issue areas:

I )  the prospects for U.S. relations with Europe and Japan. A scram ble for resources under
conditions of serious scarcity will weaken domestic support in America for our traditional allies
and hasten the departure of U.S. troops from Europe under conditions in which the need for their
continued presence might be rising.

2) the likelihoo d of increased efforts by important middle powers , e.g., Japan and possibly
Germany, to beef up their own military capabilities to buttress them in that scramble.

3) the probability of Third World regional disputes , such as in the Persian Gulf or Southern
Africa or even Latin America , and the attendant risks that the major powers might be drawn in.

- 4) the possible disappearance of the symbolic prohibition against territorial annexation by the
traditional Great Powers in the Third World or , at the least , the estaolishment of neo-colonialj st
spheres of influence.

5) the relative influence of the Soviet Union as a resource supplier and technology buyer in
Europe and Japan.

6) the prospects for continuing Soviet control over politico-economic life in Eastern Europe ,
as its role of supplier of oil and other raw materials to its Comecon partners becomes even more
vital to them.
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This discussion leads us into a consideration of the impact of mul t ina t ional  corporations on
overall U.S. relations with traditional adversaries (mainly the USSR), traditional allies (Western
Europe , Canada and Japan) and the rest of the world (primarily the developing countries ) . The
state of these relations obviously a ffects U.S. national security. -

It is quite possible that multinationals will prove to be a useful element in reducing tensions
between the United States and the Soviet Union , and perhaps even more so in “building bridges ” to
the smaller countries of Eastern Euro pe . (There seems no prospect at present for the entry of
multinationals into Asian Communist countries , so they are disregard ed.) Much of the long-run
success of detente does in fact turn on creating interdependencies of the type which now play such
a central role in relations between the United States and Western Europe , and mu l t i n a t iona k  can
again play a major role in the process. And it is less likely that the firms wil l  over , the longer run.
create tensions in Communist countries of the type which they have created elsewhere , because of
the much greater clarity defining their roles from the outset: niinority ownership and complete
state control of the overall economic milieu in which they operate.

Furthermore , the development of new natural resources in the Soviet Union and Eastern
Europe with American capital and technology would increase competion , increase availability, and

- increase diversity of suppliers for Western Europe , Japan , and the United States . No consumer
country will want to become dependent up on the Soviet Union as its sole supplier of raw matierals.
But there is more security for all consumers in a world in which Soviet (among other) resources are
on-line than in a world in which they lie underdeveloped.

Perhaps the main risk to U.S. security from the entry of multinationals into the communist
world is the asymmetrical nature of the political pressures which they will subsequently b mi ng  to
bear in home and host countries in trying to maintain and expand their roles. Local pressure by
American multinationals will of course have little effect in the USSR as long as it remains a closed
society. But , as we are already seeing, the skillfu l use of their domestic influence in the United
States could persuade both the executive and legislative branches to extend economic and political
concessions to the Soviet Union. One cannot , of course , judge in the abstract whether such
“concessions” would prejudice some aspects of U.S. security, or whether in any case they might
still have a net positive impact on the national interest. But the entry of multinationals into the
Communist world is likely to set such domestic pressures on the U.S. policy process iii motion , and
thereby raise at least a potential cost to set against the benefits to U.S.-Soviet (amid
U.S.-East Europe) relations.

The impact of multinationals on U.S. relations with its traditional allies is much more
ambiguous. They have been a source of major friction in the past , in several different senses.
Japanese refusal to let U.S. firms invest was an important element in the cumulation of frictions
between those two countries in the late I 960s. France and Canada have exhibited a more
schizophrenic approach to the penetration of U.S. investors. On the one hand , they have been
anxious to check the role of U.S. firms and limit the extention of U.S. law to local subsidiaries. On
the other hand , they showed anquished reactions when U.S. firms or U.S. government policies
threatened to slow the flow of investment. This range of problems , however. has been handled
without posing an enduring threat to our traditional alliance structures.

85 

— -~~~-- ~~- - - ---~~~~~~ -—_--—--- -—-  ~~-- - -. - -



- r~~~—~ ~~~~~~~~~~~~~~~~~~~~~~~~~ 
,-,--——— -—

~
---

~
-.---- .“w-..—,—-- —— —  

~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~ 

For the future , the discontent caused by “k deji A,ner&-ain ” is likely to decline in
importance. The advanced industrial countries are now sufficiently self-confident that  any fears of
“domination ” by multinationals will be increasingly confined to fringe groups. The United States
has learned the futi l i ty of t rying to apply its law to subsidiaries incorporated in other countries.
The firms themselves have learned to accept the dictates (and , often , accompanying favors ) of host
countries and the high cost of appealing to the U.S. Government “to defend its rights ” abroad. And
the increasing doubts in the United States as to whether foreign direct investment by U.S. firms
serves U.S. national interests (economic or political ) renders such defense less likely even if it were -

called for.

Indeed , the analysis presented in this paper raises the possiblity of a new source of
international conflict over multinationals between the United States ari d individual host countries ,
including some in the NATO alliance. Host countries have become increasingly sophisticated in
dealing with miltinationals : the question , as we have seen , is no longer whether they want foreign
investment , but how they can maximize their share of the returns fro m it. Many of these countries
are thus levying increasingly explicit requirements on resident firms: job quotas , export quotas ,
capital inflow and reinvestment requirements , etc. as well as the traditional (and far less important ,
economically) focus on using local managers and selling share s locally. The firms usually
accommodate quite well to these requirements , especially as tax and other incentives are often

-

~~ 
. - offered as inducements.

The problem with this trend , which is far along in Canada as well as in a number of developing
countries (including such important ones for U.S. interests as Mexico and Brazil ), is not the burden
it imposes on the firms but the burden it may impose on the United States as the balance of
national economi c advantages deriving from foreign direct investment shifts from the home
country (the United States) towa rd the host countries. Jobs can be shifted. Exports and capital

- flows can be shifted , with important effect s on balance-of-payments positions , exchange rates and
hence real welfare. -

It is still of course true that both home amid host countries can benefi t from sonie investments.
Some aspects of all foreign investments , such as their balance-of-payments effects , are zero-sum
games; one country ’s gain must represent another country ’s loss. Hence overt host-country policies
to improve their share of the benefits can reduce U.S. benefits from particular investments , and a
sufficiently wid espread adoption of such policies could become sign i ficant even in term s of U.S.
economic aggregates.

Even more important politically, such policies will be seen as having such effects by groups
within the United States which are disadvantaged by them , such as organized labor. It will be much
easier to mount a drive for U.S. legislation to restrict foreign investment by U.S. firms if it can be
demonstrated that the overt actions of foreign governments are causing such investments to hurt
the U.S. economy, than it was for the first such effort by the AFL-CIO in the early l970s (the
Burke-Hartke bill) when they had to base their case on spurious aggregate statistics and isolated
cases.
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-
- in short , we may be seeing the beginning, in the foreign investment field , of the same kinds of

efforts to seize national economic advantage at the expense of other countries which developed
with such disastrous effect in the trade field in the interwa r period . To be su re , the jousting for
investment benefits is unlikely to become as extreme , short of the deveIopm~ m it of deep world
economic distress such as occurred in the l930s. But serious tensions between governments could
well develop from the trend if it continues for long, and add a new source of strain to U.S . relations
with nume rous countries. The obvious answer is to learn from the lessons of trade policy amid
create new international rules to deter policies of this sort , provide compensation for countries
which are hurt but such policies , and channel the disputes which will certa inly arise , whatever rules
were agreed , into established forums to limit the degree to which they become major bilateral
political issues.

VI.

This paper has argued that multinationa l firms are likely neither to undermine the economic
basis of U.S. national security nor to foul U.S. fo re ign policy in any direct sense . Hence there is no
case for general proscription of their foreign investment.

At the same time , we have argued that , in the new international milieu , these firms are
- • - unlikely to effectively promote U.S. foreign policy, They must in fact be viewed as increasingl y

- independent (“transnational”) actors on tile world stage , reacting pragmatically to Sen e their
corp orate interests but reconciling as best they can any conflicts among the policy approaches of
the several soverign states in which they operate. Hence there is no case for positive U.S. support
for foreign direct investment.

However , foreign direct investment is a highly differentiated phenomenon. Individual -

investments, both outgoing and incoming, could have adverse effects on ti le U.S. economy or even
more directly on U.S. security, e .g., by exporting an entire segment of the electronics industry .
Hence it would be prudent to create a new mechanism , as exists in virtually every other coun try.
which would enable the U.S. Government to delay, limit or even prevent individual  investments
which appeared likely to hurt the national interest. One approach would be to create an escape
clause for investment , modeled on the traditional escape clause for relief fro m injury caused h~-
imports , through which the U.S. group (including the U.S. Government) which felt itself injured or
threatened by a particular investment could petition tile Government for relief theret ’rom. with
final decisions based on hearings in which all interested parties could fully present their cases.

In addition , within this overal l framework of policy neutrality with a mechanism to consider
appeals against particular investments , we have discovered several areas where specific init iati ves
would promote the security of the United States. We have a major national interest in assuring
ourselves access to raw materials at a reasonable price , which could be promoted by policies which
encouraged quite a new role for U.S. companies in the extractive industries abroad. New
international rules to govern national policies towa rd incoming foreign investments are needed to
head off pote ntiall y serious disputes , which could threaten the alliance (am id other) relationships of
the United States and hence indirectl y affect our security.
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Changes from present policy could thus both reduce the likelihood that the activities of
multinationals could damage U.S. national security, and increase their positive contributions to it.
A new policy toward multinationals should thus be included in any comprehensive agenda for U.S.
national security.

Footnotes
1 William I. Spenser (President . First National City Corporation). “The New Globalists” (Address before American Chamber

of Commerce , Frankfurt . Germany, September 6 , 197 2). quoted in Samuel P h’untmgton, “Transnational Organizations in World
Politics”. World Politic s. Vol. XXV , no 3, April, 1973.

2 Cf. Jack N. Behrman, Some Patterns in the Rise of Multination al Enterpri se, (Chapel Hill, NC.: University of North
Carolina . Graduate School of Business Administration, Research Paper No. 18 , 1 969), and National Interests and the Mult inational
b.nterpri se - Tensions Among the North Atlantic Countries . (Englewood Cliffs, NJ. : Prentice-HaIJ , Inc., 1970); Charles P.
Kindleberger . American Business Abroad , (New Haven: Yale University Press , 1969)

3lhis phase comes from Raymond Vernon, Sovereignty at Bay: The Multinational Spread of U.S. Enterprises , (New York :
Basic Books, Inc., 1971).

4 Rol,ert Gilpine, “Three Models of the Future”, in C. Fred Bergsten and Lawrence B. Kra use, International Economics and
World Politics , a special issue of Interna tional Organization , forthcoming.

5 iohn Diebold , “Multinational Corporations... Why Be Scared of Them?”, Foreign Policy, No. 12, FoIl, 1973, p. 87.
‘ I  6George W . Ball, “The Promise of the Multinational Corporation”, speech to the New York Chamber of Commerce , reprinted

in Fortune , June I, 1967 , p.80.

7Stanley Hoffman, “Obstinate or Obsolete? The Fate of the Nation-State and the Case of Western Europe”, Daeda lus. 95 .
No. 3, (Summer 1966). -

8For an attempt to assess the transformation of the international system , see C. Fred Bergsten , The Future of the
International Economic &der .- An Agenda fo r  Research , (New York: D.C. Heath, 1973) , ch. I -

9For an assessment of this trend , but limited to questions or monetary policy, see Richard Cooper, The Economics of
Interdependence . Economic Policy in the Atlantic Community. (New York : McGraw-Hill, 1968).

tm 0Cf. Robert 0.- Keohane and Joseph S. Nyc , “World Politics and the International Economic System ”, in op. cit

t m m Kenneth Simmons, “Multinational? Well, Note Quite”, Co/si mbia Journal of World Business. Fall, 1966.
tm2 Cited in Raymond Vernon, Sovereignty At Bay, op, cit., P. 146.

- 
13Allan 1. Demaree. “Aramco is a Lesson in the Management of Chaos”, Fortune , February, 1974.

m4 Aramco was forced to sell 25 percent of its equity to the Saudi government in 1973 , a percentage that is in the process of
being boosted to 60 percent.

15 Business Week, April 27 , 1974 , pp. 4546. -

6A multinational corporation that seeks to maximize some objective other than long term profits—e.g. , the glory of France
or the political iinfluence of the United States—is still governed by these considerations. To the extent that its behavior differs fro m
that of a self.interested economic institution, however , it may have to survive and grow through subsidy.

7 During both the Second World War and the Korean War , the A llied governments unilaterally establishe d price ceilings for
raw materials (copper , lead, zinc , iron ore , nickel , j nolybdenum, manganese , tungsten , chromium , rubber, baux ite) produced by their
companies abroad. Typically, host country governments were not consulted about what that level should he , although the private
companies were . This resulted in substantially lower prices to consu m ers than would have to prevail , The companies were partially

88



-. - -—_- — -‘-~ - - - 
~ ,?—,-.-,. - - v.r,~’~r,’~~-. --.-,——7,-—,.--~~.- rr —r~~r~~~.acfl .. - _ c - ~~r

compensated by direct subsidies, and in some special contracts by higher’than’ceiling prices for domestic output. The exporting
countries were not.

At the begining of the Vietnam War President Johnson tried to achieve the same result by “jawbo ninv ” the companie s (rather
than declaring a national emergency). I-Ic achieved a measure of success in putting pressure on companies to hold down the prices of
imported raw materials , but could no longer get the exporting governments to go along. In copper. for example , the U.S. producer
pr-ice was held around 36 cents per pound while the open market price on the London Metals t-;xchange climbed more than 100
percent abose that. Chile, however , wo uld not allow its copper to be sold by Anaconda and Kennecott at the US producer price. The
US government managed to persuade President Eduardo Frei to sell 100,004) tons to US fabr icators at 36 cents per pound in )9h6 in
return for a $10 million loan from AID at less than I percent interest . The US government also managed to force Anaconda t o  PU)

$3.5 million in extra taxes on this shipment to compensate the Chileans for their loss.
By the end of 1966 , however , the system of try ing to keep the price of imported raw mater ials low by pressure on the

investing companies proved increasligly ineffective. Exporting governments showed that they, rather than the foreign companies or
the consumer governments, exercised sovereignty over marketing of their output.

See Robert F. Campbell, The History of Basic Metals: Price Control in World War II . (New York: AMS Press . 1968) . Percy W .
Bidwell, Raw Materials: A Study of American Policy, ( N e w  York : Harper and Brothe r s, 1958) . and Theodo”e H. Moran.
Multinational Corporations and the Politics of Dependence: Copper in Chile / 945.1973, (Princeton: Princeton University Press .
1974).

t 8 The largest and most mature multinational corporations are adopting decentralizing organizational structures that may be
more responsive to local demands, but the argument advanced here does not depend upon such organizational changes. Cf. Louis
Wells, “The Multinational Business Enterprise: What Kind of International Organization?”, in Robert 0. Keohane and Joseph S.
Nye. eds., Thansna tional Relations and World Politics, (Cambridge, Mass. : Harvard University Press, 1973); and John M. Stopford
and Louis Wells. Managing the Multinational Enterprise : Organization of the Firm and Ownership of the Subsidiaries, (New York :
Basic Books , 1972).

of these activities have been discussed asopen possibilities at two confc rences(l973-I974)on corporate rcsponsibilit)
and multinational enterprise , sponsored by the Council on Religion and International Affairs . The precedings of the first of these
conferences will be published as The Nation .State and the Multinat ional Corporation in I.esser Developed Countries (Special
Emphasis on Latin America).

20ln the case of Argentine demands on Ford to ship trucks to Cliba, to example , the Peron government threatened
nationalization if Ford did not comply and Fiat reportedly stood ready to take over the nationalized fac ilities with a management
contra~t .

2 1 For the beginning of an attempt by IBM to rationalize its worldwide laboratory location, see R.A. Bennett . ~‘IBM in Latin
America”, in the volume cited in footnote 19; G.R. Williamson, “IBM in the FAR EAST’, to be published in a subsequent volume
by the Council on Religion and International Affairs; and statemeht of Jacques C. Maisonrouge . President of IBM World Trade
Corporation in Hearings before the Group of Eminent Persons, United Nations Economic and Social Council. New York City,
September 11, 1973.

22” Multinational Enterprise and National Security ”, in Raymond Verno n, ed. , The Economic and Political Consequences of
Multinational Enterprise : An Anthology, (Boston: Division of Rese arch , Graduate Schoo l of Business Administration , Harvard
University, 197 2).

23 And the Council of the Amer icas , representing over 80 percent of all US. investment in Latin America, advised the
President of the United States as recently as November 1973 that the primary national interest that America has in supporting
private foreign investment is that “private foreign investment. - assure s access to supplies of raw materials ” Council of the
Americas , Recommendations on U.S Foreig n Economic Policy Toward Latin America. November I , 1973 . p. I .

24 C. Fred Bergsten , “The Threat From the Third World .” Foreign Po ller, (Summer 1973).

2 5 EqualIy important , investors can no longer defend themselves effectively either by promising nev. expansion programs in
the particular host country or by threatening to expand elsewhere . That would mean persuading their directors to sink hundseds of
million of new dollars in an environment where new natural resorce concessions are renegotiated to bring into line wit h mature
concessions with increasing rapidity.

26 Service or management contracts promise to be a much more acceptable form of reconciling economic nationalism and
foreign investment than the celebrated proposals for phase-out or systematic divestment. The latter involve the tenuons of
compensation form foreign ownership. They involve substantial risk for the investor. And they do nothing to ensure the home
market of access to supplies.

89 

-



- 
- - —,.—-——-

~~
- - .-- --.‘,. -

~~~~~ - - -‘— -
~~ 

-.. - ~~~~~~~~~~~~~~~ 
- ‘- --..,

~
, — .

~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
- - - . --  — - 

~~~~~

27 For an analysis of the cost of domestic sclf .sufficiency in energy (petroleum, natural gas , coal , nuclear power , and synthetic
fuels), see Policy Study Group of the MIT Energy Laboratory , “Energy Self .Sufficiency : An Economic F valuation” in Technology
Review, vol . 76 , no. ó, May, 1974.

28SamuelP. Huntington, “Transnational Organization in World Politics”, World Politics, Vol. XXV , no.’3, April, 1973.

90

~~~~~~~~ --~~~~~~.~~~~~-~~~~~~
.--,------ -- .- -— - .- - - .



_______ - ~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~ 
.-

~ ~~~~~~~ 
~~~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~

PANEL Ill

THE FUTURE OF ENERGY: ANOTHER LOOK

Panel Chairman: Dr. Edward J. Mj tchell. GraduateSc hoolof Business Administration . Utiiversityof
- 

-

- Michigan :Project Director . National Energy Project ,Americati Enterprise Institute.

Panelists: Dr. James McKie , Dean , School of Behavioral and Social Sciences , University
of Texas.

Mr. Joe l Darmstadter . Senior Researc h ‘ Associ ;tte. Energy and Minerals
Program , Resources for the Future.

Dr. James W. Hanson, Chief Economist. EXXON Corporation.

Rapporteur: Lieutenant Colonel Donald O’Shei, USA , Strategic Studies Institute , Army
War College.

91

.-—-. - -— ——-“- -  . -

-~~~-~~~~~- —— - .  ~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~~~~~~



AD AOb2 723 NATIONAL WAR COL.L WASHINGTON D C STRATEGIC RESEARCH GROUP F/S 15/3
DEFENSE PLANNING FOR THE 1980’S AND THE C.IANGING INTERNATIONAL .ETC(U)
..$JL 74 R A KARAN

UNCLASSIFIED 11L

_ _  

U~!U
I U!__ U!’
_ _ _ _

FA

~

W IUI
I 
_ _ _ _ _  _____I oua

I DL 
_____



I

p ..

A l .

•1.0 :~~___ 

L~ 11112.2

~IIU ‘ ‘ ~ 
‘
~ 

II~I~

o

IHO~
25 IHH~

4. IlIo~

MICROCOPY RESOLUTION TEST CK~~T
NAflONAL NUR(AU O~ SIN )ARDS-I%3.j~



TIlE FUTURE OF ENERGY: ANOTHER LOOK

Dr. Edward J. Mitchell
University of Michi gan

and American Enterprise Institute

Energy Myth s

I .  The Shortage is the Problem

2. The Doomsday Thesis: We Are About to Run Out of Energ y

3. Americans Have Suddenly Become Energy Glut tons

4. The Oil Companies Contrived the Crisis

11. Real Issues

I .  Oil Imports and National Security

2. Oil Crisis and World Monetary Arrangements

3. Natural Gas

4. Synthetics

92



I. Energy Myths

Accordin g to recent opinion polls two-thirds of the American people believe that the energy crisis
was contrived by the major oil companies. It is also reported that only one in twenty - f ive
Americans believe that the Arab nations had an important  role in creating the crisis. In view of thi s
it is perhaps best to begin this paper by clearing the air of some myths  about the energy crisis.

Myth #1. The Shortage is the Problem.

If you ask people , including many energy “experts ” , what th e energy probl em is about you
will commonly hear that it is about current shortages or future gaps between energy needs and
energy supplies. In other words the problem is defined as a shortage or a gap.

The trouble with these views is that  shortages and gaps are not acts of nature that  “happen to
us”: they are creations of men , the consequences of deliberate policy choice . Nei th er  sma !ler
supplies nor large r demands imply shortages. In fact , if we never found another barrel of oil or
cubic foot of natural gas , or never mined another toil of coal , there would be no necessit) fo r
shortages.

This observation follows from the fact that at some price the energy market  wi l t  clear. As long
as either less is demanded or more supplied as prices increase , there is sonic p rice at whic h the
energy market will clear.

Government poticymakers have three options ill any market: I )  a inarket- dearing price: 2)  a
lower price and shortages. or 3) a higher price and surpl u ses. There are free mark et  policie s .
shortage policies, and surplus policies. Tile government is now choosing shortage policies in t h e
field of energy. In the fi fties governments (state and federal) elected a surplus policy For oil . in t h e
sixties they elected a surplus policy for oil and simultaneously a shortage policy for na tura l  gas. In
1965 we had at least 25 percent surplus capacity for producing crude oil , while through the sixties
we had a shortage of natural gas reserve additions on the order of 30 to 60 percent. While these
policies may present problems for some consumers and producers — namely tile consumers who are
not allocated all they want of the limited supplies and the producers who must hold surplus
capacity or inventories — they are not the problem for the government : they are the policies of th e
government.

There is nothing necessarily irrational about choosing a shortage or a surplus policy over a t ’rec
market policy. There is always a group which benefits fro m either polic y chosen. A ra t ion in g
procedure must always be established to allocate the shortage among consumers or the surplus
among producers. The power to influence these rationing decisions is of considerable value. Thus.
politicians , bureaucrats , Washington lawyers , and the communications media are beneficiaries. As a
practical matter , the benefits accruing to this group may dominate  the decision-making Process.

Sometimes rather broad-brush reasons are given for the choice of a shortage pohi c~ For
example , it is argued that  a low price energy shortage policy will  help reduce in f l a t ion .  By f i g h t i n g
inflation one can only mean maintainin g the purchasing power of the  dollar.  Y et ,  the shortage
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policy only favors those , who having been allocated the ir full amount , are able to purchase this at
less than free-ma rket prices. Those favoring this policy use the Consumer Price Index to support
their thesis. However , the Index merely re flects the value of the enhanced dollars. Based on this ,
shortage policies then tend to be implemented during periods of inflation as short-term emergency
measures.

Surplus policies , such as the crude oil surplus of the fi fties and sixties , seem to be blessed with
greater longevity than shortage policies , It is much easier to calculate the distributi on of benefits
and injuries on the supply side. Businessmen can readily measure in dollars and cents tile effects of
different prices and diffe rent allocation formulas. Tile difficulties of calcula ting benefits and
injuries to consumers of shortage policies cannot be understated. We know that if the price is set
only a li t t le below the markey-chear ing level the number of consumer beneficiari es will be large but
the benefits to each one will be small. As the price is lowere d , the individual benefit s increase but
the number of beneficiaries shrinks as the supply decreases.

An important exception to the tendency for shortage policies to be short-lived arises from t h e
fact that there may be substantial benefits from a shortage policy to suppliers of competing
products. If there are chose substitutes for a particular product , a shortage policy for th at  product
increases the demand for the substitutes. This is what has happened in the natural  gas market .
Prices far below the market-clearing level for natur al gas are creating artificial demands for h iquif ied
natural gas (LNG) and synthetic ~as from coal , both of which cost double the probable
market-clearing price. Strong opposition to deregulation of natura l gas prices in 1972 Execu tive
Branch discussions came only from those associated with LNG interests. The princip al Senate
advocate of stricter and more extensive price regulation of natural  gas is from the state with the
largest bituminous coal resources.

Thus, while there is li t t le likelihood of a long-run shortage policy on energy, there is a good
probability of deliberate shortage policies for specific forms of energy. Many new forn is of energy ,
such as synthetic fuels from coal , have a chance for commercial success only if shortage policies are
imposed on competing cheaper sources , such as conventional oil and natural gas.

Myth #2. The Doomsday Thesis: We Are A bout to Run Out of Energy.

Abandoning shortage policies will mean higher prices. For awhile these prices will be higher
than would have existed had free market policies been chosen all along and higher than the level
that will prevail in the long run. Supply in today ’s market is geared to prices expected under a
shortage policy . And , unfortunately,  it takes severa l years for energy supplies to respond to price.
in a free market everyone can have all he wants at the market price. There are no gaps or short ages.
The true measure of scarcity, therefore , is price , and the measure of long-ru n scarcity is long-m n
price. The prices we will observe immediately when the free niarket is reinstated will overstate the
long-run scarcity of energy.

The question that seems to concern many is whether energy is getting so scarce that severe
adjustments will have to be made in the way we live. The concern is not focused on the scarcity of
oil refining or electric power generating capacity, both of which have been giving us problems
recent ly. We know these are basically m anufac tur ing  activities and are subject to no more scarcity
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in the long run than plants that produce automobiles or sewing machines . The concern is about the
raw material for these plants — oil , natural gas , coal , and uranium. Are we depleting these natur al
resources so fast that we will run out before long? Many think so.

If the age of an idea contributes to its validity then the doomsday thesi s has a lot going for it .
Doomsayers have been consistently voca l, but they have also been consistently wrong. For
example , America has had less than a dozen years ’ supply of oil left for one hundred years . There
are two reasons why these forecasts have been so wrong in the past and why they are so irrelevant
today. First , there is the popular tendency to focus on proved reserves, which always appear
fri gh t ening small. Proved reserves in the oil and gas producing industry are essentially what are
called inventories in other businesses. The fact that oil men hold only ten or fi fteen years supply of
oil under the ground should be of as much concern to us as the fact that shoe stores keep only
thirty days ’ supply of shoes on the shelf. To hol d more would be unprofitable for the businessman
and uneconomical for society. When we do find places , such as the Middle East and North Africa ,
holding fifty years’ supply, we are witnessing either a business error , or an expectation of enormous
growth of deliveries, or an extremely low cost of holding inventories , or some combination of the
three.

When policymakers go beyond proved reserves to the use of estimates of potentially
recoverable reserves, they often misinterpret the figures. The ultimate quantity of oil under the
ground is (as Professor Adelman tells us) unknown , unknowable , and most important , uninteresting.
The pertinen t questions are: how much do we have io give up to get an extra barre l (or billion
barrels) of oil? How much is that barre l worth to us? If it is worth more than it costs , and costs less
than alternative energy sources, we should use it; if not , we should leave it in the ground. When we
decid e to stop using oil , it makes no difference whether we have left in the ground an infinite
amount , a trillion barrels, or a barre l and a half.

The focus on the very long run by the doomsayers is good strategy . Bad forecasting is rarely
dimissed because it is bad; instead , people demand a better forecast. But economists and
businessmen understand that no one knows what lies ahead fifty years and that the costs of
searching for highly uncertain answers greatly exceeds their value. More importan t , there ~is no
reason to believe that we can significantly improve our forecasting accuracy in the future. Changes
in tastes, technology, and resource discoveries are so unpredictable as to make ten or twenty-year
forcasts little more than crystal ball gazing.

Myth #3. Americans Have Suddenly Become Energy Gluttons.

While costs of producing energy have changed over the years , there is no evidence that they
have changed so quickly or so dramatically as to bring about the current scarcity. If the supply side
is not to blame , what about the demand side? Statistics I have developed show a significant
acceleration in the growt h of energy consumption between 1965 and 1970 as compared with the
1960 to 1965 , or 1955 to 1965. A more rapidly rising demand for energy might have caused the
crises.

The evidence does not support this thesis. Normally, an exogenous increase in the rate of
demand growth would imply rising pri ces or at least less rapidly falling prices. The fact exists that
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real energy prices were falling through the fi fties and the decline accelerated continuously through
the Sixties right up to the middle of 1973. Real energ y prices fell 3.1 percent from 1950 to 1955 ,
3.7 percent fro m 1955 to 1960, 6.5 percent from 1 960 to 1965 , and 8.1 percent from 1965 to
1970. In all , real energy prices fell by about one- fourth between 1950 and the middle of 1973.

This price pattern implies that it was not so much exogenous shift s in demand that  spu rred
consumption , but rapidly falling prices inducing consumers to purchase more energy. In short ,
energy was becoming more and mo re of a bargain compared to other consumer prot’ucts and so
consume rs bought more .

Myth #4. The Of I Companies Contrived the Crisis.

The question here is whether oil companies behave like a cartel , collectively setting prices and
production , or whether they behave like competitors , simply doing their best to make profits in the
face of market and govern mental fo rces beyond their  control.

There is no systematic body of evidence showing that the oi~ industry is cartelized. There is
considerable evidence that the industry is competitive. First , the industry is not highly
concentrated; it is not dominated by a few firms. The average market share of the four largest firms
for all U.S. manufacturing industries in 1966 was 39 percent. In 1972 the four largest domestic

- . . refiners had less than 33 percent of the market , and the four largest domestic crude oil producers
had 31 percent of the market. In 1968 the four largest natura l gas producers had 25 percent of the
interstate market. Most manufacturing industries are more concentrated th an the petroleum
industry.

Second , the industry is not particularl y profitable. One characteristic of a monopoly would be
excess or above-normal profits over a long period of time. I measured the profitability of petroleum
companies between 1953 and 197 2 and reported in my testimony before the Special
Subcommittee on Integrated Oil Operations of the Senate Interior Committee and compared them
with the prof itability of the Standard and Poor ’s 500 stocks , a broad based index. My main
conclusions were :

( I )  American petroleum companies were significantly less profitable than the S&P 500 over
the 1953 to 1972 period. Indeed , not one of the 21 American petroleum companies equalled the
S&P 500’s rate of return .

(2) The eight companies charged by the Federal Trade Commission with monopolizing the
industry earned an average rate of return on 12.1 percent , more than 20 percent below the S&P
norm for the 1953 to 1973 period.

Perhaps the most dramatic distinction between the behavior of a competitive industry and
that of a cartel can be found by comparing the experience of the world oil market when it was
dominated by seven oil companies (from 1 947 to 1969) and when it was dominated by a produc-
ing national cartel ( fro m 1970 to present). During the earlier period world oil prices fell 65 per-
cent. Since 1970 they have risen 700 percent.
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II. The Real Energy Problems: Cost and Reliability.

I .  Oil Imports and National Security. 
-

The recent Arab embargo dramatically focused at tention on the importance of reliability of
energ y supplies. However , the reliability problem has been recognized for almost two decades and
was reflected in the voluntary oil import restrictions fro m 1955 to 1959 and a mandatory oil
import program from 1959 to 1973. The most carefu l assessment of the tradeoff between nat ional
security and the consumer cost of oil was conducted by the (‘abinet Task Force on Oil Import
Control in 1969. Although some of the quantitative forecasts made by the task force have turned
our to be wide of the mark — a feature common to almost all such forecasts -- certa in basic
j ud~~nents do seem to stand up. One of the m is the determination of precisely what the nat ional
security risk is. The task force concluded that:  the risks to security from interruptions of oil supply
do not , in the main , concern any danger to the functioning of the nation ’s armed forces. The
military needs of the nation in an emergency, even if all requirements had to be procured in the
United States , are such a small fraction of total domestic consumption that oil supply for the
armed forces is very unlikely to be placed in jeopardy. We are thus speaking largely of se cur i ty  of
supply for defense production and for essential civilian uses — uti l i t ies , space heating, motor
vehicles , etc. The risk of import interruptions poses a threat to the funct ioning of the civi l ian
economy which migh t possibly have a serious effect on the nation in genera l or on defense

- 1 
industries in particular.

This conclusion is important because it n\eans that the reliability of supply is in fact not a
trade-off between the military aspect and the consumer aspect of oil imports , but between one
consumer aspect—reliability of supply—and another consumer aspect --cost.

To appreciate how we arrived at our pre sent ~ilenima let us review briefly the history of U.S.
oil import policy.

As late as 1 946 the United States was shipping more oil reserves overseas than it was receiving.
But this positive balance was never realized again as exports fell from their  modest wart ime levels.
while imports rose for more than a decade without inter ruption.  By 1955 overseas imports had
increased four times. Do mestic producers were concerned that the substantial price increases
earned after the war — crude oil was selling in 1955 at more than twice its wartime level — would be
washed out by the foreign onslaugh t and that domestic production would have to be cut back to
make room for the indefinite expansion of overseas imports.

The source of these rapidly growing imports was the burgeoning low-cost production of the
Middle East and Venezuela. This production potential seeme d — and was -- almost un l imi t e d
compared to the size of the market. From 1950 to 1957 the major Middle East producing nat ions —

Iran , Iraq, Quwait , and Saudi Arabia — more than doubled production . and there was far more just
waiting for a dril l bit. As evidence of this potential , Saudi Arabia has, since 1950. increased
production ten fold , and there is still much beyond that.
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For U.S. producers there was no remedy for these bleak prospects in the private sector. The
only recourse was political ; to seek relief fro m an ins t i tu t ion capable of app lying coercion — the
t’ederal government. The federal response was , however , not initially coercive . A voluntary import
program was set up in the hope that  importers would recognize their overall long-term interests —

most importers were also domestic producers — and cooperate by l imit ing imports. At first an
informal arrangement was set up. This was displaced by a more serious , but still voluntary,
regulatory effort in 1957 as new firms kept entering th e import business. These “newcomers” also
undermined the second voluntary program , as some small companies raised imports rapidly to take
advantage of a 50-60 cent per barrel , or 20 percent , diffe rential between delivered domestic and
overseas crude. As ~t result overseas import s rose almost 40 percent over the four-ye ar life of the
voluntary programs.

In March 1959 the Mandatory Oil Import Program went into effect and continue d unt i l  April
1973. The mechanism chosen to restrict imports was a quota fixed as a percentage of domestic
production. Obviously there were many possible alternatives: a quota fixed in absolute amount:  a
fixed tariff varying with the level of impo rts. Given that a quota was chosen , there was still the
choice of how to allocate import licenses. They could have been auctioned to the highest bidders.
Instead they were mainly allocated to refiners on the basis of refinery inputs. Economic analysis
suggests that the system chosen results in the highest domestic crude oil prices given the proportion
of imports to domestic consumption.

If we are to judge the quota program by the extent to which it restricted imports . it would
have to be judged a success , at least up until 1 967. Overseas imports rose 27 percent in the first
eight years of the program. Domestic production rose 29 percent , put t ing overseas imports in a
slightly poorer relative position. Furthermore , almost two thirds of the increment in imports was in
the form of heavy fuel oil , ‘.vhich is highly competitive with domestic natura l  gas and coal , and on
which domestic refineries had been cutting back yields for three decades.

By the late I 960s it became clear that either the domestic price or the proportion of imports
would have to be allowed to rise signficantly in the coming years . Additions to domestic reserves at
the prevailing prices were insufficient to maintain the historical degree of self-sufficiency. Texas
allowables were rising during the late l 960s. Production at 100 percent was ju st down the road.
Left alone , under the protection of the impo rt quota , prices would have risen substantially.
Instead , operating under the constraints of a very different political environment and an
atmosphere of concern about inflation , the industry was able to gain only a 25 percent barrel
increase in February 1969 and November 1970. At the end of 1972 real U.S. crude prices (deflated
by the wholesale price index) stood 5 percent below their 1967 level.

Setting the quotas at the difference between domestic demand and domestic productio n at
the available capacity meant that contro l over price passed fro m the producing states and industry
to the federal government. And federal policy aimed at keeping nominal or money prices relatively
stable. Prices were neither as high as the industry would have liked , nor as low as they would have
been with no quotas or larger quotas.
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In the spring of 1 973 , due to a combination of higher f.o.b. foreign crude prices and higher
tanker rates , the price of delivered foreign crude rose to levels comparable to or even higher than
domestic crude (depending on the quality of oil). fn these circumstances the quotas served no
function except to allocate the foreign crude amo ng importers . The quotas were not keeping oil
out , nor were they keeping domestic prices up. Even as allocations of the right to import they were
no longer allocating anything of value because the spread between domestic and foreign prices had
disappeared .

Faced with the inevitability of shortage s in gasoline and heating oil (if economy-wide price
controls were to continue), the quota program became a curious anomaly, virtually wi thout
reasonable defense. In April the President announce d the end of import quotas and their
replacement by a system of license fees — a euphemism for tariffs — on crude and petroleum
products.

On April 18 , 1973 , the President signed Proclamation No. 4210 which removed manadatary
quotas on crude oil and product imports and substituted a system of license fees to encourage
domestic production and refining. The schedule of fees varies between crude oil and products , and
between gasoline and other products. No fees were imposed on ethane , propane , butane , and
asphalt imports.

The new program drops this tarr if and replaces it with the new higher license fees , but also
excludes from fees classes of importers that had held quotas under the old program. These
fee-exempt licenses accounted for the overwhelming bulk of imports in 1973. In subsequent years
the quantity of fee-exempt tickets will be reduced by formula. By 1 980 all imports will be
fee-paying.

The major issue raised by the new program from our point of view is: How do the levels of
protection granted to domestic refiners and producers by the license-fee system relate to the
national security or reliability considerations?

The protection offered to a new domestic refinery is 57.75 cents per barrel for the first five
years and 42 cents per barrel for the remaining life of the refinery . The value added by a new
foreign ref ’mery would be about $1.20 per barrel. Thus, the protection offered runs close to 50
percent of the value produced for the first five years and 35 percent thereafter. These are high rates
of protection by U.S. tariff standards. As a point of reference the Cabinet Task Force on Oil
Import Control (1970) recommended a 10 cent per barrel or less than 10 percent leve l of
protection.

But how badly should we want a very high degree of domestic refining self-sufficiency? The
concern about refineries in the past fi fteen years has been that so many were being built  outside
the U.S. If that trend continued a question of national security might arise, It is doubtfu l , however .
that the national security requires that all new refineries built to supply the U.S. market be located
in the U.S. Foreign refinery capacity is scattere d over many nations. No one nation would supply
an appreciable percentage of U.S. consumption , nor is it likely that any group of nations would
conspire to cut off supplie s to the U.S. The national security aspect of refining is very different
from that of crude supply.
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A more modest degree of protection — say, 25-30 cents per barrel for all refinerie s — would
probably assure a high degree of security, yet enable some foreign refineries to compete in the U.S.
market and provide independent marketers with wider sources of supply.

The protection offered to domestic producers is 2 I ‘cents per barrel in 1975. This is about 3
percent of the current value of domestic or foreign crude. (Again , as a point of reference , the
Cabinet Task Force recommended a $1.35 per barre l tariff. This was the normal differential
between domestic and foreign crude prices under the old quota progra m of the 1 960s.)’ ,

How much additional domestic production does this 2! cent fee or tariff buy and how much
more imported crude oil will be displaced? The answer depends upon the elasticity of supply
of domestic crude with respect to price. A reasonable range of elasticities would be 0.5 to 1 .0. This
means a 1 percent differential in domestic price would result in a one half to 1 percent increase in
domestic supply. If we were producing 11.0 million barrels per day in 1980 without this 21 cent
tariff , production would junp to 11 .3-1 1.6 million barrels per day with the tariff . If we were
importing 10. million barrels per day in 1980, this would fall to 9.4-9.7 million barrels per day.
Obviously, a tariff of 21 cents per barrel on crude oil makes little difference in the U.S. impo rt
picture or in its reliance on Middle East crude oil.

With recent sharp increases in the world crude prices the United States can be expected to
become far more self-sufficient — provided that domestic crude is permitted to sell at free market

‘1 
- prices. New crude oil now sells at free market prices, while old crude sells at about half that

amount due to pr ice controls. There is considerable pressure in the Congress to contro l new crude
prices as well . Still it takes considerable time for the industry to bring new crude sources on stream.
The normal lag from initial exploration and discovery to the consu mer is three to five years.
Sparsely explored and distant areas such as Alaska will take longer than that. Furthermore , there
will be the inevitable delays brough t about by environmental suits and normal sluggishness of
government in setting up leasing programs on federal lands. We must , therefore , be prepared for an
interim period to import oil in large quantities from overseas, particularl y f o m  the Middle East and
North Africa.

Should a special government program , such as oil stockpiling, be created as a precaution
against future cutoffs of imported oil? In a truly free domestic oil market such a program would be
unnecessary. Businessmen face the problem of unreliable supplies every day and solve it by
maintai ning a diversity of sources, spare capacity, and additional inventories. They do this not
because they are concerned about the hardships imposed on their customers in the event of a
shortfall in supplies, but because it is expected to be profitable . When shortfalls occur , prices will
rise and they will be able to pro fitably sell the additional inventories and produce from th c ’r spare
capacity. It is the expectation of profit from exploiting these situations of unusual scarcity that
makes the holding of added inventories and spare capacity worthwhile.

This approach to the reliability problem has two socially desirable consequences : firs t , it
reduces the impact of any short fa ll by provid ing additional supplies in times of scarcity and
thereby reduces the price necessary to meet demand; and second , it reduces the likihoo d of a
deliberate cutoff of supplies since its impact on consumers is reduced.
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For this approach to be optimal two conditions must be met: first , the suppliers in the private
sector must have knowledge about the liklihood of a cutoff. Second , the same firms must believe
they will be able to prof it in case future cutoffs occur — by selling at free-market prices in periods
by scarcity. I t is sate to assume that the first condition can be met. It is the second condition that
has and will be diff i c~ilt to meet. Many do not support free-market prices during periods of unusual
scarcity. The political process tends to choose shortage policies and price controls in such
situations , at least for a t ime. Businessmen know this and there fore hold smaller inventories and
less spare capacity than they would tinder optimal conditions.

To remedy this inadequate preparation for import cutoffs , the government could require
importers to maintain extra inventories or spare capacity as a condition of importing. It is not
desirable for the government to stockpile oil itself , or even to specify the manner in which
importers stockpile oil. It may be cheaper for some firms t’ maintain spare capacity in some wells
and in their transportation system than to store oil in tanks. Closing in some high-cost stripper
wells and keeping them on tap for emergencies might prove economical in some cases. All the
government needs to verify is that additional oil can be delivered when it is wanted . For the
government to hold oil itself , or specify the method that private firms must use to hold oil , would
result in unnecessary costs.

• 
. It should be noted that this suggested interventio n of government is not the result of ’

imperfections in the free market. As is commonly the case , the demand for govern m ent action is
the consequence of other government actions , actual or potential.

2. The Oil Crisis and World Monetary Arrangements.

Until the past year events in the world oil market had only a minor influence on the U.S.
market. The quota policy adopted by federal and state governments effectively insulated the U.S.
from developments abroad. The shift after 1969 from a restrictive import policy to a free market
and then to a price control policy on old crude oil have made the actions of Middle East producers ,
especially Saudi Arabia , a dominant influence on the U.S . market.

Three trends have occurred since World War II in regard to the world oil market. First , the
concentration of production among major producing countries and major producing companies
declined. In 1950 Iran , Saudi Arabia , Venezuela , and Kuwait had roughly 3.3 million barrels per
day, or 90 percent of the production of the major foreign , free-world producing countries . By
1969 , they had 12.1 out of 21.3 barrels per day, or 55 percent. In 1950 the four leading oil
companies — Exxon , BP , &iell, and Gulf had 83 percnet of the output of the major foreign ,
free-world producing countries. In 1 969 this had declined to 56 percent. Concentration of
production by country and by compan y fell sharply over the SOs and 60s.

Second , the price of crude in the Persian Gulf fell substantially over the same period. In 1950
the price of Arabian crude was $ 1.85 I.o.b. Persian Gulf. By 1 969 this had fallen to $1.22 (or 98
cents when adjusted for changes in U.S. wholesale price index ) . This was still well above the typical
cost of production of Middle East crude of around 10 cents per barrel , but the trend was clearly in
the direction of that cost.
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Third , a turnaround in world prices began in 1970. By the fall of 1973 Persian Gulf prices had
far surpassed controlled U.S. prices, reaching $7 per barrel by December 1973.

An important device in raising the cartel price was the shift to per barre l taxes. Key members
of the Organization of Petroleum Exporting Countries had shifted to de facto per barrel taxes by
1967 (although the taxes were still called income taxes). With adjustm ent for transpo rtation and
crude quali ty these taxes gave the producing nations a far better mechanism t’or discouraging
competitive production a; ing countries by, in effect , selling licenses to produce at coodinate d
prices. It is generally agreed that the major oil compai~ies were passive participants in this process.

What is in dispute is why the Persian Gulf price has turned around so sharply in the past few
years . According to one view , this turnaround was inevitable because of t h e  increasing cohesiveness
of the members of OPEC. the projected dominance of Saudi Arabia (and possibly Ira n in fu ture
markets, and the enormous revenues of OPEC members — particularly Saudi Arabia - relative to
their domestic needs. According to this view , all that could be done was to make an effort to
stabilize the situation by international negotiation. Oil prices of five or ten dollars per barre l were a
necessary outcome.

Another view has been that there was nothing inevitable about the turnaround in prices.

• Whichever view is correct , it is now obvious that the OPEC cartel has the upper hand and is
fully exploiting its position.

Since Semptembe r 1973 , Persian Gulf expo rt prices have risen from about $3.10 to $8.30 per
barrel (as of January 1974). Perhaps the most critical aspect of future oil policy is the path of

V future prices. Some forcasters see still higher crude prices down the road. On the other hand , some
economists, such as Professors Friedman and Houthakker , believe that current prices already
exceed the level that would maximize long-run human cartel profits. And one leading oil
consultant , Walter Levy, sees serious problems for the cartel in maintaining current prices over the
decade. Current prices , they argue would so reduce demand and stimulate supply that cartel
revenues would be smaller than if prices were cut back. The large expected response of demand and

• supply to changes in world crude prices is evidenced by a recent study done for the Organization
for Economic Cooperation and Development which show 1980 oil exports to North America ,
Western Europe and Japan at half the level predicted before the recent sharp escalation in prices.
Incidentally, most of the change in oil import demand is likely to occur in the United States since
it has far better energy resource opportunities than most other OECD nations.

The possibility of a decline in world crude prices is also take n very seriously by the U.S.
Department of Commerce, and thus by implication , by some major U.S. energy companies since
the Department generally represents U.S. business interests and puts forward their views in the
councils of government. The Commerce Department has recently offered a plan to provide a
guarantee of high prices—in the same range as those prevailing now in world markets -~for
unconventional petroleum substitute s~ however , there is hardly a need for a guaranteed price if one
is confident prices will not fall.
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Predicting the path of future oil prices requires a knowledge of world demand and supply
responses to price. In addition , it requires a knowledge of precisely which nations comprise the
world petroleum cartel. High cartel or monopoly prices can only be maintaine d if production is
curtailed in the exporting nations. To the extent that an exporting nation does not curtail
production , it is not a true member of a cartel in the ecoriomic sen se , whatever its formal status in
international organizations such as OPEC.

During the recent Arab embargo only Arab nations curtailed output .  Most other exporting
nations cont inued to expand production. Between Sertember and November 1973. Ara b producers
reduced production by 23 percent , from 20.5 niil lion barrels per day to 15.7 million barrels per
day. This amounted to a reduction of 8 percent in world oil production. In January , 1 974 Ara b
production rose to I 7 .6 million barrels per day, and it is likely that , wi th  the suspension of the
embargo , production will return to tIle September 1973 levels in all Arab nations , ex cept Li bya an d
Kuwait , which will apparently continue their production at .Ianaury levels.

V The success of the Ara b producers in achieving coordinated cutbacks in production for a brief
period does not imply th at curtailed production can be easily achieved in the long run .  And yet
that is what must happen if current prices are to be sustained. Oil demand and supply are very
insensitive to price in the short run. Over a period of years demand and supply adjustments will

• necessitate far smaller exports than anticipated earlier , as the OECD study suggests. This is where
the question of precisely who comprises the cartel comes in. If the cartel is composed only of Ara b

• nations, then those nations must bear the full brunt of curtailment while “freeriders ” such as Iran.
Venezuela , Nigeria , and Indonesia derive full benefits. But limiting the carte ! !~‘ ~ist the Ara b
nations may still be too broad. Iraq, the third largest Arab producer , did not cur1 .~i ! production
during the Arab embargo . Actuz~tly, it in creased production by 5 percent fro m September to
January . Other smaller Ara b producers will find that their curtailment has little positive effect on• price and considerable negative effect on their income. While this is very speculative , it could turn
out in the long run that the cartel will amount to just Saud i Arabia , Kuwait and AbuDhabi — and
perhaps j ust Saud i Arabia. If so, the most profitable cartel price will be much lower than for an
all-OPEC or all-Arab cartel.

The actions of Saudi Arabia at the Vienna OPEC meeting in March suggest that in the long run
the cartel may be rather narrowly based and that the optimal cartel price may be lower than the
March 1974 price. A majority of the members of OPEC wanted to raise prices but were dissuaded
when Saudi Arabia threatened to resign from the organization. While this disagreement may have
been due partly to non-economi c considerations , it is certainly consistent with the view that the
cartel is narrowly based and that the current price is higher than the price that would maximize
cartel profits. The view that “political” as opposed to “economic ” considerations niay dominate

V future cartel decisions does not really change the analysis much. Political strength is largely a
function of a nation ’s economic status. And , furthermore , it is not easy to imagine a nation
sacri ficing its own economi c position to achieve political gains, especially if its actions
simultaneously enrich other nations at its expense and therefore endow these other nations wi th
greater future politica l influence relative to its own.
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What can U.S. energy policy do to reduce the price charged by the oil cartel? At first glance
one might imagine that simply reducing imports would have that effect , but this is not necessarily
true. What determines whether a cartel raises or lowers its price is the elasticity of demand it faces.
It is not certain that energ y policy vis-a-vis the cartel should fo cu s directly on making import
demand more sensitive to price , that is, more elastic. To ~ut it simply, if higher prices mean a large
drop in revenues fro m oil exports for the producing countries and lower prices mean large increases
in oil revenues , we are more likely to get lower prices if imports are sensitive to prices.

Unfortunately,  some present and contemplated policies have the opposite effect. Price
controls on domestic oil mean that any increase in the imported oil price is not passed on fully to
the consumer. With domestic oil supplying 60 percent of U.S . consumption , an increase of one V

dollar per barre l in the cartel price means only a forty-cent increase in the U.S. consumer ’s price.
Price controls, by partially insulating the U.S. consumer fro m the cartel , induce the cartel to charge
him a higher price. (Fortunately , most major consuming nations have not adopted this policy. )
Furthermore , the lower the domestic price , the smaller will be domestic supplies — and the more
high-priced foreign oil we must buy.

The recen t proposal of the U.S. Department of Commerce to guarantee high prices on
unconventional energy sources by means of government subsidies also will have this perverse effect.
To the extent that U.S. domestic supplies are independent of the world price , there is l i t t le

~ 

•

~~ 

V incentive for the cartel to lower that price .

U.S. oil policy should be founded on the premise that we will buy cheap, reliable foreign oil.
This policy would make sense even if we had no influence over the world price , but with U.S.
demand becoming a major determinant of the world price , it is doubly important to adopt this
approach.

The increased price of crude oil has raised serious concern regarding the present world
monetary system. Assuming that the present price’ of $9.00 per barrel holds through 1980, the oil
importing nations will be paying well over $100 billion to the oil exporting nations. This amount
exceeds estimates made a few months ago at the lower price of $4.50 per barrel by $50 billion per
year. Questions are then raised with respect to the ability of the monetary system to handle such a
massive amount. It becomes necessary to calculate how the large payments affect the oil importing
nations ’ economies and the values of their currencies.

Over time , the sharp price increase will have two major effects: it will greatly reduce demand
and simultaneously increase the production of oil and substitute fuels within importing nations.

• The effects of the higher prices have been immediate on demand. For example , in the U.S. the
• automobile industry has begun a major transformation from the production of large cars to small

cars which has increased gasoline mileage. The American public and private sectors have both
initiated a serious conservation effort in response to the higher prices. If this trend is continued , the
U.S. Federa l Energy Agency anticipates savings greater than 10 percent of our total energy

• consumption. There have been comparable responses in Europe and Japan.
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The effects on the supply side are not as readily calculated. The estimated recoverable
quantities of oil and natural gas , which depend on price , are believed to be many times proved
reserves. The United States has a considerable advantage over Europe and Japan in terms of
available resources. To increase production of domestic resources , the United States must mainta in
higher prices and inst itute a more aggressive leasing policy i’or federal lands.

The United States Federa l Energy Agency is working towards increased domestic production
in order to achieve self-su fficiency by 1980. Reaching this goal by 1980 depends upon the ensuing
political action which would fa cilitate the development of domestic resources. If all energy imports
are eliminated by this date , the United States should become a net exporter of energy by 1985.

The Europeans and the Japanese , on the other hand , do not have the same capability to
supply themselves from within . The Europeans must accelerate atomic energy programs , rev~rse the
trend away from coal production , and develop the North Sea oil and gas fields in order to reduce
their dependency on foreign nations for energy.

The prediction that U.S. petroleum imports will be over $100 billion by 1980 does not take
into account the response of domestic supply and demand. All factors must be considered in order
to analyze the effects on the United States of such massive foreign payments and so we must also
take into account the various other changes that would occur on the international trade scene.

The U.S. Department of Commerce has projected the overall consequences of huge oil imports
on the balance of payments of the United States , Japan , and Western Europe , taking into account

• items exclusively relating to energy . Based on an estimated price of $9 .00 per barrel , including
merchandise trade and transportation , the basic balan ce (or the United States comes out almost in
balance. Western Europe ’s basic balance shows a deficit of $11 billion and Japan ’s shows a $31
billion deficit.

The oil exporters must seriously consider how they will handle their large revenues. They have
three main options: V

I )  They can import more consumer and capital goods:

• 2) They can acquire foreign financial assets: and

3) They can purchase real assets abroad.

If the oil exporters choose to spend their oil revenues on increased imports of consumption
and capital goods, they will offset the trade deficits arising from oil trade. Howeve r , the oil
exporters will not be able to utilize the increased merchandise imports effectively and must make
serious adjustments. Due to the population size and the primitive state of their economics, th ey
will shift the balance of merchandise trade toward the deficit for the oil importing nations as a
whole.
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In order to increase exports to oil producing nations , the countries resources must shift from
domestic consumption industries to export industries. This will initially involve a reduction of the
national income . The increased demand for merchandise exports will not be proportionate to each
country ’s oil imports. This will result in large trade deficits for some countries , while other
countries run trade surpluses.

V The second option , which involves using oil revenues to acquire foreign financial assets , will
affect the individual currencies to varying degrees. The effect on an individual currency will depend
upon the selections made among financial assets denominated in various currencies. The largest
amount of the financial investment will go into the stronger currencies , with the strength of the

V currency based on its particular energy trade balance. Although an initially downward adj us tment
in living standards must be faced , those standards should rise at a faster rate in the future as a result
of the “forced” savings imposed by the oil exporters.

The transfe r of funds into U.S. dollars can be done either through the internal or external
market. Some argue that the external markets are often of greater advantage to the oil exporters
since they are not as affected by political changes , such as tax increases and capital controls.
However , there is no reason to assume that the internal market could not handle this extra capital.
In fact , the Eurodollar market is very capable of both handling large sums of money and channeling
it to the countries that are able to use it most profitably.

The third option is for the oil exporters to invest in real assets abroad. This option is , for the
oil exporters , presently under way. As recently as March 5, 1974 , the Wall Street Journal reported
that there are “solid indications that the Arabs are starting to change their tradition ally
ultra-conservative investment policy to take the plunge into more profitable ventures. Ara b
institutions are buying real estate in the United States and elsewhere—hotels , apartments, and
office buildings.” This change to more progressive investments also concerns financial assets: “Arab
institutions and private investors are buying and attempting to keep intere sts in U.S. banks and
negotiations are starting for joint ventures , mainly in oil , pet rochemical and other energy-related
projects , in the United States and other places. ” At present , this means of recycling the revenues
from higher oil prices plays a minor role , but this will probably change in the future.

From this analysis it can be concluded that the dollar , relative to other major currencies , will
gain relative to the increases in the price of oil. Clearly, the market must believe this since the
strength of the dollar has closely followed the price of oil.

Another issue that has been raised is whether the Arabs would use their massive currency
reserves to disrupt the international monetary system. The Arabs, with these large oil revenues,
now hav e sign ificant in fluence in the international money and capital markets. However , this in not
reason enough to assume that the oil producing countries would not behave like other countries
and business corporations in the maintenance of efficient currency markets. It would be of greater
benefit to the Arab nations to maintain sound money markets and strong western economies.
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In the long term , the changes in the relative values of currencies will have to be handled by a
system of floating or flexible exchange rates. A system of fixed exchange rates , such as the Bretton
Wood s system, could probably not handle a shock such as the oil crisis. In fact , if a fixed rate
system had existed in September 1973 , it most likely would have degenerated into a series of
spontaneous floatings by the major countries within a t’ew m onths.

However , floating rates alone cannot solve short-term financing problems , especially in the
case of developing countries. Particularly in response to the limited economic position of these
countries , the International Monetary Fund proposed a temporary facility to help finance current
account deficits caused by the rise in oil prices.

In response to this proposa l, the Iranian government will set aside at least $1 billion in the
coming year to help developing countries. These funds will be allocated as follows: ( I )  a new oil
facility in the fund; (2) the purchase of World Bank bonds : (3) providing finance for a new
institution that would lend on concessionary terms to non-oil pro ducing developing countries.

We believe that the problems created by the increase in oil prices can be solved by the present
financial institutions. The increased prices, which lower demand and increase supply of oil , will also

V • induce the production of substitute forms of energy and currency markets will be able to
contribute to a solution if we are willing to allow relatively free exchange of currencies and
movement of capital.

3. The Regulation-Induced Natura l Gas Shortage and the Increased Dependence on Oil
Imports.

Between 1946 and 1960 natura l gas production rose fro m 4.9 to 13.0 tcf per year. At the
same time the American Gas Association ’s estimate of proved reserves rose from 159.7 to 262.3
tel. The reserve-production ratio thus fell from 32.5 to 20. 1. These movements can be explained in
elementary economic terms. Between 1946 and 1960 the real price of natura l gas at the wellhead
rose appreciably, and expectiations during the period were for rising prices. These rising prices were
due to the expanding gas markets spurred by the development of long-distance pipeline technology.
Rising prices spurred the continuing search for gas and addition to the stock of proved reserves.

The reserve-production ratio desired by producers depends upon the relationship between
expected future prices and current prices. Producers will hold more reserves (inventories) if future
prices are expected to be high relative to current prices. The fall in the actual reserve-production
ratio indicates that it was above that desired by producers throughout the period and that
producers did not expand reserves as rapid ly as their continually expanding production to lower
the ratio to its target level.

The Federal Power Commission (FPC) bega n , in 1961, hearings to determine cost-of-service
broad price ceilings. In the ensuing years it became evident that expectations of higher wellhead

• prices would have to be revised . The course of prices after 1961 comp letely reinforced that view as
real wellhead prices for new gas fell during the sixties. In 1969 they were below the 1961 level.
Whateve r the target reserve-production ratio that  was being approached prior to 1961 . the target
or desired level clearl y must have been lowered with the advent of regulation. Prices were now
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expected to either rise at a lower rate or actually tal l .  Wit h the targe R-- P ratio lowered , the rate
of decline in the actual ratio accelerated. From 1950 to 1962 the ratio fell by 2.3 p ercent per year :
from 1963 to 1971 it fell at 4.3 percent per year , almost twice the earlier rat e .

Thus, for given reserves the price ceiling imposed by the FPC accelerated domestic
production. Owners of reserves no longer expected future prices to yield an adequate return for
holding reserves. The ceilings also reduced the incentive to explore for and develop new reserves.
Despite the fact that future demand would obvioulsy he much greater than current demand ,
reserve additions were below production every year in the four years succeeding the Southern
Louisiana decision ( 1968). These trends in production and reserve additions could not continue
indefinitely without generating a shortage in current supply. The dating of tha t  shortage is not
easy , but probably occurred somewhere between 1 968 and 1970. More important is the fact that
the divergence between actual and fre e market conditions occurre d somewhere around 1963 when
the FPC decisions were becoming clear and prices were beginning to level off. The R-- P ratio
decline began to accelerate.

An attempt has been made by Paul MacAvoy to simulate the gas market for the remainder of
the 1970’s. He considers three scenarios: ( I )  deregulation of new contract prices but wi th  a
national ceiling that would keep average wholesale prices fro m rising more than 50 percent over a
five-year period—the deregulation option ; (2) strict “cost of service ” regulation based on historical
average costs: and (3) continuation of the current policy of allowing 2 to 4 cert per mcf increases
each year—the “status quo ” option. Under either “strict cost ” regulation , or the status quo , the gas

V shortage continues through the 1970’s. In the strict cost case the shortage grows from 4 trillion
• cubic feet in )972 to 8.9 trillion cubic feet in 1 980. In the “status quo ” case the shortage grows

fro m 4 to 5.3 trillion cubic feet. In the “deregulation ” case the shortage disappears in 1977 .

From the standpoin t of “economic efficiency ” these shortages—past , present , and
future—represent social waste. Opportunities for exchange between producers willing to develop
and sell gas at prices higher than ceilings and consumers , whose valuation of the gas exceeds the
price ceilings , are eliminated. Thus production and consumption never takes place . Instead , these
consumers must use less fuel or pay at least twicç the free market well head price for gas for
energy from coal or liquified natural gas imports.

To determine how much natural gas supplies would be reduced by continued regulation and
therefore how much greater oil impo rt dependency will be under regulation , five estimates have
been made of the response of gas supply to price based on five independent studies or models.

• These do not include the latest MacAvoy model which has already been discussed.

First , there is the National Petroleum Council (NPC) model , constructed by a team of
technicians from severa l major oil companies for use by the Department of the Interior: second, t h e
Khazzoom model , developed under contract for the Federal Power Commission by Prof. Daniel
Khazzoom; third , the Erickson-Spann model , published by two university professors in Th e Bell
Journal of Economics and Ma,,agen,ep , ( Science: fourth , the early MacAvoy model , published in the
Journal of Law and Econo,nics: and fifth , the Garrett study, a paper on the quant i ty  of recoverable
gas economical at various welihead prices, given by Ralph Garrett of Exxon Corporation to the
Potential Gas Committee.
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Projections were made directly from the first two models given alternative assumptions about
price. These projections were made at the request of the author by the NPC and by the FPC staff in
the case of the Khazzoom model. Each of the last three studies leads to an estimate of the price
elasticity of ’ gas supply. These elasticities were then utilized separately in a simple supply projection
model I constructed. The projections made fro m these latter elasticities , therefore , depend not only
on the elasticities themselves but on my method of projection as well.

For each of these models two cases are considered :

Base Case: Wellhead price of natura l gas constant at 24 cents per MCF

Deregulation Case : Wellhead price of natura l gas rises to 65 cents per MCF (assumed free market
level) immediately and at 2½ percent per year thereafter.

The assumption of a 65 cent gas price after deregulation is consistent with recent uncontrolled
instrastate prices , with MacAvoy ’s recent model , and with the Garrett study . Note that this is well
below the costs of imported liquified natura l gas and synthetic gas fro m coal or oil , which generally
run $1.00 to $1.50 per mcf or more (welihead equivalent).

• -
~ While the assumption of a 65 cent wellhead price is useful for comparing the response of

V 

supply in different models , it has to be recognized that the response of gas supply will partially
determine the price. In a free market price and quantity are determined simultaneously. This means
that a model that forecasts a strong supply response to price is also fo recasting that a smaller
increase in price is required to clear the market. Furthermore , consumption of competing fuels.
such as low sulfur residual oil , home heating oil , and coal , will be depressed by the added gas
supplies and the price of these fuels will be reduced.

l’he resulting projections of U.S. natural gas production are shown in the table below.

Table 1.

NATURAL GAS PRODUCTION IN TCF

Base Case 1970 1975 1980 1985
NPC 22.0 18.8 13.5 8.6
CES 22.0 19.9 16.4 14.4
Khazzoom 22.0 18.0 17.0 16.6

Deregulation Case
NPC 22.0 24.1 26.9 30.5
CES:

e . 5  (MacAvoy) 22.0 24.0 24.4 1 25.7
e= .6 (Garrett) 22.0 24.7 26. 1 28.2
e . 7  (Erickson) 22.0 25.4 27.8 30.7

Khazzoom 22.0 20.5 27 .3 31.5
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But the question relevant to this discussion is: How much more natural gas is supplied in the
deregulation case than in the base case? Taking each model separately the smallest difference in
1985 between the two options is 11.3 tcf (early MacAvoy) and the largest is 21 .9 tcf (NPC).

These are enormous magnitudes. Converting these figures to oil equivalents the smallest
difference is 5.5 million barrels per day and the largest is 10.7 millions barrels per day. For
perspective , in 1972 total U.S. oil imports were 4.7 million barrels per day and total U.S. crude oil
production was 9.5 million barrels per day. Thus if we Continue to regulate natural gas on a
cost-o f-service basis with ceiling prices far below the competitive free market level , we will
inevitabily become far more dependent upon imports than under a free market natural  gas market.
Furthermore , these import s, whether in the form of oil or gas , will cost far more than domestic
supplies.

4. Synthetic fuels.

Ignorance of market economics appears to dominate discussions of energy R&D policy.
Overwhelming political support for further energy R&D seems to derive mainly fro m concerns
about future shortages. But as noted above , shortages are policies and their elimination is trivial.
The goal of R&D policy should be to generate new energ y supplies that will reduce the price of
energy in future markets sufficiently to recover the R&D costs including a market rate of return.

The first criterion of energy R&D policy therefore is that the newly developed supplies cost
less than other supplies that will be available in the future . (By and large supporters of R&D avoid
this comparison.) Recently , the MIT energy lab examined a number of the most promising new
sources of energy. * Based on their findings I would conclude that the only new source of energy
that migh t potentially depress energy prices in the foreseeable future is oil from shale. Synthetic
gas appears to cost far more than natura l gas would cost in a market where all gas demands were
met. This seems to be tru e for even the most advanced techniques comtemplated. Synthetic oil
from coal would appear a borderline investment if coal seems unpromising at current price levels.

The MIT study also poin ts out the long lead times needed to develop commercial synthetic
production. Within the next ten years synthetic supplies could contribute little to U.S. supplies
even if their high costs were offset by subsidies.

*See “Energy Self—Sufficiency : An Economic Evaluation ,” Technology Rei ’iew, May 1974.
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CURRENCY VALUES AND ECONOMIC RESOURCES
ALLOCATION AS INSTRUMENTS OF FOREIGN POLICY

William R. Grant V
Smith , Barney & Co.

The contro l of natural resources , economic technology and utilization of ’ capital markets is
basic to the influence of the United States in protecting and developing its national interests as well
as providing domestic tranquility and world leadership.

What are the current trends particularl y as they may diffe r fro m the usual extrapolation of the
past ?

In order to look ahead one must accept the awkward posture of being ahead of the next wave
of move ment in the affairs of man and nature . The ability to forecast correctly 100% of the time or
even 50% doesn’t exist ; however , the ability to recogni ze change at an early stage is possible 50% of
the time if not 100%.

V WHA T A R E  THE REALITIES OF CURRENT IN TER NA TIONAL RESOURcES ?

My professional and philosophical background results in a pattern of applying a price to
“everything ” which I hope will provide a slightly different perspective to this Conference. It will
also take me to the periphery of some areas now covered by others in far greater pro fessional
detail .

True national wealth should be defined as a store of usefu l future energy , i.e., minerals ,
technol ogy , capital and national attitudes. In the case of all factors product prices are essential in
determinin g the economic size of the energy reserve.

Too many observers usually refer to one raw material or another at a specific price and
generalize from there. The real question internationally is the natural resource reserves , production ,
prices and distribution between four classes of countries and how they relate to world integration
and survival.

Industrialized Nations with Reserves—ex: U.S. , Canada;
Industrialized Nations without (little) Reserves—Italy, France , Japan;
Developing Nations with Reserves—Mideast , parts of Africa , Asia and South America ;
Underdeveloped Nations without Reserves—India , Pakistan.

The United Nations in its recent special session on raw materials divided the world into two
parts: developed and underdeveloped. Are they interrelated? Typical commodities exported by
developi ng countries are petroleum , coff ee , sugar , cotto n and rubber. From developed countries ,
wheat , barley, poultry, pigs , mu tton; soybeans , milk , cheese , butter . wine , wood pulp, a luminum ,
coal , furskins , fla x and linseed. Leading imports of developing countries are petroleum products ,
wheat and rice.
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The increase of commodity prices in the last two years virtuall y erases the adverse
commodity/manufactured goods price decline in the l9SOs and l960s. Therefore , price increases
that “have stuck” will change relations between countries. Since the U.S. does more business with
more countries the fu ture price trends are of unique importance in our relations.

Will commodity prices hold? No, not at current levels , but substantially above the old prices.
Current prices of most industrial commoditie s are at levels well in excess of high rates of return on
replacement facilities. What could this mean? Trade wars , tariff  barriers , civil stri fe . Expectations
have again been raised to excessive levels by non-economic politics in newly developing countries as
well as in the developed ones. The dangers of excess expectations were outlined in a Fortune article
of May 1968 by Max Ways. lie forecast that “frustration , cynicism and anger ” would develop as
the exaggerated levels of achievement were not reached. The concluding sentence was “without
prudence , the expectations that have been set in motion may turn into the worst news ever. ”
Subsequent events have proven him to be remarkably and frighteningly correct.

Much of the current international abrasion and dialogue is based on a stru ggle for resources; a
major cha nge from the 1 950s and early 1 960s when a perpetual infinite supply of all goods and
capital was taken for granted . With raw materials in ample supply the lesser developed countries
had no negotiating platform. Now that situation is different.

The U.S. can offset temporary disruptions with its natural wealth but countries such as Italy
and Japan have a difficult road ahead. Their alternatives are limited but readily analyzable if a
knowledge of raw material balance is the basis of approach.

Underneath all the talk and discussion is the search for the world’s future political structure
evolving around a reassessment of economic relationships now so diffe rent.

CAPITAL MARKETS-CURRENT STATUS

Whe n one speaks of a nation ’s natura l resources there is a tendency to ignore capital markets.
There has always been the assumption of an infinite su pply of U.S. capital mainly because there
had been from the early l930s until 1970. (As a matter of fact I’ve been unable to find any
computer forecasting program that assumes a finite limit on the supply; all assume only a question
of manipulating demand.)

Somet ime in the la te l960s the U .S. exhausted it s reserve of capital accumulated fro m the less
than optimum rates of production in the l 930s, 40s ~‘nd 50s. (Interest rates as a partial reflection
of bala nced supply and demand were as low as 4V2% in 1965.) There was(is? ) no worldwide
willi ngness to face up to the limits of excess expectations. Prudence in financial matters is hardly
recognized . Thus, the excess demand vs. limited supply (at old prices) has resulted in inflation .
social violence , commodity price explosion , na tionalism and distorted capital markets. One simple
example of the latter is evident in the market value of IBM ’s 147 MM shares which now exceeds the
3.4 billion shares of the 1 ,360 issues on the American Stock Exchange . I thoughtfull y suggest that
with all of IBM’ s brilliance and success that this might nevertheless be a good exchange.
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Capital markets provide thre e purposes : a reservoir of asset values in currency form ; a means
of exchange with the greatest of liquidity and rapidity (compared to asset barter) and as a allocator
of resources through relative price changes. The reciprocal of the latter function is the ability to
raise capital. The more liquid the marketplace the greater ease of transfer of money from areas of
excess liquidity to those with the greater real or potential return. Thus , the system functions , not j i
perfectly, but better fhan any other. To date no other system has been able to support the high
U.S. level for national defense and a consumer economy.

CORPORA TE EN VIRONMENT

Capital needs of over $3 trillion in the next fifteen years (double the last 15) indicate that  the
U.S. is again a developing country (energy , minerals , agriculture).

Large dollar needs for basic industrial capacity is unlike anything since late 1950’s.

Limitations on internal financing arc—in 1965 depreciation and retained earnings accounted
for 90% of non-residential fixed investment—now down to 75% -and declining sharply as the rate of
inflation affects current replacement cost . Corporate profits are still inadequate despite sharp
increases in current dollars; ”embarrassingly so” in current dollars due to higher product prices;
this is indicative of large wage demands in the future .

Debt/equity ratios up sharply is the last 10 years ; they cannot increase at that rate without
financial problems sooner or later; equity must be found.

Where will money come from?

1968-72 from institutional investors who increasingly purchased stock since 1965. Now at a
maximum representation with the unweighted index of all markets off some 70% (Chart I) .

The public is the major answer since it has liquid savings and has been “a seller” of common
stocks for the last decade. (Chart2)

Why Did Public Go Out of market :

I .  Aggressive willingness to pay rising prices for stock by institutions.

2. Negative effect of sharp 69-70 speculative decline.

3. Adverse tax changes for stock owners~1ip, i.e., higher capital gains.

4. Wall Street “failures” and concern about “inside knowledge” of institutions.

5. Current speculation in real estate , commodities— ”where the action is” notice recent
public advertising for these activities.

6. Attractive alternative of high yields on bond s, savings certifi cates , (‘D’s etc.
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7. Political unease and destabilization.

Timing Propitious for Return? A change to the real world of fundamenta l  investing.

I .  Good yields on many fine common stocks.

2. Min imum expectation versus excess of late I 960s.

3. Excessive speculation and failure s in real estate and commodities will exert a negative
impact on these activities.

4. Brokerage community stabilized—fuller disclosure fro m institutions.

5. Stocks of large companies already owned by public act better.

6. Most stocks (if not the market averages) have probably seen their lows. The background
to encourage a more interested public is now apparent. A tax incentive program could be
an effective “trigger ” by making the risk involved in equity investment more competitive
with alternatives.

I ~e,z:ure capital

The term refers to private and public investments in small companies and new ideas. All
V corporations have their prime origin from this beginning.

Some say that most of the great developments have come from small companies or diligent
individuals with a “bright idea. ”

The common denominator for all was a need for money. For the last fifteen years the bulk
V was supplied by some 14 ,000 “venture ” public offerings supplemented by private funds of wealthy

private investors and more recently some institutional investors (e.g.. penson funds and banks) .
Many of the large corporations that entere d the arena have retired. It takes an unusual mentality to
develop this type of business and it appears that there is too much of a conflict between the
demands of large corporate management approach and entrepreneurship. It is today almost
impossible to raise such funds and yet the country needs such innovation to keep us competitive
through the development of new ideas.

We estimate that there is a real need for perhaps $200 million per year. We must return to
public offerings. It is clear that the risk-taking incentivie system of the 1950s and l960s no longer
works. New tax incentives are essential. Ot herwi se we will go down the road of Europe and Japa n
dominated by large companies and large financial inst i tuti ons which when mixed with  the
bureaucracy of government i sa non-flexible central control .

The biggest obstacle to liquid capital markets is economic ignorance. We must educate not
only our political leadership but also the constituency starting in the schools. This is even more
basic than tax incentives. If the voting constituency understands , so will the political
representatives.
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With this hindsigh t , perhaps the market disaster is not too sweeping as measured against the
subsequent chaos. Now, however , expectations are minimal with stocks down 70% . It doesn ’t take
a genius to say that the worst is over. Perhaps the market decline was not so surprising as measured
against the excess expectations of 1968.

Stock markets ate a mirror reflection of the trend of the times. Our society and political
economy are moic concerned with the accelerating accumulation of minutia for accommodation ’s
sake versus the commitment to a larger amount of time for analysis and straightforward integrity
involved in the evaluation of our problems.

The current chaos in the bond markets is a reaction to the excessive debt that has been
created relative to capital resources. (Charts 3, 4 , 5 , 6.)

Super Cycle

The super cycle is the technical term for a world depression. Is this now possible? Ye& Why?-
excess expectations fueled by political promises that caused government , business and consumers
to borrow excessively from the future. This equals inflatio n and currency debauchment and , if
virulent , guarantees a world breakdown at some point.

Politics~ Inflation * Frustration * Inequities~ Social Unrest • Central Control

The pessimistic social and business philosophers like Fromm and Heilbroner allude to
population growth , dwindling resources, obliterative weaponry , unrestrained industrialism , moral
torpor and an absence of a sense of purpose. The financial pessismist refers to excess and irrational
debt accumulation and now a disintegrating confidence.

Conclusion: The U.S. and world cannot grow at the assumed extrapolation of old rate. Not
appreciated by most observers ; neither economists, business managers nor government. The U.S.

V rate will be xtiore lik e 3% than 4½% real GNP growth. The expectation of all the fiscal
constituencies cannot be reached. How will priorities be determined?

PERSPECTIVE

Why consider capital markets? Suppose stock exchanges were abolished. Are government
bureaus better allocators of resources than a price mechanism ; history says no but we live in a
world that requires government and private sector cooperation. (Anomaly of reverse trend of free
and non-free world).

If we sat here six years ago—July 1968—and forecast:

A quadrupling of the price of oil

Double digit U.S. inflation

A 200% increase in the price of gold
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Violence , hijacking and kidnappin g

Another mideast war

“Weak” governments in virtually all of the free world 
V

The possible impeachment and subsequent resignation of the President and conviction
of close advisors

Active economic rapport with China and Russia and deteriorating relations with Europe

The financial failure and major European financial institutions

Last , but not least , that the stock market would decline by some $450 billion (measured
fro m individual stock hig h prices since 1968) with financial collaspe and frauds: from
Penn Central , Lockheed , Equity Funding to Consolidated Edison and Franklin National.

How many would have forecast that the world would still be operative today?

The precise point is that in today ’s world we are not very able at forecasting and I’ve a natural
V 

V contrarian ’s reluctance to extrapolate fro m the current well identified platfo rm of generally
- 

V accepted assumptions. Stock prices normally discount ahead and in the current position , most
sellers appear to have exercised their desire for liquidity (a more palatable phrase than bearishness).
Thus, while the tendency is to accept a continuation of the current adverse trends , I believe some
new ones are more than apparent.

The financial leader of a major foreign international company states , “The problem is not one
of forecasting, instead it is how to assess the extent of the range of options that we may face and
defining what may be common to them all that can suggest approaches to decisions in the coming
years. ” I know of no better phrase as a gu ideline for national security planning.

US. FOREIGN IN VESTMENT

Between 1946 and 1973 some $450 billion has been sent abroad as net foreign aid , military
assistance, travel , investments , etc. The structure of the changed political , economic and financial
enviro n ment in the U.S. will result in a chan ged moderated pattern : Why? Expropriation of foreign
facilities; expensi ve foreign travel; apparent failure of economic assistance (India); less attractive
investment opportunities in developed and undeveloped countries; a growing passive interest in the
international scene by Americans.

The billions committed abroad were against an optimistic U.S. national background betwe en
1948 and 1963. The U.S. had confidence in its ability to solve any and all problems. Slowly this
has been eroded and support for similar foreign expenditures will not be easily regained in the
current pessimistic att i tude and desire to find simple scapegoats for complicated problems. The oil
companies are the current “patsies”.
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Att i tude of private and political (Congress ) investors to foreign investment versus desires of
the world will cause abrasives.

Mistaken foreign view : the recent UN session remarked tha t  “t he cap i tal to un de r ta k e
exploration in the developing countries has been f inn ing  somewhat dry. ” This they at t r ibuted to
the desire of developing countries “to assert their national sovereignty over their  nat ional
resources. ” We see it diffe rently. 

V

The atti tude of U.S. Corporate Managements: Raw materials—a slow realization tha t  no
company can confidently own raw materials in a developing foreign country (specific examples:
Argentina , Canada , Venezuela . Chile. Peru , Mideast , Jamaica) with not even a demonstrated
alternative of fair compensation for expro p riation. The negative reaction of Boards of Directors to
Prime Minister Wilson ’s statement.  “We shal l take into national ownership industrial  sectors or -

individuals first within the phara~~aceutica l , machine tool , construction , and road hau lage
industries—j ust for starters ”!

Developed countries: increasing socialism and trade barriers added to high wage rates and
taxes reduce attractiveness of fo reign investment: the slowdown of foreign spending has already

V - started. The increased U.S. pressu re to bring back foreign earnings is already causing abrasions with
some governments.

Congressional att i tude : too many domestic problems to focus abroad—voters clearly less
interested—-only strong courageous administration of congressional leadership can reverse the trend.

Conclusion: foreign countries are overestimating the current capital resources of the U.S. and
the willingness and ability of U.S. multi-national corporations to invest abroad , at old rates of
expansion let alone at higher levels. Not conducive , to good diplomatic relations. Frustration will
accelerate! -

Regardless of the options of various scenarios , the key word financially is “constraint. ” We
had better recognize its meaning sooner than later and not raise the expectations of the
underdeveloped countries unless we are willing to significantly reduce U.S. domestic capital
consumption with consumer excess.;

It will be difficult to do this. We have created large constituencies with vested interests in the
maintenance of organizations geared to allocating U.S. capital for foreign nations. The background
now is different since it impacts the U.S. directly—food prices , interest rates. etc. How do such
organizations as The World Bank , IFC. and the UN organiz e for the new p olitical environment ’
Not without new apparatus.

Technology

The U.S. was fa lsely branded in the last five years as having lost its technological advantage .
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This was based on a superficial conclusion from evidence such as the loss of TV and hi-fi sales,
sporting goods and small cars. In a quiet but basic way its know how in the basic industries (sin e
qua ‘ion ) had actually increased :

Electronic Data Processing
Pharmaceutical
Mining Equipment
Offshore Drilling Equipment
Heavy Machinery
Agricultural Machinery
Truck Manufacturing
Aircra ft
Road Building
Communications Equipment
Refineries
Seeds, Fertilizer , Herbicides

V Russia and China can look only to the U.S. for technolog y backed up by capital and
manageria! organization. Europe is socializing. Socialism is the antithesis of economy and
efficiency. The mideast settlement with Syria with commitments of capital and technology is
perhaps the modern way of negotiation or at least a different approach.

MULTINATIONALS—A brief comment on the financial aspects in discussion of these
companies. The y (including the large foreign ones: Unilever , Bayer , Philips Lamps, etc.) have dome
much to create employment and raise standards of living all over the world. Yet their image has
been one of destabilizing profiteers . In quote fro m the summary statement of the UN twenty
member panel “The Group of Eminent Persons. ” “Multinational corporations are not per se agents
of development. The technology they employ, the products they market may not always be the
right ones for a developing country. Only if the right choices are made can they make a truly
significant contribution to a country ’s development. Hence the crucial importance of being
selective. The United Nations should be ready to assist developing countries , on request , in making
the right choice and even in assessing the kind of terms on which they should seek the cooperation
of multinational corporations. ”

During all the hearings by the “Group of Twenty Eminent Persons ” not one word was
V emphasized in the financial development that was directed to the free world by multinationals.  If

the economic and political incentives are no longer there or declining, then we must accept, as a
minimum , a slower rate of capital spending. For illogical reasons the foreign critics expect their
anti-multinational statements to have no effect on future imputs of capital and managerial talent .  I
was recently told by an old State Department friend that the typical foreign bureaucracy resents
the success of the MNCs.
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FOREIGN IN VESTMENT IN U. S.

European Management View-

I .  Expand in U.S. but limited by lack of capital and managerial expertise. 
V

2. ECM has lost its political “glue” (France , Italy, U K) .

V 3. Japan ---raw material vulnerability ; willingness of social infrastructure to produce low cost
export durables.

4. Is long term strength of the US—Ch ina—Russia—Mideast based on the “glue ” of raw
materials , capital and technology?

The international economic world of private decisions , state monopolies , mixed regulation
makes it necessary to have new ground rules for decision making. Private oil companies cannot
negotiate with foreign countries. The increasingly socialistic members of the ECM cannot expect
continued capital input from U.S. MNCs. The state monopolies of the USSR, China and Saudia
Arabia require a complete ly different apprach.

Problems 0/ High Inflatio n as Related to Nationa l Wealth

V Minerals — commodity price inflation greater than the old price structure tends to bring new
production on stream and make wealth “more real” in terms of extractive economics; a
key characteristic of today ’s world. There is also a very distortive effect on costs of
production of manufactured goods. Raw material access dominates economics and long
run will change politics.

Capital Markets — borrowing short to lend long equals distortion—distrust of currency is seen in
the gold bug syndrone—does oil payment deficit threaten stability in some countries?
Yqs! Foreign countries and some less developed have borbowed to pay for oil deficits.
The danger is in the exhaustion of borrowing capability and unless one assumes a smooth
reflux of oil money, the international financial structure is destabilized. Politicians will
then act autonomously. There doesn ’t appear to be enough “trust ” to negotiate
comfortably. Thus instabi lity is at least the temporary norm .

Commodity Price — higher ones are more beneficial to U.S. than most other countries since we
have technology and managerial ability to extract the newly economic reserves. Thus
greater U.S. self-su fficiency will be a natura l evolvement

PROBABLE NEW FORCES IN WORLD POLITICAL ECONOMICS ASSOC1A TED WIT!!
NA TURA L RESO UR CES

I.  Primary loans to countries that have raw materials versus those desperate with poverty;
current lack of interest let alone action for worldwide famine.

2. The possibility of a super cycle theory .
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3. Danger of govern ment insurance of foreign investments as an invitation to expropriation.

4. Concept of mutual economic hostage : U.S. has $130 billion invested abroad—how best
to protect these assets in a rapidly chan ging world.

5. Business-government cooperation to supplement internationai d iscussions on energy,
trade and monetary problems. Some evidence already but not enough .

6. U.S. has much larger raw material reserves at current price levels than we and the world
understand —only visible in micro events—po werfu l politica l asset when understood.

7. The oil money can only create instability if we so choose by not developing alternative
sources of energy that are now economic—coal and Alaskan oil for example.

8. Is it possible to expect the worse scenario , i.e., political violence , destruction of financial
relationship, trade wars and isolationism? Yes. J ust extrapolate the U.S. economic
ignorance and lack of domestic leadership as to capital resources to the international
scene and one easily comes to this conclusion—What would the specific scenario be?

- V - a. Reduced personal taxes and increased government spending will guarantee
accelerating inflation. The world’s financial structure can ’t stand the residual
distortion.

b. Permit the ecological extremmists to keep a lid on coal , oil and nuclear power
without the government restricting consumer consumption.

c. The concept that if the Arabs won ’t support underd eveloped countries why should
the U.S.? If we ignore world’s famine we lose a lot of mora l leadership. Yet without
strong political leadership how can the people respond. V

9. An understanding _ of past , presçnt and fu tu re capital resources and economics is an
essential for political diplomacy.

10. Some foreign countries will find it difficult to do business directly with Russia or the
Mideast without the U.S. direct or indirect financial involvement and technological
direction of the U.S.

In the short run politics determine economics but in the long run economics always determine
politics. I assume that there are no more disbelievers . The following perspective comes fro m a
recent speech by Leon Kendall , Director of the Securities Industry Association.

As you look ahead , take heart , lest the ghost of today ’s political and economic troubles weigh
too heavily on you. It is well to recall that our ancestors , time and again , thought themselves to be
living in the worst of times. Consider the record :
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/810-1840 - Early in the 1 9th century , the onset of the indust rial revolution , with its
uprush of factories and cities , also produced a terrible side effect , periodic industrial
collapse—depression--l819 , 1829 , 1837. The Detroit Free Pre ss said gloomily, “All is darkness
and despair. As a nation we are at the bottom of the hill. ”

/ 853 - Franklin Pierce takes office. To that point he was the youngest president and
viewed as least competent. There is a drift of leadership. In 1857 , the Philadelphia Gazette
says , “Nothin g in this country is safe , solvent or reliable. ”

1873 - Panic following four years of the presidency of Ulysses S. Grant. Political
corruption of high officials was widespread in his admin istration. The New York World says ,
“Collapse is a grim reality. The days of the Republic are numbered .”

1893 - A decade of waste used up most of the nation ’s capital. New railroads we re
delivering so much wheat and cotton to market that prices collapsed; the flood of cheap silver
and decline in confidence in gold bring panic. The New Orleans Picayune writes , “on every
hand there is depression , wreck and ruin . We can ’t go much further. ” V

1907 - Investigations of large corporations disclose many abuses and create public
distrust leading to a declining stock market , runs on banks. The Wall Street Journal decides,

V “The old ship of state is sinking.”

One can go on and on; 1913 , 1929, 194749. The point being that change is painful especially
to those directly involved. V

It is clear that the economy can no longer grow at a real rate of 4½%; perhaps 3% is the figure.
Too much has already been borrowed from the future. Leadership can place this change in creative
acceptance . The citizenry is waiting to be led , li lt isn ’t done now with morality and integrity, it
will be done later with authoritarianism. V V

is there no escape? Yes—but it requires leadership and a prompt moderation of the consumer
sector to rebuild capital formation and purposeful direction of the use for the factors of
production.

ATTITUDES:

Attitudes may be the most important national resource we have—impossible to quantify but
not to recognize. What new trends are underway:

1. Surplus of the work force—favorable demographics—excess number of college
graduates—lawyer s now and doctors by late 70s.

2. Corporate managements—bet ter and broader philosophies.

3. Isolationism—increasing by any poll—pre fe r reductions of commitments economically,
politically and militarily. Low degree of future expectation by the people.
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4. Believe in real things—will it persist (real estate , gold , art) versus stock prices (minera l
stocks at less than book value let alone replacement)?

5. Quality i’s. Quanitv- -the developed nations can easily reduce excessive consumption but
this has no appeal to underdeveloped countries who don ’t have the luxury of moderating
economic quantitative growth.

SPECIFIC RECOMMLNDA TIONS.-

1. Organize the U.S. decision making economic process by starting with a general
conference of all the fiscal constituencies to reorganize and establish real istic economic
future assumptions for all participants.

2. Modern excess consumption of energy , food and material s through moral suasions ;
already evidence that it can be accomplished. Plan temporary financial support for
affected industries and personnel. in the terms of the economist to transfe r resources
from the consumer to producer sector.

3. Use capital resources and tax incentives first to develop new technology for substitute
raw materials; barter our capital and technology for the few foreign raw material sources

V upon which we are dependent ;  third , develop fallback stockpiles of strategic materials.
Understand the world’s need for our capital , technology and managerial organiz ation.

4. Restruc .ture our laws and regulatory authorities to reflect the new socio-econornic world .
Set the leadership for specific new economic and financial structures.

5. Avoid the temptati on to solve our problems by nationalization of industries. Integrate
the political power of government with the efficiency of the private sector to deal with
raw materials; law of sea use , etc.

6. Last , but perhaps number one , bring together a sense of specific economic purpose and
organization in the administration and Congress . The present approach of “doing your
own thing ” no loiger applies in today ’s interrelated world.

THE REALITY

A great deal of rhetoric will continue to occupy the news as to the solution for BOP problems.
inflation , oil dollars , fi xed vs. floating exchange rates , the price of gold , etc.

Beneath it all is one basic need : integrity for the U.S. dollar. If that doesn ’t improve then
there is little hope for intelligent international economic relations. The main problem today is the
need for a currency that can be purchased and held long term with confidence (by the Arabs
especially) since they have been debauched by devaluation and sold second rate Eurodollar issues
with sharp subsequent declines. As the dollar ’s prestige has declined , investors , bankers and foreign
businessmen began to prefer things—real estate , the Deutsche mark , gold—which they believed
would retain purchasing power at a higher level; and it did.
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The oil producers would quickly understand their long term vulnerability to price problems
and the enormous imbalance of currency reserves if the U.S. showed leadership to develop
immediate alternative sources of energy, reduce consumption , and offer to share with the free
world in an emergency. The Arab leaders do not want chaos. The distortion in I ta ly ,  Japan and
many underdeveloped countries is a reminder of the danger. The Arabs ’ achievements have clearly V

established their world position and influence.

Firm U.S. leadership, based on the facts (not wishes), is an immediate need for the
management of the present economic environment. Continuing crisis or an emerging solution is our
choice. The blame cannot be passed to other nations. 

.
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Military Force and Nonmilitary Threats

Commander James A. Barbe r , Jr.,
United States Navy

There is a special frustration in discovering that one ’s strength is ineffective. Americans ,
perhaps more than other people , have tended to believe in the efficacy of strength and direct action
as solutions to problems. For the last quarter of a century the United States has maintained one of
history ’s strongest military establishments. Yet there is a growing realiza tion that this strength is
applicable to a steadily decreasing portion of our problems. The frustrations of the Vietn am War , -

the weakening of the dollar as an international currency , the impact of the Arab oil embarg o, and
our apparent inability to respond effectively to actions such as the denial of American fishing right s
or the expropriation of American property, have all contributed to doubts about the ut i l i ty  of
military force. The purpo se of this essay is a stocktakin g on the applicab ility of the instruments of
military fo rce: to assess the contemporary utility of military force as an element of U.S. national

.po licy, particularly with respect to international problems other than direct military thre ats.

There is an inherent artificiality in attempting to assess the utility of military forces in t ’acuo ,
-~~ . . for they are virtually always used as one element in an overall policy. When confronted with a new

V international problem , or a recurrence of an old problem , decision makers cast about to see what
tools can effectively be brough t to bear , and military force is by no means always a usefu l one. The
ultimate response is usually a combination of actions , containing diplomatic , psychological and
economic as well as military elements , and any particular response is often only one portion of a
wider policy. Thus most of our policies which involve the use of milita ry forces combine both
military and non-military actions , and the best thought out policies generally contain elements of
both carrot and stick .

The effective use of military force , whether express or implied , must follow a political logic,
not a logic of its own. Because , at least in anything short of all-out war , the military role is only
one element of national policy, and its utility must be assessed in terms of its contribution to that
policy. That military forces cannot accomplish a task alone is not an indictment of their utility.
The pertinent issue is whether their contribution to the successful pursuit of national goals justifies
their costs , and it is against that standard which they must be measured.

To anticipat e a conclusion , it is the basic contention of this paper that military forces do have
substantial contempora ry utility, but that this util it y now rests in larger measure on their indirect or
non-fighting functions than it did in the past. To assess this change we should turn fi rst to an
examination of those factors which tend to lessen the utility of direct use of military forces.

The Diminishing Utility of Forc e

The forceful employment of military power as an instrument of national policy now appears
to have fewer rational uses than ever before , particularl y for the United States. This loss of util i ty
has been created by a complex set Of trends. Some of these trends have been with us for a long
time , some are new; certain of them appear irreversible , while others may turn out to be cyclical.
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One apparently irreversible trend is the steadily increasing destructivene ss of war. Weapons of
mass destruction , coupled with  means of delivery of world-wide reach , h ave made large sca le wa r
potentially more destructive than ever befo re . In addition , increasing world interdependence
compounds the difficult ies of containing a conflict once i~ starts. World wide systems of allian ces ,
increased economic interdependence , and modern telecommunications make it easier for a war to
spread. These changes increase the potential cost of war , thereby reducing the u t i l i t y  of direct
military action in pursuit of ’ policy by raisin g the cost side of the cost/gain calculation.

Contemporary events have a ffected the ut i l i t y  of war in other ways. The Vietna m War , for
example , has both created a relatively widespread disillusion about the ut i l i ty  of using fo rce in the
way in which it was used in that war , and has caused some rethinking of the efficacy of using hig h
technology mil i tary forces in an insurgent war. A second contempora ry influence is the prospect of
detente , which some view iii terms of ’ a reduction in the usability of force between the parties.

With the Japanese example serving as an illustration , there is accumulating evidence that the
most effective road to nation wealth and influence may well be economic and not military. This
has been reinforced by a cultural movement in the direction of widespread humanistic beliefs ,
particularly in the West , and an apparently increasing opposition to traditional authori ty.  Both of
these trends oppose military solutions , fu rther reducing the direct ut i l i ty of military force.

V Finally, the growth of world-wide mass communications generates new pressures and
‘ C  oppositions to military action. The role of niass communications in developing the majority of

both domestic and international opposition to the American role in the Vietnam War is a case in
point. War has always been a bloody and distastefu l business, but so long as this fact was vivid only
to those directly involved in the fighting it was possible for citizens more remote fro m the scene to
maintain their enthusiasm for martial glory . But when the horrors of war are covered vividly and
repeatedly every nigh t on the 6 o’clock television news , martial enthusiasm is likely to be
short-lived. Not only does this affect wars in progress , as it did in Vietnam , but foreknowledge that
it wil l take place also inhibits the decision to employ military force.

The Use of Military Force

The cumu lative effect of these trends has been to diminish increasingly the ut i l i ty  of military
V force for the U.S. But it would be a mistake to conclude that the uti l i ty of acts of war have

disappeared. Circumstances still exist in which the violent choice is still the most effective one.
Perhaps the clearest recent example is the Soviet use of force in Czechoslovakia , which from (he
Soviet point of view was highly effective.

This range of effective choice does not , however , extend to high levels of conflict between the
superpowers themselves. Large scale wars between the two superpowe rs , whether initially waged
with nuclear weapons or not , would involve such grave costs and risks that it could not conceivably
he a rational and deliberate policy for either side.

At the lower levels of violence , at which the decision to employ milita ry force may still be
rational , it is possible to sketch out roughly some of the rules which seem to affect the usabili ty of
the fighting employment of force by a superpower. For example :
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a) military force is most usable against one ’s own allies , clients , or satellites , less usable
against neutrals , and even less usable against the opposing superpower itself.

b) military force is most usable in close geographical proximity to the superpower ’s homeland
or in an acknowledged zone of influence , least usable in close proximity to the opposing
superpower.

c) military force is most easily used in support of a plausible victim of aggression , p art icularly
if this can be done tinder international sponsorship.

d) military force is under fewer inhibitions when wielded , by a superpower surrogate than by
the superpower itself.

A further rule , applicable primarily for a democracy , is that  protracted conflicts tend to he
politically impractical. Milita ry fo rce is most employable for a democratic nation either in a short .
sharp war with a clear purpose and a visible end , or in a “low-visibility ” war , conducted on a
limited basis by professional forces.

Other of the apparent rules governing the util i ty of force involve some interesting paradoxes.
-
. - For example , as has already been noted , one source of belief in the decli n ing usefulness of mi l i ta ry

violence is the development of a degree of detente between East and West. Yet paradoxically as the
danger of whole-scale conflagration recedes , the usability of lower levels of violence increases. This
is because , as the dangers of escalation decrease , it becomes possible to employ military fo rce for
limited objectives with less fear that it may get out of hand.

Similarly , an increasing belief by one side in the irrationality of force may tend to encourage
violence by the other side , as the “rational” side makes clear that it will yie ld in prefe re n ce to
fighting. The concessions to Hitler at Munich are a familiar example. Thus the paradox: too firm a
conviction that violence is irrational may serve to encourage violence.

V Despite the assortment of factors which operate to restrict the uti l i ty of overt use of mi l i ta r y
force , it is in many circumstances both usable and effective. But as the remainder of this paper will
argue , the primary value of milita ry forces in our time is in their indirect employment rather than
in direct war-fighting use.

C’lausewitz and Sziii T:u on the Use of Force

For the last hundred years the strategist most quoted in the West would probably be Karl von
Clausewitz. What he had to say was a great deal more complex and subtle than can fairly be
represented by quotes taken out of context , but unfortunately for these subtleties Clau sewitz had a
flair for ringing assertions. Two asserti qns his disciples are fond of quoting are : “War is a mere
continuation of policy by other means:” and

“Let us not hear of Generals who conquer without bloodshed , If a bloody slaughter is a
horrible sight , then that is a ground for paying more respect to War , but not for making
the sword we wear blunter and blunter by degrees from feelings of hun~anity unti l  some
one steps in with one that is sharp and lops off the arm from our body. ”
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On the basis uf thes e antI s imilar  assertions . ( ‘laus ewitz became known as the prophet of total
war though his own logic wou ld also lead to the conclusion that  as the costs and risks of war
i ncrease it beco m es a less usable means for the pursuit  of na t ional  goals.

lii contrast to ( ‘latise witt ’ emph asis upon the decisive c l imact ic  bat t le  between opposing
~i r in i es . th e  ancie nt  (‘li inese gen eral.  Stiii FILL . emphasiz ed the i l i l por ta n ce of winning  wit  hout
lig h t ing .  I Ic s ta tes :  ‘‘ Fhus . those skilled in war subdue the  enemy ’s army wi thou t  bat t ie. The~
capt ur e his cit u . s  ~v it h u n t  a ss iul t i ng t hem and overt h ro w his state wi thou t  pro tracted operations ’’ ~
Both ( ‘lau sewu t ,  and Sun I ,u  emphasize the  use of mil i tary forces as a means to achieve p oli t ical

V 
gOals. the tiu t t er en cc i~ tha t  ( faus ew itt emphasiz es the overt , f ight ing use ol V m i l i t a r y  forces. wi ti i
the aim of achieving a decisiv e set-piece b at t k  betw een Opposing forces , whil e Sun Tit i emphasi z es
b lu ff . ma nueve r  and str a tege mn , a~oiding ii irect fig h t ing wherever possible. In thi s  sense, then , we
have for some t ime been n io vi nu fro m an era dominated by ( ‘lausewit z ian strategy in t o  one iii
which Sun Tztt k inds of str at egy art’ dominan t .

V/ C/I t  it and I mp/ h -it Thr eats

That it may not he rational to use mil i tary force in response to a non—mil i ta ry  threat  d oes not
nece ssar il~ mean tha t  ther e is no u t i l i t y  in th reatening the use of force or even in ju st possessing

V 
. C  . usable mi l i ta r y  force wi thou t  any explici t  th rea t .  An adversary can never he certain tha t  you will

V behave ra t iona l ly ,  and since an irrational act ion on your  part may he cat astrophic for inn , he ma y
he intl uced to tread caut iousl y .

R ecentl y the  fact tha t  th e U.S. Marine Corps was conducting desert m:tnu ever s received global
a t te nt ion , and was widely interpreted as evidence that  the United States was considering use Of the
Mar ines in some mil i tary move in response to the Arab oil embargo. Arab spokesmen were quoted
in a variety of ringin g responses to the alleged threat ,  in cluding vows to blow up the oil facili t ies in
response to any U.S. mil i t ary  interv ention.  Few noted the fact that  the Marin e s have had a t raining
fac i l i ty  at Twenty N ine Palms for years and have used it regularly in the past. For a variety of
reasons it would not have made much sense t’or the U.S. to respond to the oil embargo by landing
th e Marines. Such an at ta ck would have provoked instant  and bit ter  world—wide oppo sit ion . would
probabl y have t riggered th e threatened Ara b scorched earth policy, and mi ght well have result ed in
a confrontation between the  IT S, and th e U.S.S.R. But the t’act tha t  a Marine landing would have
been irrational does not mean tha t  it was necessarily had t’or the Arabs to fear tha t  we might  do it
anyway . The scorched earth policy would have been even more costly l’or the Arabs than  tor us .
and thus  they had a vested inter est in not pushing us too hard for fear that  we migh t indeed prove
ir ra t ional ,  It is hard to estab lish tha t  any particular Arab action was aft ~ cted by su ch
considerations . hut  t h e  evidenc e does ind icate that  the possibility was much on th e i r  m inds.

A similar , but more t’orm ally defined and widel y understood non-use ot’ mi l i tary  t’orce is in i ts
deterrent role. Deterren ce is preventing someone from doing something he otherwis e wou ld do. fo r
te ar of ’ the consequences. Deterr ent thre ats  need not he in k intl to tie ef ’f ’ective . h u t t h ey do h ave to
be close enough to scale to be credible. It us not believable . l’or example , to th rea ten  nucl ear
retaliation in response to a gu eri l la a t t ack .  On the other h and.  it is in many  cases credible to
thr e aten  lesser n i i h i ta rv  r esponse s to ei ther mi l i t a r  or non—mi l i t a r y  pressures. As already noted.
ther e is a great deal of os t’r!ap bet ween mil i tary  and non—mil i t a ry  means of in t luen ce . and a nat ion
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always attempts to make best use of whatever means are available. Almost by definition , wars begin
when one side decides to take military action in a situation which until then has not involved direct
use of military force. A classic example is Japan ’s decision to react with military force to
non-milita ry pressures being exerted by the United States. And to the examples of direct use of
military force must be added countless instances where the’ threat or the potential of using military
force was adequate to lead to a resolution short of war. Thus deterrence in the sense of affecting
the actions of others through explicit or implied threats (which can be either m il i ta ry or
nonmilitary ) permeates much of the political interaction between states , even though the term
deterrence is customarily used in a more limited sense .

In the contemporary strategic lexicon , deterrence usually refe rs to the prevention of military
V aggression by threatening retaliation in kind. Although earlier in the atomic era it wa5 believed that

nuclear capability could be effectiv e in deterring (or even in responding to) a relatively wide range
of threats , current hopes have narrowed. It is now generally accepted that a capacity for strategic
nucelar attack can e ffectively deter actions only at the level of threats to national survival ,  This
narrowing range of effective nuclear deterrence increases the scope of problems to be countered in
other ways. Yet it does not eliminate nuclear considerations for nations comptemplating lesser uses
of force: there is always the danger that through accident , miscalculation , or irrationality a limited
use of military force may get out of control. As Laurence Martin has noted : “deterrence works
largely by the permeation of diplomatic situations by a rather crude but politically powerfu l sense

‘C 
- - of risk. ”4

The risks of nuclear war are sufficiently grave that the superpowers have tended to be relatively
circumspect and cautious in their confrontations , with apparent clear awareness that the stakes of
issues involved were not worth a risk of general war. But the way in which these non-fighting
confrontations between the superpowe rs are resolved has a very great deal to do with the relative
strengths of their armed forces even though they are not actively employed. The side with military
superiority enjoys a major advantage in diplomatic manuevering, even in circumstances in which
overt use of that power would not make sense . This is not to deny the importan t influence of other
factors , including diplomatic skill; but no matter how skilled the diplomat , it is impossible to win
the hand without holding good cards , and military force in being is one of the stronger cards.

This use of military forces extends beyond crisis diplomacy to the whole range of
negotiations. Huntington has argued that easing of the cold war greatly increases the utility of
military strength:

In an era of confrontation , there is not much that military force can be used for except
to confront , that is, to deter. In an era of negotiations , paradoxically, the potential uses
of military force multiply : military buildups , weapons decisions , deployments , and even
actions , all become ways not simply of deterring military aggression by the other power ,
but also ways of putting pressure on him to make concessions at the negotiatin g tab le. So
long as there were no negotiations , there was no opportunity for military power to
perform this function. ~

Huntington goes on to point out that American security can no longe r he adequately defined in
V terms of geography, but rests primarily instead on the development and maintenance of a set of
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relationships among the major powers so that  no power or combinat ion of powers c :n threaten the
United States. ”6 These relationsh ins in turn are based not only on mili tary power , hut on diplomatic
and economic interchange as well. The NATO nu i l i tary rel ationship, for example , is only a portion
of the much broader ties the U.S. has with Western Europe. The close linkage betwee n economi c ,
political and mil itary policies is evidenced in the tacit hut  clear impl i ca t ion  tha t  cont inued high
levels of U.S. mili tary support may in part depend on cooperative European economic and political
policies.

In all of this there is a predominance of the deterrent , diplomatic , non-fighting utili ty of
military forces over any overt role. The utility of mili ta ry fo rce in this sense is la tent  - an
important , perhaps crucial , part of events taking place , but largely in the background. The emphasis
is upon the political ut i l i ty of military forces , rather than their fi ghting u t i l i ty ,  although one is
closely dependent Lipon the other.

The perceived reduction in the direct ut i l i ty  of military force depends in part upon the
maintenance of at least a rough military balance , The dangers inherent in milita ry conflict between
the U.S. and U.S.S.R. make both sides cautious in the use of force. l’h is inhibi t ion would in large
measure evaporate if one or the other became nii l itari ly dominant.  Eve n in th at case it can be
presumed that  the strategic nuclear stalemate would persist; but as has already been noted , nuclear
deterrence has come to be credible only for a narrowing range of contingencies. If one of the
superpowers achieved clear dominance in conventional force, it could use that force with a far

‘C  ‘ greater degree of freedom than at present , confident that the weaker power could contest matters
only over issues so vital as to involve the nuclear spectre . Even in that case the impossibility of
predicting the other ’s behavior with certainty would exert some restraining influen ce .

Thus the military forces of the superpowers serve to inhibit each other in a system of
countervailing power. For example , the growth of Soviet naval presence in the Mediterrane an has

V limited the freedom of action of the 6th Fleet. A decision of the kind President Eisenhower made
in 1958 to land troops in Lebanon would be much more difficult today. If , on the other hand , the
U.S. abandoned a military role in the Mediterranean it would be likely to confer on t h e  Soviet
Union the same kind of monopoly of fo rce once enjoyed by the West. The presence of both fleets
limits their freedom of action in reciprocal ways. This countervailing effect has . at the same time it
inhibits superpower use of force , tended to create greater freedom of action for some of the smaller
powers, lessening their fears of great power intervention.

Presence

The benefits of one important use of mili tary force , those actions which fall into the categories
of “showing the flag, ” mili ta ry “presence ,” or “show of force ,” tend to be asserted more often
than analyzed. It is , for example , frequently stated that regional milita ry domination by a major
power is likely to result in a satellite status for the smaller nations of the region .There may he a
situation in which a small nation , viewing the dominant regional military power of the larger
nation , decides that the mo st prudent policy is to carefully avoid giving offense to the giant in
whose shadow it lives. This resj ,ilt is by no means inevitable however. Cuba , for example , exists as a
Soviet satellite in the shadow of the U.S.; and Norway, Turkey and Iran , with U.S. security
assistance and geographically defensible frontiers , maintain independence fro m the Soviet Union
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despite contiguous borders . Each of these instances of independence in the shadow of a giant is
underwritten by unequivocal support from the opposing giant. Presumably this is necessa ry if the
creation of dependencies is to be avoided , but we do not seem to know a great dea l about the
mechanisms involved . 

V

Policy decisions would be easier if we had some usefu l and reliable guides to act ion , hut  they
are hard to find . We seem sometimes almost to react out of habit , sail ing the fleet to a n y  trouble
spot to conduct a show of force without  any entirely clear notion as to what  is to he accomplished.
Despite this , over the years such action appears to have gained us mo re than it has lost . One of the
best features of such a response is that  it gives you a capability to do something mili tary without

g necessarily committing you to it , and can imply the possib ility of mi l i ta ry action withou t  any th ing
so crude as an overt threat. Yet even after centuries of’ practice we have l i t t le  in the way of ’ use fu l
rationale to just it’y our habitual action.

This lack of rationale can lead to a situation in which it is asserted that  a given action is e i ther
beneficial or harmful to our interests , with little established basis for choosing either side. During
the Indo-Pakistan i war of 1971 a naval task force built around the USS ENTERPRISE was
deployed to the Indian Ocean. The task fo rce maintained a pre sence there for about one month .
then left , never having been involved in military action , or even in confrontation . Wh at was
accomplished? Proponents would assert that the U.S. presence helped to stabilize the situation.
limited India ’s designs on Pakistan , and , by providing the means for evacuation if necessary . made

-

~~ 
. V the lives of U.S. citizens in the area somewhat sa fer. Detractors would assert that the U.S. presence

was useless in assisting Pakistan , needlessly alienated India and Bangladesh , and provided the Soviet
Union with an excuse for tiexing her own naval muscles in the area. Even if we grant that  the t ru th
lies somewhere in between , there is no good -vay to prove or disprove either set of assertions.
Particularly if , as is proposed here , the non-fighting use of military forces is becoming increasingly
important , we very much need more adequate theory on which to base that use. Or if “theory ” is
too pretentious a word for the level of precision we are likely to achieve , then we at (east need
more reliable rules of thumb as guides to the non-fighting employment of military force .

itli/ itan ’ Forces and National Pn l iet - : the ~ id-East War

One of the clearest recent examples of the use of milita ry forces to respond to a non-mil i tary
threat occured in the case of the Arab oil boycott which resulted from the 1973 Mid-East War. It is
again almost impossible to prove any direct link between events , but U.S. actions were from most
points of view unusually successfu l , and were a complex intermix of diplomatic and military
manuevers. Any complete assessment is beyond the scope of this paper, but even a superficial

V examination is of interest .

U.S. aims with regard to the Middle East conflict might be summarized as follows: avoid
expansion of the conflict: insure the su rvival of a viable Israel : bring the conflict to a quick
conclusion; lay the groundwork for a long-term solution: reduce Soviet influence/ increase U.S.
influence in the region : and maintain access to Middle East oil. To date we have been more
successful in achieving these aims than could have reasonably been hoped last October. A prime
ingredient of this success has been the. skillfu l dip lomacy conducted by Secretary Kissinger. hut a
major part of this diplomacy has involved a succession of military moves as well. During the
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conflict itself the more significant moves were the 6th Flee t deterrent posture is  the Soviet
Mediterranean squadro n , the well-executed air and sea resupply of Israel’s pressing mili tary supply
needs to keep pace with similar resupply efforts by the USSR to the Arab participants , ari d the
U.S. world-wide alert . Follow-o n U.S. mili tar y actions have included an increased naval presence in
the Arabian Sea/Persian Gulf area , the publicity which ~ittended the Marine training exercise at
Twenty Nine Palms , increased U.S. military cooperation with Iran , hints of U.S. willingness to
provide military aid to Egypt to replace any loss of Soviet aid, and a joint US/UK effort to sweep
mines from the Suez Canal. Each of these actions has been both criticized and praised , and it is
difficult to measure their individual contributions to the result. But although the ut i l i ty  of
the individual actions may be hard to assess, the overall policy to which they contributed has been
a success. We have achieved the majority of our aims in difficult circumstances , and the military
moves have been a substantial part of our overall effort . It is sign i ficant that all of this has been a
non-fighting use of military forces. ‘ 

V

The Problems of Latency -

The question posed by our assigned topic ‘v:l s: “what can be done with military Iorce in - .
response to non-military threats?” Part of the aii ~~~’r is that in most circumstances f ight ing use of
military force is not rational as a one-to-one response to non-milita ry threats. It is also evident ,
however , that even though our understanding of the latent , non-fighting use of armed strength is
imperfect, it can be of very high utility as a vital element in the complex business of shaping eventc
in preferred directions.

Not only do we need to understand the non-fighting utilities of military force better in order
to use it most effectively, but we also need to be able to explain it with su fficient clarity to ensure
public support, qualified volunteers, and military budgets adequate to the need. A fundamenta l
dilemma is that the more useful military force is in the latent or limited ways, the harder it is for
the public to understand or support. In one case of non-use of force , strategic nuclear deterrence .
there is fairly widespread understanding and support . Yet in other indirect uses of mi l i ta r y  forces
our case is less well understood. American tradition has tended toward all out crusades followed by
periods of virtual unilateral disarmament : and when we have been involved in more limited
conflicts popular support has eroded rapidly. These traditional attitudes contribute to the
difficulty of making the case for adequate military forces , and of maintaining the public
appreciation of the role of those forces necessary to adequate recruitment , esprit and effectiveness.
Making this case to Congress and the country in an understandable and convincing way may be one
of the tougher challenges of the future.

Other problems inhere in a situation where direct use of milita ry force is increasingly inhibited
and indirect uses are not well understood. If the use of force were to be abandoned ent i re l y , we
would lose much of our ability to influence events in that less developed portion of the world
where violence still retains greater utility. There is an even greater danger that the developed
nations of the West, viewing the use of overt force as increasingly irrational, will weaken themselves
both in military strength and in the will to use the stre ngth to the point that they tempt those who
are less inhibited to take advantage of their weakness . In contrast to what is taking place in most
Western nations , the Soviet armed services appear to be assuming an increasingly important
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decision-making role ; and after Mao departs the scene there is likely to be an increase of theinfluence of the armed forces within China. A world which combined an armed and mil itant Eastwith a weak and inhibited West would be an uncomfortable place to live.

Summary and C’onclusion

For the United States the forceful employment of milita ry power is becoming a less attractive
option. The gains to be achieved by military force have dwindled and the political , economic and
social costs associated with its use have grown. This does not, however , imply an equivalent loss in
the utility of military forces employed in other ways. It is the political utility of military strength
that has become crucia l , emphasizing the latent uses of military forces in their deterrent ,
diplomatic , non-fighting roles.

One of the inherent dangers of this shift toward ‘the latent use of mili ta ry force is that it is
much harder to understand , explain , and justify than are mo re traditional uses. This will increase
our difficulties in maintaining adequate public support and funding. Perhaps even more dangerous ,
inhibitions on the use of force are much less stringent in much of the rest of the world than they
have become for us. If we divorce ourselves too thoroughly from the use of force , we may become
painfu lly vulnerable to those who are less constrained . To forego the use of force is to acquiese in
circumstances that can be avoided or changed only by force ful means, and to abdicate contro l to
those who are willing to use force. Such a course would be both costly and unwise .
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“NEW” FORMS OF VIOLENCE IN THE
INTERNATIONAL MILIEU

Seale R . Doss
Ripon College - 

.

A decade ago , when the phra se “Seven Days in May ” referred to a different k in d  of
melodrama , American sentiment about war and politics included among its most popular
apprehensions the fear of a military ju n ta . The seizure of governmental power by the nation ’s
armed forces—dramatized , quite naturally, as a struggel between opportunism and impotence—no
doubt remains a latent (and symptomatic) theme within the American politic al tradition. For those
more concerned with events than traditions , however , seven days in May. 1974 could suggest a far
more realistic, far more sinister threat to the security (not to mention structure) of American life .
In that short time , three remarkable events captured world headlines in rapid succession :

-- Arab terrorists seized a Jewish high school and two dozen children died in a massacre
which not only und erm ined the Israeli government but threatened American attempt s to settle the
Mideast conflict.

— Hours later , two dozen pedestrian s died when stolen cars packed with t ime bombs 
V

exploded in downtown Dublin , the event inspiring a new cycle of violence among Irish extremists.

— In Los Angeles , millions watched on television as six members of the so-called Symbionese
Liberation Army waged war with police , then died in flames when the house in which they were
trapped was ignited by tear gas cannisters .

No extraordina ry imagination is required to connect such events , to perceive them as evidence
of a world-wide tendency to extenJ politices into new forms of conflict , and hence new forms of
violence. Indeed , each of the three c’uld be seen as mere episodes in the development of a new
form of struggle , for each of them reflected the politics of violence in the same way : the Palestine
Liberation Front with its suicidal raids , the Irish extremists with their bombs , even the SLA in its
own flamboyant , almost farcical way had delivered the same message again and again: henceforth
issues would be determined by assassination , kidnapping, bombing, terrorism . Presumably , then ,
only the issues themselves would distinguish such events , the techniques of their debate having
become so commonplace. One might even allude to the banality of violence : these were , after all.
only three events in May, and such violence has become so characteristic of modern extre mist
politics that even it s symbols have become blu rred . Who can even recall them all , the FIN. the
IRA , the FLQ? Still , one may suspect that the patterns of such violence provide a glimpse of the
future , and hence a warning signal for those concerned with controlling (or at least endur ing )  that
future . For it is not difficult to imagine future headlines telling of:

A jet airliner , brought down by a heat-seeking missile launched from the back of a station
V wagon parked just outside O’Hare Field...
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— An epidemic in which thousands die in Boston after the city ’s nearby filtering plants are
infected with a massive does of crippling germs...

— A city the size of Dallas held hostage by terro rists armed with a small , suitcase-carried
nuclear weapon capable of killing thousands... 

V

— An entire steel industry paralyzed for weeks when production , shipments and inventories
are misrouted because a key computer system has been tampered with and programm ed for chaos...

— Widespread death in New York City because its subway tunnels have been pumpe d with
poison gas rioting in San Francisco after a week without electricity a suspension of all schools
in Philadelphia after a series of classroom bombings....

How one thinks about such a future depends , of course , upon how one thinks at all. Given the
ideas , the language and the models by means of which war and politics are normally envisioned ,
such violence is likely to be examined (if examined at all) in terms of force , vulnerabi lity, threats ,
counterthreats , options—in short , in terms of those very categories which characterize the
civilization against which much (if not most) of the violence itself is directed. It is not surprising,
therefore , that a great deal of the dialogue associated with modern violence is doomed at the
outset. Indeed , Mao’s celebrated remark about power and the gun barre l might well be
accompanied by a secondary insight: how one sees thin gs depends, finally, upon which end of the
gun barrel he is facing. Whether or not conventional ideas will provide any insight into the future of
violence is thus largely a matter of the perspective they afford. It is not likely to be the only
perspective at hand. -

In what foll ows, two such perspectives will be attempted . One of them , the more detailed one ,
is inherently rational and thus optimistic . The other is inherently pessimistic. Neither is conclusive.
The future is, after all , a matter of speculation.

Modern Violence

In the attempt to make sense of modern violence—and particularly the kind of violence which
seems most threatening—one may isolate three fundamental considerations: the nature of
revolutionary doctrine, the vulnerability of urbanized civilization , and the relationship (if there is

-

V any) between the one and the other . It is this third consideration which will likely govern one’s
perception of the threat , for if contemporary civilization is truly marked by the presence of
violence , it is revolutionary doctrine which gives meaning to the most dramatic forms of this
violence. -

The doctrine is not especially new , but its character is easily underestimated. It is, in a sense
which is most important for the study of violence , not only ideological in nature but also both
scientific and experimental. Its essential history is no doubt well known : the 19th Century growth
of anarchist terrorism , Lenin ’s prolonged effort to integrate political violence and socialist thought ,
the Bolshevist reliance on terror and subversion , the subsequent study (an d discovery) of what
would work and what would not , the refinement of a theoretical blueprint defining the mechanism
of alienation , subversion , terrorism , insurgency , insurrection and the seizure of political
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power and , finally, the export and application of the theory in the revolutionary wars of China ,
Indochina, Algeria, Cuba and elsewhere. These are only the more obvious landmarks in the history
of revolutionary doctrine (and doctrine it is, of a most detailed sort). What is generally overlooked ,
in the pre-occupation with revolutionary ideology and tactics , is the incredible -amount of sheer
thought which has made ‘uch tactics possible , and kept such ideologies alive . For many of this
century ’s keenest minds , the search for the correct revolutionary formula has been nothing less
than the political science .’

This quest has been punctuated by intense disagreement , to be su re . Questions of technique ,
procedure , even strategy have brought fierce debate among revolutionary thinkers in much the
same manner , with much the same deliberation , which similar questions have provoked among
more conventional theoreticians of war and peace. Foremost among these issues is, no doubt , the
role of urban warfare in the revolutionary process. Despite Mao ’s emphasis on the relationship
between guerrilla warfare and the ru ra l peasant , despite the doctrinaire vision of armed ,
revolutionary conflict culminating on the open battle field , and despite the role of rural warfare in
the most important revolutions of the past half-century , the rapid urbanization of much of the
world now suggests new opportunities , and hence new strategies for revolutionary warfare , and , in
particular , a new attitude toward the role of the city as the ultimate revolutionary battlefield.

It is true that no major revolution or rebellion has succeeded fro m a strictly urban effort : it is
V
. ?  . also tru e that some of the more dramatic efforts (the FLN in Algiers , the Tupamaros in

Montevideo) have met with outright disaster. And it is also tru e that much of the specific terror
V and violence associated with urban warfa re would fit into the orthodox revolutionary format as

an adjunct to rural guerrilla warfare , in any, case . Hence it is not cleat whether the kind of urban
violence with which one is more and more confronted should be taken as evidence of a basic shift

• in revolutionary methodology. But it should be clear , fro m the very nature of revolutiona ry
scholarship, that both success and failure will be followed by serious study, and that where a
formula for success can be discerned via such study, it will be circulated for widespread use. 2

A most striking example of this process is displayed in Carlos Marighella ’s popular , and
possibly prophetic , Miiiimanua l of the Urban Guerr ila. ~ In its mixture  of ideology and tactics , one
finds a detailed inventory of modern violence and its usages. Political kidnapping is there , along
with assassination , urban bombing, hijacking, bank robbery and all the other components of

V terrorism. What makes the Minimanua l most striking is its vision ; it is not only a revolutionary
cookbook of sort s, but also an expressio n of the insights underl y ing such violence . For in its
outline of specific terrorist action it also contains both organizational theory and ideological
motivation; in short , all that is needed to make violence not only possible but meaningful , as well.
And its meaning is most obvious: the act of violence is not to be undertaken in isolation , but in
concert with propaganda , the pro vocation of the ruling authority, the creation of a climate of fear
and repression, the alienation of the people fro m an oppressive government.

If all that sounds familiar enough , it should. Marighella ’s general theme is but a
modernized version of Lenin’s though t about the process of subversion and revolution. But , with
its emphasis on the role of the automobile and the submachine gun , with its fresh insight into new
vulner abj lj t ies (especially with regard to the banking system), ai’,d with its attention to the
characteristics of the modern city (especially with regard to communications ) , the /t -f ini,nanual
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reveals just how adaptable that thought can be , and just how thorough ly it is prepared to match
new vulnerabilities with new techniques. Marighel la argues , for instance , “By taking advantage of
modern arms and introducin g innovations in his firepower and in the use of certain arms , t ht ’
urban guerrilla can change many of the tactics of city warfare ”. In the Miniinanua l those tactics are
set forth in detail comparable to that of a conventiona l mili~tary field manual .  -

Despite the widespread influence of such works , and despite their obvious indebtedness to
earlier revolutiona ry thought , it would be a mistake to interpret them as mere extensions of
Communist politics. There is an ideology there , to be sure , but it is not specifically Communist : as
if violence itself were the essential message , the typical revolutionary tract emphasizes such
violence without systematic attention to its ultimate purpose —except , of co u rse , its impact upon
the institutions , or system , or establishment against which such violence is directe d. It is this kind
of ideology which pervades the Marighe lla pamphlet , for instance , with its provocations against
“the giant industria l-financial-economic-politi cal-cultura l-military-po lj ce complex ” which guards
and perpetuates “fascism. ..colonialism. . ..the dictatorship.. .the North American businessmen ” and
all the other targets for revolutionary resentment. But aside fro m such polemics , t here is a
significant absence of detailed political thought within such works. Because of this , they are readily
adaptable to local attitudes and persuasions. The contents of the Minimanual . for example , h a ve
been circulated among and absorbed by terrorists whose political horizons are undoubtedly
different from those which inspired the pamphlet itself. It is not merely that  such doctrine is thus

-

~~ 
. V readily adaptable to local motives; the vagueness (if not downright irrelevance) of their polit i cal - i

origins means it would be naiv e to associate their violent consequences with a single , monolithic
political conspiracy such as Communism. To do so would be to misunderstand not only the nature
of such violence , but its potential as well.

It is obvious , of course , that terrorism and political violence carried out within a given nation
can prove advantageous to other nations in a variety of ways , regardless of the motives which
inspire the violence itself. The terrorism of the Black September organization not only sustains the
Palestinian conflict but ult imately influences American interests (and even the American economy)
as well; violent opposition to the selective service system in a given nation can easily undermine
that nation ’s will to wage war in some distant campaign , ultimately influencing its withdrawl (as
with the French in Algeria , or the US in Vietnam); the destruction of the petroleum resources of
Venezuela , or the copper mines of Chile , or the bauxite industry in Jamacia , carried out in the
name of anti-colonialism (or in the name of any cause at all , for that matter)  can have devastating
impact on the technology, and thus the stability, and thus the international power , of any nation
dependent upon such resources. The world-wide energy crisis which followed the most recent
outburst of Mideast war illustrates this possibility all too well.

It is not surprising, therefore , that in the general absence of any singl e political creed
underlying contempora ry violence , rind in response to the very vagueness of an ideology which
stresses mere revolution for the sake of destroying a system , one is tempted to substitute in place
of political conspiracy the fear of some kind of strategic conspiracy. The effort to make sense out
of violence thus leads fro m a concern for its political origins to its strategic implications: indeed ,
the very naivete of many revolu tionary movements , as well as the unformity of their methods amid
the diversity (if not poverty) of their political objectives , could be taken as evidence that  they are
willing pawns within a much larger struggle , a struggle which is more a matter  of international
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politics than truly revolutiona ry politics. Thus violence can be seen as a matter  of intern ational
manipulation or , as one analyst has described it , “war by proxy. ” Give n such a view of things , th e
widespread availability of an essentially apolitical doctrine of violence makes that doctrine and its
deeds even more sinister. 4 V

The evidence fits well enough . The training of Mexican revolutionaries in North Korea , the
shipment of Czech arms to the IRA , the massacre of Israelis by Japanese terrorists , Mar ighella ’s
excursions to Moscow. ..an endless arra y of such facts lend credence to a suspicion that modern
violence is , or at least could be , an extension of the cold war itself. In this sense , it is not only that
the political slogans of specifi c acts or improvements can be set aside as being essentially irrelevant
in the understanding of the acts themselves. After all , “Death to the pigs ! Power to the people ”
tells one either too little , or too much , to be of any use in understanding the bombing of a bank , or
the assassination of a school superintendent. Nor is it merely that such a view of things would
permit one to understand the specific threats associated with violence . What is most important ,  it
would permit one to anticipate the directions which such violence might be expected to follow.

If it is tru e , for example , that the eminence of nuclear suicide has made orthodox conflict
unavailable , without being accompanied by any genuine resolution of the issues theni selves , and if
it is true (as one may also suspect) that history has a way of transforming issues into one k ind  of
conflict or another , then one can easily envision a future  within which authentical ly new forms of
war (and hence new forms of violence ) may be undertaken for the sake of satisfying strategic or
internationa l objectives. The destruction of a hydroe lectric system , the crippling of a centr al
computer bank , the acceleration of a social disorder by racist and counterracist assassination , the
undermining of an economy by the pollution of an entire wheat crop. ..all these are hut mere
samples of the kind of violence which would lend itself to strategic manipulat ion.  Al though
disguised in the name of revolution or rebellion , such violence could be decisive in terms of
distracting a nation , or isolating it , or even paralyzing it. It would be , in effect , a new form ot ~~~
in response to which a nation would be hardly likely to fire off a salvo of in te rcont inenta l  missiks
Indeed , with the rapidly shifting alliances and animosities of the modern wor ld. no nat ion cn”k ~ he
quite sure in any case just which fo reign power had (or even if some fo reign power had sponsore d
its disasters , for such violence would lend itself , like underworld money, to political launder ing. ’

However grandiose (or even paranoid ) this vision may be , it does proside a scenario w i t h i n
which one can appreciate more realistically the future possibilities of violence. It assumes , of
course , that men can be motivated to action and manipu lated accordingly: it assumes that political
uses caii be exploited fro m afa r , and that what is essentially an act of strategi c concern can be
concealed in terms of local , internal unrest: moreover , it assumes that any given
nation—particularly the industrialized nations so absorbed in world conflict - is  vulnerable in ways
which can be d iscerned and calculated. These are hardly very risky assumptions. to he sure. The
existence . the success , the constant revision or revolutionary doctrine reveal the extent  to which
assumptions may accord with reality.  In any case , the rudimentary doctrine ,  in t erms of which
strategic violence may be carried out- in the guise of revolution , not only ex i sts hut shows signs of
constant adaptation to a changin g world. And if such change includes a shift to war by other means
than orthodox conflict , one may well expect the doctrine itself to re flect such change . In part icular
one may expect it to concentrate more and more on the technology which produced nuclear
weapons and thereby made orthodox war virtually un th inkab le . for that  same technology h a s  also
produced new vulnerabi l i t ies which make subversive war just tha t  much more thinkable .
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To assess this possibility, and thereby to anticipate the direction which such violence may
take , one need on ly ex amin e the vu lnerabilities themselves. That is the second major consideration
necessary for the conventional study of modern violence .

Societal Vulnera bilities

Given the traditional concepts of war , with their emphasis upon battlefield conflict between
the armed forces of opposing nations , it is natural that the consideration of nat ional vulnerabj litj es
would focus on such things as avenues of approach , lines of supply, manpower resources , the
capacity to mobilize rapidly—in effect , a nation ’s ability to translate national strength into milita ry
strength , and thereby to sustain itself in the face of war.

Even the extension of war beyond the batt lefield and into the industrial heart of a nation does
not signal a new concept of war , since the ultimate function of the manned bomber or the nuclear
missile is merely to cripple or eradicate a nation ’s ability to wage war in the tradi tional sense .
Hence it is not surprising that the traditional means of estimating vulnerabil ity will seem vaguely
irrelevant in the present extext. For if the availability of new forms of violence may be taken as a
hint that war itself can tak e on new forms, then surely different methods will be required for
assessing a nation ’s strengt h and weakness. Just as the traditional concept of war may prove
essentially obsolete in the post-nuclear age, so too may the traditional estimates of vulnerabili ty.  In

-~~ . V particular , one may suspect that among the industrialized nations of the world the critical factors
will not involve their capacity to maintain and project military power , but rather their capacity,
when faced wit h technological interference , to continue to function at all.

To see this , one need only reflect on the truly incred ible impact of modern industrialization.
Technology and urbanization are , to be sure , well-known phenomena ; their effects provide endless
subject matter for sociologists , political theorists, moralists and theologians. Precious few of their
implications have been attended to by strategists. As a result , the essential ingredients of milita ry
thought remain oriented toward the battlefield configurations of armed forces , their relative
firepower, their relative strengths and weaknesses.6

Technology and urbanization may well have changed all this. For the impact of
industrialization , reflected most dramatically in those two areas , may also mean that technology
and urbanization are now the principle factors influencing a nation ’s vulnerability. For one thing,
technology—for all its influence on communications, transportation , agriculture and what not—has
made the modern industrialized state a fragile giant. For another thing, urbanization—with all its
influence on the attitudes and life styles of the modern citizen—has produced a kind of social

V restlessness which makes the modern populate at least as volatile as its technology is fragile.
Coincidental or not , the process which yielded nuclear weapons and made orthodox war
unthinkable has also yielded , in these two phenomena , new possibilities for conflict. For the two
together make the modern industrialized state vu lnerable in ways only now becoming apparent.

Perhaps the most visible aspect of all this is the structural character of the modern city. Seige
warfare is nothing new. Cities have always been subject to attack; to surround a’city and block
its access to food and water , to starve its inhabitants (or worse, to inflict contagion upo n it by
catapulting diseased bodies over its walls) are , after all , a part of ancient history . But the city of the
past was beseiged because it was a fortress: the modem city, being more like a clock , can be undone
by merely tampering with its mechanism. It is made up of interlocking parts: electrical power
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systems , sewage disposal sy stems , complex transportation nets , food processing and storage
systems , water purification plants. ...the list itself is an index of the ways in which the mode rn city
is vulnerable to interference from within . One need only witness the impact of a nighttime power
failure in New York , or the effect of a transportation strike in Chicago or , even , comically
enough , the effect of a heavy snowstorn on Washington , D.C., to see how interdependent all the
parts of such a clock-lik e metropolis actually are , and how interference with one part will arrest the
entir e mechanism. The most remarkable thing about all this is that these vulnerabi l ities have as yet
been so little exploited by revolutionary , subversive action. Meanwhile , the process of
industrialization accelerates , and with each new advance in technology the modern city grows more
and more complex in its functions , and more and more a target , not so much for the guided missile
as for the crowbar and the screwdriver.

Far more subtle , and perhaps far more decisive in terms of strategic importance , is the way in
which the major cities of the industrialized world have become netted with each other to form an
interlocking web of such functions. While the city of the pre-industri a lized world was almost
totally dependent upon the countryside , the modern city is actually more dependent on still other
cities for the continuity of its functions. Illustrations abound : a dock strike in Boston causes a
factory in Pittsburgh to suspend operations , bad weather interfering with air tra ffi c in and out of
New York City causes traffic snarls as far away as Los Angeles. Because of the economic ,
commercial and financial ways in which the major cities of the industrialized world have become

V interdependent , serious interference with any one of them—New York , London ,
Tokyo - Yokahama , the Rh ine—Ruhr complex , the so-called Randstrom of Holland—can be
expected to have repercussions throughout the rest , and thereby throughout the nations of which

V they are nerve centers . The energy crisis and the problem of world-wide inflation are but symptoms
of this interdependence. Quite obviously, then , a nation could conceivably be attacked (that is ,
subverted) by merely indirect means: by interference with specific functions in certain major cities
well beyond its own borders in the geographic sense, but well within its boundaries in the
functional , technological sense . There is already a hint  of this possibility in revolutionary doctrine:
Marighella ’s insight into the way in which the robbery of a Sao Paulo bank will impact upon North
American industrial firms (and thereby upon North America itself) is , again , but an example of
how the development of subversive doctrine parallels the emergence of such new vulnerabi lities .

The technology which has transfo rmed the industrial world and netted its cities across
international boundaries has also altered significantly the structures and functions of those agencies
charged with govern ing and controlling that  world. It is not merely that the telephone , the
teletype , the computer , the data bank , the jet airp lane have permitted the centralization of power:
it is also crucial that the centralization of power has made the typical governmental apparatus
vulnerable on a much more enlarged scale. The kidnapp ing of a British executive in Rio , or the
murder of an American diplomat in Khartoum , or the seizure of the Israeli high school in Maalot
are acts whose meaning is dependent on the way in which the governments concerned are in direct
contact with (and hence instantly responsible for) the events themselves. The hijacking of a
commercial aircra ft in Rome as a prelude to the demand for release of p olitical prisioner s in
London would not be possible without the centralization of power. But with it , with the direct
contact which modern communications pro vides, governmental power can now be challenged ,
threatened , attacked at any point within its sphere of interest. The im plications are clear the very
technology which has made the modern bureaucracy so powerful has also brought with it new
vutnerabi lities , ju st as it has with the industrial system for which such governments are responsibk .
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And finally one must consider , amid all this technology , the impact of television. With it , the
weaponry necessary for a new form of war is completed , for weapon it is in the hands of whoever
can capture its attention. With it , the provocation of violence can impact not only upon a
technology, or a government , but upon an audience of millions , or hundreds of millions ,
multiplying and expanding the effects of such violence beyond all measure. The influence of
television on the Vietnam war is well known , if not well understood ; its role in the political
protests and riots of 1968 , particularly those which occurred in Paris , Washington and Chicago , is
suggestive of the hypnotic , almost v irulent way in which isolated events can be transformed into
nationwide outbursts of violence. (One need only speculate upon the possibilities of martyrdom
which awaited the SLA trapped in Los Angeles, had they only realized their deaths were being
televised) . Indeed , if violence is the message of revolution and rebellion , one must conclude that
television is the virtually perfect medium for that message . For like the rest of modern technology,
television is a tool with built-in dangers; the very device by which a mass audience is entertained is
a device by which the same populace can be ex ited , agitated , influenced by violence. in short ,
televison means the act of violence is no longer a local event , but an event which can absorb an
entire nation.

In turn , the urban populace itself is politically and psychologically vulnerable in a way which
underscores future violence . Urban disorder is not , of course , a strictly modern phenomenon;
violence within the city is as old as the city !tself. What is modern , however , is the extent to which

V the rapidly accelerating process of urbanization has produced , as a consequence , a rapidly
accelerating degree of restlessness within that part of the worl d which has followed the path of
industrialization. The process of urbanization is well-recorded : while only 2.4 per cent of the
world’s population resided in cities of 20,000 or more at the beginning of the l9th Century, by
1950 that percentage had increased ten-told , and if current United Nations estimates prove correct
then more than half of the world’s population will be urbanized by the end of the present century .
in terms of absolutes rather than percentages, that entails an urbanized mass approaching three
billion people—most of them subject not merely to the achnowledged stress of urban life , but also
to the poverty, squalor and frustration which characterizes large segments of almost all major
cities. The political instability of such masses can hardly be exaggerated. What is sometimes
overlooked , however , is the extent to which governmental power is dependent upon the
pacification of its own populace. But given that dependence , and given the volatile nature of an
urbanized mass, and given the relationship between rebellion , violence and subversion , one can
hardly overstate the vulnerabiities of the modem state.

What this brief sketch suggests, then , is that in the modernized world the consequences of
technology and urbanization are manifold. To the extent that it has become industrialized and to
the extent that it has become dependent on technology , the modem state is structurally fragile: to
the extent that it has become urbanized , its populace is politically volatile. in terms of conflict , in
terms of the dynamics of war , this suggests a range of vulnerabi lities yet to be exploited by
subversive violence. But the possibilities of violence are more than apparent , and if the history of
subversive doctrine is any indication of its future , then that doctrine will no doubt address itself to
these possibilities. In short , one can fully expect not only the intensification of such violence , but
the emergence of new forms of violence as well. Moreover, one may also suspect that such violence
may not only take new forms, but - may in fact be the expression of an essentially new form of
warfare itself.
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New Form of Warfare

if nuclear stalemate and the shifting vulnerabilities of the modem world do suggest new and
different forms of conflict , and if one may reasonably expect such opportunities to inspire the
development of an appropriate subversive doctrine , then one may also reasonably expect the
industrialized world to seek new and more imaginative ways of guarding against such subversion.
The contemporary state of conventional/unconventional warfare theory will provide some index of
whether or not that latter expectation is actually reasonable , as well as identifying some of the
inh erent problems to be faced in adapting the theory to the challenge.

The American concept of war is , one may argue , an essentially simple one: the maintenance
of a armed force capable of deterring aggression by foreign powers and , if deterence should fail ,
capable of expansion , deployment , engagement with and the containment of the armed forces of
those foreign powers. Beneath this fundamentally simple concept lie traditions which are complex ,
if not in fact contradictory : war is to be fought onl y as a matter of defense , although offe n se is
admittedly a- principle of war; a “large standing army ” is contrary to the interests of the nation ,
although some such power-in-being is necessary if deterrence is to make sense; the function of the
armed forces is decidedly external and non-domestic , although the most persistent threats to the
national security may well be internal and domestic. it is little wonder that the theory remains so

- , 
-
~~ 

V simple , as if simplicity were an antidote to the confusions which these deeper traditions invite. In
any event , it is a theory which saw the nation through both world wars and Korea and , whether or
not actually applied there , it underlay the public effort to explain the American involvement in
Vietnam. As a concept , the idea that war is a matter of conflict between the armed forces of
opposing nations is, of course , essentially Napoleonic and Ciauswitzian. One might even label it the
nation-versus-nation model of war , with its emphasis upon the role of national objectives , the
processes of international diplomacy, the extension of politics into armed confrontation , the
engagement of armies and navies, the resolution of international issues, the return to peace. It is a
model of war which is so conventional that even the utilization of irregular forces , operating behind
the immediate battlefield , gives rise to such terminology as “unconventional war. ”7

it is not the only available mode. The doctrine of subversion described earlier is , after all , a
reflection of a basically different model of war , within which the fundamental form of conflict is
not between nations at all , but between economic classes. In terms of the class-versus-class model
of war , both the issues and their resolutions are seen differently ; instead of national objectives , one

V must think in terms of class considerations; instead of international politics and the confrontation
of massed armies , one must think of a process in terms of which the oppressed class achieved
victory through subversion , insurrection and , if necessary, civil war , it is. of course , the
Marxist-Leninist alternative to the Napoleonic-Clauswitzian model. Given either one model or the
other, the world and its events will be understood quite differently—as differently, say, as t he wa y
in which the universe is understood when it is conceived in Copernican , heliocentric terms instead
of Ptolemaic , geocentric terms. indeed , the act of domestic , subversive violence is the phenomenon
around which war revolves in the Marxist-Leninist model , but only a nuisance and an irr i tant  (and
hence, perhaps, an irritant which can prove fatal) in terms of the Napo leonic-C lauswitizian model.

As in science , where one expe riments , (even though the experiments themselves are more an
expression of the model which one employs rather than a test of its truth) so too in war and
politics do the opposing models give birt h to events themselves. The primary function of subversive
doctrine is , after all , to make revolution possible, to provide a technique in terms of which events
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can be caused to happen , just as the primary function of orthodox manuals is to cause the
logistical , organizational , battelfield events in terms of which conventional war becomes possible. It
is not surprising that the events of the one are obscure , if not unintelligible in term s of the other
(one need only compare opposing descriptions of the Vietnam War); what is surprising, given that
the meaning of an event is dependent upon the model in terms of which one views it , is the way in
which adherents of the one may set out to impede and obstruct the events of the other , In terms of
conventional war , this means interdicting the revolutionary process before it can be brought to
fruition , as in the Dominican Republic intervention of 1965. in terms of revolutionary war, this
means not only undermining the morale and loyalities of the conventional armed forces but also
the exhaustion of these armed forces in a war without targets , as in the Cuban revolution of the
1950’s. The real task confronting contemporary strategic thought , then , is one which invites mental
disorder , for the task at hand is to be able to see events in terms of both models , if not
simultaneously, then at least in rapid succession, 9 This is nowhere more true than in the case of
internal violence , the kind of violence suggested by the vulnerab ilities of the modem industrialized
world.

Conventional military thought is already capable of a certain degree of such adaptability; v~ hat
might be called a “dual-wa rfare ” capability is reflected in the US preparedness to engage in
conventional conflict as well as interdictory conflict. Just how prepared it is to engage in the latter
is, no doubt , a matter of speculation; underlying much of the controversy about the Vietna m War ,

— 
- 

as well as the relative silence about what that war actually meant , is a widespread at t i tude that it- ‘ ?  ‘ 
- was the wrong kind of war , a war which went sour because it could not be fought in conventional

terms—in short , an attitude which suggests how very limited this “dual-warfare ” adaptability may
really be. Nevertheless , the commitment is there , at least -in principle , and the essential question is
whether or not conventional military action of any sort can prove equal to (or even appropriate
with regards to) the kind of unconventional , subversive violence of which the future hints.

From the American standpo int , the difficulties associated with this question are compounded
by the kinds of traditions alluded to earlier. For it ~5 not merely a question of being blinded by the
model in terms of which war is v iewed as a nation-versus-nation , army-versus-army kind of conflict:
it is also a question of the restraint imposed by the traditions which underlie this model. For one
thing, there is the tradition of non-intervention , however abused. And yet the phenomenon of

V netting described earlier means that a highly industrialized nation may be attacked , and attacked
severly, by interference with the industry and technology of foreign nations with which it has
become interdependent. To a very large extent , this is what strategically oriented violence would
amount to. For another , there is the military tradition of non-involvement in domestic affairs. And
yet the crucial vulnerability of a technology which has become urbanized is , of course , within its
own dome stic boundaries. There are no doubt other factors , but the traditions of non-intervention
and non-involvement in domestic matters suggest that whatever is to be done about the future
prospects for subversive violence , it is likely to be achieved by the strictly conventional armed
forces of the United States.

That would not mean , of course , that the threat cannot be met. But it would mean an
increasi ngly significant policy role in the attempt to prevent and counter domesticviolence . It would
undoubtedly mean an increase in domestic surveillance agencies , and an increased effo rt to guard
utilities systems, factories , power plants and the other technology without which the nation cannot
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function, it would probably mean an increase in the activities of such agencies as the CIA.
Moreover it would mean a reconsideration of all the rules of violence and counter-violence—to
include , for example , how kidnapping is dealt with , how hijacking is dealt with , how one deals with
the taking of hostages and the threat to carry out their execution unless specific demands are met.
Of’ course , it undoubtedly means a renewed emphasis ‘upon removing those social ills which
provoke violence and make an urbanized population so prone to endorse and enga ge in violence. In
effect then , the perils of modern violence are likely to require new agencies , new activities, new
attitudes , new forms of defense in response to the new forms of violence and even new forms of
war. From a standpoint of security plann ing, the obvious task is to assess the nation ’s
vulnerabi lities in detail , and to identify those agencies , as well as those techniques , required to
m atch these vulnerab ilities.

Since this is at least theoretically possible, the threat of modern violence does not mean the
industrialized nation is a mere eyelash away from total disaster. At least it does not mean that as
long as the threat is viewed within terms of an essentially rational (and hence optimi stic)
perspective , a view which includes the belief that intelligence controls events and that the future is
what one does with it.

That is , unfortunately, not the onl y perspective available. There is one other which one may
adopt , and within its scope the threat of violence will appear to be something well beyond the
possibilit ies of containment.

Assessing Con temporary Violence

The attempt to assess contemporary violence in terms of strategic models is an essentially
rational effort , despite the difficulties which follow fro m the availability of diffe rent models. For
either of the two models examined will characterize violence as deliberate , calculated action , action
designed to bring about political or strategic consequences. For this reason , the preceding sketch
involves an implicit distinction between subversive violence of a political , revolutionary nature and
other categories- of violence which are merely anti-social. Included in this latter consideration
would be homicidal , suicidal , even parental violence , as well as criminal acts of vandalism , arson ,
destructive rage and all the other expressions of an essentially irrational urge to strike bacL at
society, someone or something. Being irrational , such violence is inherently unpredictable in term s

V 

of specific events; being widespread , it is a constant preoccupation of domestic security agencies as
well as sociologists and psychologists. The in evitable question which one must ask is whether or not
such violence is , in fact , irrelevant to the subject of war and politics . The answer may well be that it
is not only not irrelevant , but that it is in fact central to the issues at hand. For there is a sense in
which all violence is ultimatel y political , since even the most impulsive crime is, uinally. an act
against civilization itself. And , in a darker sense, one may also suspect that civilization involves
burdens whose complexity exceeds human intelligence , so much so that the challenge of modern
violence cannot be expected to be met.

Freud , for example , has argued that civilization guarantees discontent , resting as it does on the
repression of human nature. In turn it has been argued that the inclination to violence is not only
instinctual in itself , but is an inevitable duty for those who would free themselves of insti tutiona l
restraint; that it is the purest form of self-expression : that it is, as Fanon put it , “a cleansing force ”
and , has Flegel hinted , “the means by which history fulfills itself . ” ’0 Within the general framework
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of such a vision , one may well be led to see virtually all forms of violence—criminal , political,
social , even personal—as expressions of a kind of war which is fundamentally different from that
envisioned within the two models already cited. For lack of better terms , one might describe such a
war as nothing less than civilization against itself. Such a war would be beyond anyone ’s control.

It is not an optimistic view of things. In light of the fragilitie s of the modern world (fragilities
which would be more appropriately described , wi t hin the terms of this final perspective , as
temptations rather than vulnerabilj ties) it is a view which is more than awesome in its implications.
For it suggests that for each new form of violence available , some parallel form of madness will
emerge.

As models go, it offers more for the pathologist than the strategist , to be sure. But eve n
strategists can hope that it will prove , finally , to be the least appropriate vehicle for understanding
violence and its future.

154

~1
-



TV ~~_•V_ ~ ~~~~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~~~~~~~~~ ~~~~ ‘~~ V’~~~ - - ~~~~~~~~~~~~ ~~~~~~~~~~~~~~~~~~ -‘
~~~

- ~V 
~~~~~~~~~~~~~~ _______

NOTES

1— A sample of this quest is Lenin ’s “Partisan Warfare ”, reprinted in Jay Mal lin ’s Terror and -

Urba n Guerrillas (University of Miami , 1971). In it one discerns a scientifi c conviction that
since social conflict involves natura l laws , the contro l of such events awaits only the discovery
of the laws themselves,

2— A review of the current status of this subject is contained in Robert Moss’ Urban Guerrilla
Warfare (International Institute for Strategic Studies , 1971). Among other things , Moss notes
that the principle limitation of urban warfa re is the inability of the terrorist to bring about
mass public uprisings . One may suspect that this problem is the subject of considerable
reflection among revolutionary theorists.

3— The Minimanual has been widely circulated and is available as a appendix in the Moss volume
(see note 2). Other samples of such readily available “cookbooks” of subversive violence are
the Handbook of the IRA (Paladin Press, 1971) and The Organizers ’ Manual (Bantam Press.
1971).

4— A most persuasive analysis of this possibility (the possibility that a great deal of contemporary
revolutionary violence is actually disguised strategic violence) is provided by Brian Crozier ,
Director of the Institute for the Study of Conflict , in the two articles “The End of the Cold
War?” , National Review, 16 March 1973 and “The Soviet Involvement in Violence ”. So, ’iet
Analyst , 6 July 1972.

5— Given the isolationist consequences of the Vietnam War , it is at least tempting to interpret
that war as a model (if not an example) of the way in which prolon ged violence can exhau st a
nation and alter its role in international affairs. The problem with the manipulation theory is
that events have never been quite so predictable; indeed, who is to say with certainty just
what long-range impact the Vietnam war may have on US strategic thought?

6— A notable exception is the article “Military Implications of Societal Vulnerabi l i t ies ”
(Parame ters, August 1973), co-authored bfl~obert Leider and Charles Bunnell. In it they
argue , among other thin gs, that the concepts of force and military power may require
dramatic revision in the face of modern vulnerabi lities.

7— The power of the conventional nation-versus-nation model is reflected the Lidell Hart ’s
Strategy comment that there is something essentially “immoral” about non-conventional
war—since it “undermines faith in governmental institutes ” and leaves behind (as with the
Middle East after Lawrence) a tendency to rebellion and disorder. Given the premises
underlying this kind of insight , it is not surprising that the integration of unconventional
warfare techniques into the nation-v ersus-nation model is so difficult .
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8— Although its subject matter is science itself , and not political revolution at all , Thomas Kuhn ’s
Structure of Scientific Rep o lutions (Harper , 1965) may offe r the strategic thinker a valuable
insigh t into the role which models and paradigms play, not only in understanding the world
but in rearranging it as well. The underlying premise of the present paper, in fact , is the
suspicion that modern subversive violence may require some such new model , not only for its
understanding but for its control.

9— However difficult - this task may be for , say, American strategists , it is undoubtedly no less
difficult for Soviet or Chinese strategists trained in terms of class warfare theory . Indeed , the
very possibility of manipulating revolutionary violence for strategic purposes would appear to
require the ability to shift back and forth from the class warfare model to the international
model.

10— The literature on violence is enormous; an excellent bibliography is contained within T.R.
Burr’s Why Men Rebel (Princeton , 1970), an essentially optimistic study in which it is argued
that while mankind has the capacity for violence , it has no inherent need for violence.
Whether or not this is so is actually the central issue in almost all reflections on violence.
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EFFECTS OF THE MIDDLE EAST WAR
AND THE ENERGY CRISIS ON THE FUTURE OF THE ATLANTIC ALLIANCE

Brig. Gen. Richard C. Bowman , USAF 
-

U.S. Mission to NATO

During the l970s , a number of strong pressures have shaken the North Atlantic Treaty
Organization. Continued emphasis on military progress on the eastern side of the Iron Curtain ,
combined with reduced public support in the West , has threatened NATO ’s ability to fulfill its
central mission. Political instability in most of the NATO member countries has cast doubt on the
strength of national commitments and the willingness of members to cooperate with each other.
The economic and political development of the expanded European Economic Community.  with
its ultimate goal of European Union by 1980 , has raised questions as to whether the Atlantic
partnership or even a partnership with European flank countries will continue.

The October War in the Middle East burst upon NATO with dramatic impact. Many observers
felt that the failure to reach any sort of NATO policy consensus on such a critical issue would
ultimately result in the dissolution of the Alliance. But NATO did not dissolve . On the contrary , ~tsurvived a difficult experience which , for many, clearl y signalled the need for renewed cohesion
and cooperation . In the longer run , the war and its aftermath may mark the start of countervailing

V pressures which will preserve and strengthen the Alliance.

The Warsaw Pact - NA TO Security Balance

The October war reminded the world that security realities should not be disregarded. The
Soviets demonstrated again that they possess a dynamic weapons development and product ion
capability which they are willing to put to use , if the opportunity looks even a little promising.
This demonstration did not pass unnoticed . Secretary Schlesinger recently summed up the reaction
of many in NATO : “Detente is not something that is free floating; it rests on a solid equilibrium of
force.”

The military forces of the six nation Warsa w Pact total 4.5 million men , of whom 3.8 million
are Soviets, while the NATO Alliance of 1 5 countrie s has 5.6 million men , including 2.2 million
Americans. But these raw numbers must be viewed in the light of certain major strengths and
weaknesses on both sides. The Pact is strengthened by standarized doctrine and equipment , but
weakened by uncertainties about satellite loyalty. Could the Soviets depend on the Czechs? Would
Soviet forces be needed in the satellites to deal with dissidents? Would East Germans attack West
Germans? NATO would have the advantages of defensive positions and the moral strength of the
defender , although allowance must be made for the large contingents from countries such as Greece
and Turkey, which do not have sufficient modern equipment.

In the critical Central Region of Europe, the Warsaw Pact has 925 thousand ground force
personnel , including 462 thousand Soviets, located in East Germany, Poland , and Czechoslovakia;
NATO has 777 thousand, including 193 thousand U.S., in West Germany and the Benelux
countries. In the same region, the Pact has 15 ,5000 tanks versus 6,000 for NATO. However , NATO
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has more anti-tank weapons, and , with rapid reinforcement s , an advantage in tactical air capability
due to longer ranges , heavier payload , and more accurate weapons.

Although forces in the Central Region are not too far out of balance , NATO has the major
problem of fi fteen different national approaches , including that of Iceland , which has elected to
maintain no military forces , and that of France ., which does not participate in Alliance military
headquarters or military planning. The four largest NATO countries (US , UK , W . Germany, and
France) all have their own types of tanks. US rifle ammunition is a smaller size than that of other
allies. There are over a dozen different tactical aircraft, many of wh ich can only operate effectually
from their own airfields. And logistics is a national responsibility, with each country maintainin g its
own supply lines. In this situation , rapid reinforcement of one country ’s forces by those of an ally
becomes difficult.

The Role of the U.S. in NA TO

Many Americans do not understand why US troops are still defending Europe nearly 30 years
after World War II. So far , however , Congress has accepted the argument that three decades of
peace in Europe are worth t h e  cost of keeping US t roops there , especially as it would cost almo st as
much to maintain them at home. While aiding in the defense of Europe , those US forces ult imat e ly

-

~~ 
. - exist for the defense of the United States.

Of the two super powers in the world today, one has 3.8 million men under arm s while the
other has only 2.2 million. One spends 8-10 percent of its GNP (and probably much more ) on
military forces , while the other spends about 6 percent. Yet an effective security balance exists
because the US is a mer’ber of NATO. To this Alliance , the US with its 2.2 million men
contributes strategic capabilities and important well-armed genera l purpose forces. Europe
contributes only minor strategic forces , but over 3 million men for general purpose forces. Neither
the US nor its European allies could provide adequate security with current levels of defense
capability if it were not for the Alliance. If the two 

V sides of the Atlantic partnership ~.vere to decide
to go it alone , each would have to move toward the much higher level of effort maintained by the
Soviets -- Europe to preserve its independence , and the US to avoid the gradual subjugation of its
friends around the world and an even more expensive “fortress America ” existence. Nor is it likely

V that the US could avoid involvement in a European war when the Middle East conflict led to a
worldwide alert of US forces.

T.. results of the October War have reinforced the argument that collective security is the
best route to adequate defense . In that I 8d ay  conflict , Arab forces displayed sophisticated
electronic warfare equipment as well as anti-tank and anti-air weapons in concentrations far beyond
those cu rrently available in most NATO countries. Both sides used modern tanks in large numbers
with over 2000 reported damaged or destroyed.

NATO will have to provide large quantities of new equipment in order to maintain an
V 

effectiv e deterrent against military pressu res fro m the East. Fifteen NATO nations working
together can provide thi s new equipment at much less cost than each at tempting to do the job
independentl y.
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Nato Strategy

The e ffects of the Middle East war on NATO can only be assessed in the context  of NATO
strategy and resulting security requirem ents. Conventional war in the Middle hias t , no matter  how
technically complex , would have little sign i ficance for a purely nuclear defense.

From the end of World War It until  the early 1960’s. US policy emphasized deterrence of
major war by threat of strategic nuclear retaliation. NATO conventional forces in Europe served
only as a shield to block any Soviet offensive until strategic nuclear forces could destroy Soviet
cities. Nuclear deterrence had abolished major war in Europe.

Unfortunately, as early as 1949 . the Soviet detonation of a nuclear weapon forecast a t ime
when the US would no longer enjoy strategic superiority.  Consequently , mil i tary th inking bega n to
consider the deterrent value of tactical nuclear weapons. Thus , by the mid-l96 0 ’s. when the Soviets
achieved a major strategic capability, the US had deployed some 7 .000 tactical nuclear weapons in
NATO Europe. But as the Soviets developed tactical weapons of their own , NATO realized that a
tactical nuclear battle might ensu e with uncertain results and that the level of destruction would be
even worse than in conventional war.

For most Europeans , therefore , optimun strategy remained deterre n ce through the US nuclearV threat to Soviet cities , even though the odds were rather low that the US would carry out that
threat in view of the Soviet capability to retaliate. For some American strategists, on the other
hand , the solution was to put the nuclear genie back in the bottle and return to a purely
conventional defense . A few.i.vere even in favor of acceptin g another Dunkirk if necessary , fighting
back to the Continent , as in World War II , rather than ever using a nuclear weapon. But the fallacy
in this thinking was that a purely conventional defe n se would not ensure deterrence. There would
always be some military leader who would invent a new Schlieffen plan or blitzkrieg techn ique that
would appear to guarantee victory — given the advantage of choosing the time and place of the
attack. And Europeans pointed out that the US might not be so willing to give up nuclear
deterrence if the Soviet tank force were deployed on the US-Canadian border , instead of in Central
Europe .

Consequently , the approved NATO strategy became neither massive retaliation , nor tactica l
nuclear war , nor a conventional World War III , but “flexible response ”. This strategy was designed
to preserve the deterrent value provided by each of the three levels of escalation , while reducing the
likelihood of suffering the worst consequences if an attack should occur.

Any conventional attack would be met by a conventional defense designed to pre vent
significant penetration of NATO territory . Even if some stratage m should succeed against the
conventional defense , attacking forces would be forced to operate in concentrated formations
against which tactical nuclear weapons would be effective. The attacker could expect no great
advantage from continuing the conflict at the nuclear level , for he would be fully countered in that
type of warfare as well. Moreover , there would be the possibility of selected strategic strikes against
his supply lines , and the ult imate dange r of strategic war.
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Some have argued th~at it would be less expensive to disband convent ional forces and depend
on fewer men equipped with many small nuclear weapons. But if NATO lacked conventional
capability, the attacking units could move in dispersed formations against which nuclear weapons
would not provide much advantage . -

The NATO strategy of flexible response , including strong conventional forces , is no longer just
an idea in the minds of strategic analysts. In support of this strategy, our European allies , in the
period 1973-1976. plan to acquire 1550 new tanks ,  3000 othe r armored vehicles , 1150 heavy and
medium anti-tank weapons , 62 ,000 light anti-tank weapons , and over 400 new tactical aircraft .
Similarly, the US is equiping its 193 ,000 ground personne l in Central Europe with new anti- tank
weapons , and will soon introduce several new types of tactical aircraft.

The October War proved that effective conventional defense requires sophisticated equipment
in large quantities , but it also suggested that NATO might have several unexpected advantages.
Perhaps the most significant was the evidence that even large numbers of tanks can be stopped.
New guided anti-tank weapons proved highly effective and would be even more usefu l in defending
Western Europe , which offers better concealment for anti-tank crews than the desert affords.
NATO countries will have to procure more of these weapons , but that will be much less expensive

V than trying to match the Warsaw Pact in numbers of tanks.

Another lesson was that properly protected tactical aircraft can survive and play a key role in
a modern battle. Shelters made aircraft nearly invulnerable on the ground , which confirms the
value of the NATO program now approaching 1 700 shelters. Soviet anti-aircraft missiles were a
problem , but Israeli aircraft were still able to play a key role in turning back enemy ground attacks
and driving enemy aircra ft fro m the skies. NATO can expect similar success because its newer
aircraft can outperform those of the Warsaw Pact in range and payload , and would be equipped
with highly accurate guided weapons for use against attacking armored vehicles.

Political and Economic Effects of the Middle East War

The events of October have also affected the potential for co-operation among NATO ’s fi fteen
nations. In 1973, serious doubts were raised about the relationshi p between Europe and the United
States. Henry Kissinger ’s speech on April 23, 1973 calling for a new “Atlantic Charter ” stemmed
from a need to dispel the serious illusion that the Atlantic partnership was becoming less
important.  In the US , this feeling was encouraged by the expansion of the EEC to nine members.
including the United Kingdom , and was further reinforced by occasional trade irritants that seemed
to imply a European colossus working to eliminate US economic interests. This att i tude added to
the pressures of detente and isolationism , might produce the few additional votes needed in the US
Congress to req u ire withdra wl of large numbers of US troops fro m Europe .

Similarly, many Europeans also saw the expansion of the EEC as an event offering
opportunities for eventual increased political and military strength. They considered a security link
with the US still necessary, but perhaps not in the long nm . At least the US partnershi p would have
to take second place to the cause of Europ ean Union.
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A new Atlantic Charter was needed to bring both sides of the Alliance back to a recognition
of their vital interests , requiring that the US maintain its troops and that Europe continue to work
for economic cooperation with its allies across the Atlantic.

But in the summer of 1973 , the Nine began to draft their own Atlantic  Charter , with the
intention of strengthening the EEC rather than reviving the Atlantic partnership. Some of the m
were reported to feel that Kissinger was merely seeking a Western Europe divided and subservient.
The drafting of the declaration was undertaken as a European project , not as a joint effort with the
US.

It was at this point that the October War intervened , and its first el fect was to further
exacerbate the US-European difficulties. Several days after the start of the Soviet airlift , the US
began sending supplies to Israel. The Allies were kept info rmed , but they had no real oppor tunity
to influence US policy. US actions resulted in Arab oil cut-off threats against Europe , which
depended on the Middle East for 80% of its oil. Also , US-Soviet consultations and US mediation
left Europe standing in the wings. The European reaction came on November 6 when the Nine
reached agreement on a Middle East Resolution , without consulting the US.

While the Middle East Resolution fi rst seemed to signal a united Europe at odds with its
partners on the other side of the Atlantic , the document soon appeared in a different ligh t .  It

V proved to be a European concession to the Arabs , and mad e no provisions for relief or assistance
for the Netherlands , whose oil supply had been cut off. European weakness was apparent ,

V 
by the fact that the Soviets had been the firs t to call for an oil cut-o ff , and that in any future  crisis
the Soviets would have considerable influence on the Arab nations.

With energ y deficiencies exposed , the Alliance took on a new sign ificance for the Europe ans.
The US , though a wastefu l consumer of oil , was also the world’s largest producer , able to continue
without Arab supplies and offering to help the Dutch. Also, the US had responded quickly when its
help was needed by I srael , despite considerable dange r of confrontation with the Soviets. The
unequalled US airlift capabilit” had provided critical munitions and equipment in a mat ter of
hours. When the threat of Srn~et intervention occured , the US immediately placed its forces on
worldwide alert . Europe complained about not being informed rapidly enough , but in fact the alert
was a great bonus for NATO. The Alliance had always been haunted by the possibility that the
Soviets might one day prepare an attack while the Allies sat idly by, paralyzed by fear and pol itical
indecision . After the October War , that no longer seemed very likely.

Most Europeans eventually recognized that it was not in their interest to play an active role in
the Middle East crisis. Europe was subject to blackmail while the U.S. was comparatively strong.
And , most important , the final outcome of the war was the best that could have been hoped for ,
with neither side dominating and the possibility of compromise enhanced. At the Washington
Conference on energy, French opposition to the Atlantic partnership suffered a fatal rebuff from
the other European Allies.
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Financing the Alliance

While the October War in many ways helped to renew NATO , the resulting energ y crisis will
have a long-term economic effect which , if not countere d , could make the Alliance ineffectual. The
increased price of oil will reduce resources available for defense and create chronic balance of
payments difficulties. This occurs at a time when new equipment is needed and more equitable
balance of payments arrangements are likel y to be of primary importance in determ ining levels of
US troops in Europe.

One indication of US attitudes was contained in the re port of the 1974 American Foreign
Policy Association study groups comprised of more than 50,000 citizens. These groups strongly felt
that the US should not unilaterally reduce its troops in Europe while talks on Mutua l and Balanced
Force Reductions were in progress. However , many participants felt that reductions should be
made in the future if the European nations do not help the US with the financial burden.

The proper sharing of the burden is, of course , a difficult judgement to make. The United
States defense bud get amounts to 65% of total NATO defense budgets. But it would be only 57% if
corrected for higher pay scales , and that figure is fairly close to the US share of 53% of the NATO
Gross National Product . Also , some deduction would have to be made for US defense expenditures

V in other part s of the world . (This is not to imply that every Europ ean country is doing its fair
share). With respect to forces stationed in Europe , the US provides only 10% of the ground forces,
20% of the sea forces and 25% of the air forces. The proportion of overall effort may not be far out
of line, but it remains to be seen whether European governments can sustain and improve their
defense programs despite the economic impact of increased energy costs.

Balance of payments pro blems will also prove difficult to solve. The Jackson—Nunn
• Amendment , passed in November 1973, required that the Europeans eliminate the US balance of

payments deficit due to US troops stationed in Euro pe , or that the US troops in Euro pe be reduced
by the percentage of the deficit not offset. For fiscal year 1974 , there is a good chance that
Europea n countries will fully offset US expenditures of approximately $2.1 billion , for the most
part by European defense purchases in the United States. However , the Europeans will have far
more difficulty in future years when they face a heavy outflow of currency due to the increased
price of oil.

A New Level of Cooperation in NA TO

NATO’s future as an effective Alliance will depend on whether NATO can evolve from 15
separate and distinct defense programs to a single coordinated effort. There is no other way that
security can be maintained , barring acceptance of a reduced standard of living in the West. or
insistence on a greatly increased standard of living in the East . Without more extensive cooperation
among its members, NATO will not be able to maintain effective deterrent forces.

In the words of Kissinger’s “Year of Europe ” speech , “we must strike a new balance between
self-interest and the common interest. ” Nat ional authorities are under strong pressure from mili tary
services , industries , and segments of the voting public to seek specific short term nat ional interests.
at the expense of Alliance interests that involve longer term economies.
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After nearly losing World War I because of ineffective comman d coordinat ion , the Allies
worked hard to reconcile military interests , creating a Europ ean command under Eisenhower in
World War II. NATO has learned from this experience and has established SHAPE ( Supreme
Headquarters Allied Powers Europ e) as well as necessa ry subordinate internat ional  headquarters.
Unfortunately,  these NATO commanders do not have much influence on national  military policies.
They can recommend force and equipment goals and conduct operational inspections , but they
have had little success in standard izing tactical doctrine and equipment. Each national service has
its own likes and dislikes as to how weapons should be configured and employed. Nation al armies ,
navies and air forces insist on maintaining the full range of functions and special capabili ties even
though some of these might be more e fficiently contributed by other members of the Alliance.
Many national commaaders are reluctant to depend on an ally for any sort of combat or logistic
support , although they trust the same ally to hold the adjacen t sector of the NATO defense line. In
addition , Alliance defense cooperation can upse t national military career pattern s, especially if an
entire function is transferred from one country to another.

Even more damaging to the Alliance is the lack of cooperation in research , development , and
procurement: Nat ional industrial repre sentatives are usually more intere sted in competing than
cooperating. Each hopes to develop a system that will be used by all the Allies plus Third World
countries , but the usual result is development and adoption of four or five different national
systems all for the same purpose, eliminatin g any possibility of common logistics support. Dr. John

V S. Foster, Jr., forme r U.S. Director of Defense Researc h and Development , estimated that there is
over $1 billion of unnecessary duplication in R&D each year within the Alliance . This figu re does
not include the cost of duplicat e logistics and training systems, nor the milita ry costs of
compensating for non-standard equipment. General~ Johannes Steinhoff , Chairman of the NATO
Military Committee, in his retirement speech in April 1974 , said that unrestrained nation al
competition in armaments “has helped to make NATO look today like an arm y museum. ”

During the 1950 ’s, there was considerable standardization in NATO because the US provided
most of the equipment. An important degree of standardization also resulted several years later
when European countries began a major cooperative program which developed and produced a

-• multi- purpose version of the US F-l04 fighter aircraft . In other areas, however, cooperation and
standardization have been very limited. The US, for its part , has not done much to improve the
chance for cooperation , attempting to develop a US version of nearly every weapon. Some US
representativ es have taken the attitude that NATO countries should buy all their equipment from
the US with European energies devoted to “minding the Riviera. ”

NATO is now at a point where real progress can be made toward increased cooperation. In
the l970’s the US has recognized that the high cost of R&D combined with pressures on budgets
from civilian needs will make it impossible to develop all of the necessary new weapons in the
United States. As a first step, three European mobile anti-aircra ft missile systems—the British
RAPIER , French CROTALE , and French-German ROLAND—are under consideration for US
forces. The United States must adopt a reasonable number of European systems in order to break
down the psychological and economic barriers resulting from “buy American ” policies and the
resulting Eurcpean reaction.

In Europe there are a number of cooperative weapons programs involving more than one
country , such as the Franco German ROLAND anti-aircraft system and MILAN and HOT anti-tank
missiles, the British-French helicopter program and JAGUAR attack aircraft , and the
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British-German-Italian Multi-role Comba t Aircraft . The Eurogroup in the Al liance , composed of
most of the European countries except France , is working toward additional projects ,
with emphasis currently on the selection of a common replacement aircra ft for the F-104. But
there would still be far too much duplication of effo rt if the Eurogroup, France •and the US each
went its own way. Also , NATO would not fully realize the great milita ry value of standardized
weapons and interchangeable logistics support.

The most promising forum for progress is the Confe ren ce of National Armaments Directors ,
which includes both the US and France. The CNAD meets twice a year , with its subordinate
repre sentatives and multiple armaments panels meeting at regular intervals thro ughout the year. In
the past , CNAD armament groups have often served as forums for competition between national
armaments programs , rather than as organizations for achieving cooperation. But now the CNAD is
putting more emphasi s on cooperation , and the weigh t of effo rt is beginning to change. Eventually.
it may be possible to apportion development task s among the various countries , with all membe rs
pledging to buy or produce under license the winning prototypes. Recent progress includes an
agreement between the United Kingdon , Fran ce, Germany, and the US to participate in common
testing of new tank guns , with the aim of reaching agreement on a single gun to be produced under
license. It is hoped that programs for a new tank new infantry weapons, and other next generation
systems will follow.

V NATO committees are also working on rationalization and specialization of milita ry task s, in
hopes of achieving mo re effective defense for resources expended. This simply means a more
rational allotment of tasks , giving greater weight to overall Alliance interests and less to pu rely
national interests. The result could be an exchange of tasks involving combat roles , logistics , anct
training functions. Reserve fo rces might take over some tasks performed by active forces. Study of
specialization proposals began after the June , 1973 Ministerial Defense Planning Committee
Meeting , but the wide range of possibilities and the complex analyses needed will require a
continuing major effo rt in NATO. Unless programs are care fully developed , both NATO and
national interests might suffe r , killing the whole rationalization effort and losing the great benefits
that might eventually result fro m step by step progress.

NATO can and must improve cooperation of all types if it is to maintain security within the
• limits of available resources. More of the planning and decision processes must be moved fro m

national capitals to NATO headquarters. This means strengthening the International Staff and
national missions in Brussels by transferring additional people fro m capitals. Nations will still have
the final say, but more of the work must be done at NATO whe re Alliance interests receive greater
attention. National leaders will have to take a hard line against milita ry and civilian interest groups
resisting this trend , while at the same time doing everything possible to ease the transition. For
example . it may be necessary for some national military services to accept specialized career
personnel from other countries on a long terni exchange basis as the latter countries make
adjustments in national functions.

The task before NATO is to move toward a single eff icient  defense program , despite the
continued independence of its membe rs. We know from history that  this task has seldom, if ever ,
been successfully accomplished. To succeed , every membe r of the Alliance , including the United
States, must accept a degree of l imi ta t ion  on nat ional  sovereignty. We should not be too terrified by
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this prospect. We already accept many limitations in the form of budgets , economic inte rest ,
treaties , and international agreements. The difficulty is that nations are not used to accepting
limitations due to an Alliance. In fact , there is a tendency to do everything possible to prove that
one ’s country is completely independent and not submitting to the dictates of Allies.

A landmark NATO declaration was signed in June , 1974 which should mark the start of new
cooperation in the political and economic areas. The movement for European union presents the
greatest problem in this respect. In the effort to prepare a declaration acceptable to the US and the
European Economic Community, trouble developed because the EEC worked out common
positions which were then offered to the US on a nearly non-negotiable basis. The Comm unity has
great difficulty developing common positions and fears that US participatio n in that process would
mean US domination or , at least , paralysis of the EEC. European countries which were sLipported
by the US would be in a strong position to resist compromise , preventing development of
Community policy and , consequently, delaying progress toward European Union.

One solution to this sort of dilemma would be to discuss economic matter s within NATO. The
NATO Economic Committee, instead of restricting itself to analyzing the costs of defense and to
studying Communis t economies, could lay the ground work for continuing economic consultations

• 
V in the North Atlantic Council. Detailed economic agreements would not be reached in the NATO
V 

forum, but discussion should help to avoid the sort of vague , but very serious, problems that have
arisen in the past. The aim would be for broad consultations, not detailed economic negotiations
more appropriate for the GATT , the OECD and the IMF. Since NATO includes the US and Canada ,
eight members of the EEC, and the NATO flank countries , consultations would be broad enough to
prevent interference in the internal development of the EEC.

NATO should also consider a follow-on military declaration that will delineate the areas of
both limitations and flexibility accepted by its members. For example , members cannot wage
non-NATO wars fro m the territory of their Allies , but they can , within limits , withdraw certain

V forces and equipment from NATO for employment elsewhere if needed (as has been done by more
than one ally in the past). Alliance leaders already agree on most of these questions , but there
should be published guidelines to avoid misunderstandings on the part of the public in times of
crisis. A military declaration should also include commitments to appropriate guidelines for
defense budgets to avoid a gradual weakening of NATO capabilities by one coun try after another
on the basis of national political pressures. And most important it should include commitments to
weapons standardization and cooperation in logistics.

We must remember that while NATO has problems , they are greatly overshadowed by its
success and vital importance in the security field. . NATO must build on its success and move to a
tru e defense community . Anything less could mean disaster for the West. Success, on the other
hand , could mean a bonus for the world in terms of peace and reduced armaments requirements.
Detente , SALT , and MBFR could lead to long term security at far less cost in resources if the West
does not unilaterally reduce its effo rts. In the words of the report of the Randall Subcommittee of
the House Armed Services Committee , “laughter would ring through the halls of the Kremlin if
unilateral reductions were announced at this crucial point.”
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A great deal has happened during NATO’s firs t twenty-five years that makes a continuing
reexanunation of the All iance essential. But the lessons of the Middle East war argue that the goal
of reexamination should be greater cooperation among allies rather than any thought of
dissolution. Progress towa rd an integrated NATO security system will insure necessary
modernization of NATO forces at minimum cost and should provide the basis for a second
twenty-five years of peace.
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JAPAN ’S FOREIGN

POLICY OPTIONS IN THE COMING DECADE

Martin E. Wein stein

Brookings Institution
University of Illinois

From the end of World War II until the early 1970s . Japan ’s foreign policy , inc luding its
military-strategic role in international a ffairs , was membership in the Free World , built  around
close , cooperative security and economic relations with the U.S. The major premise of this policy
was the Cold War , meaning the existence of fundamentally adverse relations between the U.S. and
the Soviet Union , and also between the U.S. and China. So long as these Cold War, adversary
relations dominated Asian international politics , and so long as the U.S. was unequivocally
committed to being a major military actor in East Asia and the Western Pacifi c, then Japan ’s
geographical location athwart the sea and air approaches to Northeast Asia , its skilled , disciplined
people and its industrial capacity, made it an indispensable ally to the U.S. And as America ’s most

- - important Cold War ally in Asia , Japan was able to satisfy its international needs for security, for
trade and for status.

Since 197 1 , however , the U.S. policy of buildin g a -new structure of world peace , based on
more stable , cooperative relations with both the Soviet Union and China , has shaken to its
founda t ion s  the international order and the allian ce systems which were concomitant  to the Cold
War , and which were also the underpin nings of Japa n ’s foreign policy. The new American policy, as
a consequence, has posed a fundamental challenge to the viability of the Japanese gove rnment ’s
established foreign policy. 

V

The October War , and the petroleum supply problems and leapfroging price increases which
accompanied and fo llowed the figh t ing, have deepened doubts and suspicions in Japan , as well as
in West Europe . over the willingness and ability of the U.S. to maintain the system of mili tary and
economic alliances which until the 1970s were the framework for a relatively orderly and
prosperous internat ional system. The October War , and its economic consequences , therefore .
ought to be seen as another set of steps leading away from an imperfect but relatively stable Pax
Americana , toward a new internation al system, still fuzzy in outline and uncertai n in performance ,
which is presumably intended to evolve out of detente .

The purpose of this paper is to speculate on the Japanese response to this challenge : firstly,
by, considering in historical prespective the constraints and options within which Japanese foreign
policy makers operate: and secondly, by defining the nature of the challenge which Japan is facing.

For Americans. who are accustomed to believing tha t they can define for themselves the
nature of internation al relations and the level of their involvement in these a ffairs , it is diff icul t  to
comprehend the harsh , narrow necessities of Japan ’s international  position. The Japanese have not
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been able to indulge themselves in the luxurious range of choices that have been open to us. Since
they were forced to give up their rigid isolation in the middle of the nineteenth century , their
options have been severely circumscribed by the requirements imposed by industrialization and by
Japan ’s geography. In a fundamental sense, Japan ’s present international position has its roots in
the begInnings of its industrialization in the late nineteenth century, and it is reasonable to
anticipate that the essentials of this position will persist as long as Japan is an industrial society.

The leaders of Japan during the reign of the Emperor Meij i ( 186 8-1 91 1) ,  in common wi th
their counterparts in much of the non-Western world , perceived that the superior weapons and
milita ry forces which enabled the Europeans and Americans to dominate much of the world , we re
a product of industrial , machine society. They quickly concluded that the way to survive in the
Western dominated world was for Japan to have its own factories , arsenals and shipyard s in which
to bui ld its own weapons. Unlike most of the non-Western world , the Japanese rap iJ ly and
thoroughly accomplished these goals. Before the Meij i period ended , Japan was making its own war
ships and artillery , and had fought successfu l wars against China (1894-95) and RU SSia ( 1904-05 ).
As a result of these wars , Japan acquired an overseas empire that included Southern Sakhalin .
Korea and Taiwan. Moreover , Japan entered the world economy as a manufa cturer—an importer  of
raw materials and an exporter of industrial products.

Contrary to the initial expectation of the Meiji leaders , however , industrialization and modern
weaponry, while they did lead to wealth and power , did not provide Japan with a high degree of
independence and security. By the 1920’s, if not earlier , Japanese leaders , such as Prime Minister
Hara Kei , Foreign Minister Shidehara Kijuro , and Admiral Kato Tomosaburo , saw that
industrialization and economic growth were also leading Japan into a position of chronic economic
and strategic vulnerability .

The explanation of this analogy is - simple. The Japanese islands are extremely poor in mineral V

resources. Virtually all of the fuel and raw materials necessary for industry must be imported. The
greater Japan ’s industrial productio n , therefore , the greater its dependence on imported fuels and
raw materials. This was true in the l920s, and it is tru e today, even th ough the value of foreign

V trade and imports has been a dwindling proportion of Japa n’s gross national product. For what this
dwindling proportion means is that the Japanese have been adding greater value to their finished
product and consuming more of it themselves. Yet the energy and material necessary to fashion the
finished product rema in indispensable. Moreover , as Japanese industry has grown , the absolute
quantities of imported fuels and raw materials have also grown . Japan now imports more petroleum
than any other country in the world . As a result of this process , Japan has had to extend its search
for resources far beyond East Asia , to North America , India , the Middle East and Latin America.

The essence of Japan ’s international position , then , is that its survival as an industrial state is
contingent on its access to a worldwide network of fuels and raw materials. And the unavoidable
task of Japan ’s foreign policy is’to maintain that access.

The fundamental foreign policy options for Japan , therefore , derive fro m the question of
whether and how Japan can maintai n this access. Japan must either: ( I )  be able to buy from those
who control the sources of energy and raw materials; or (2) it must control the sources itself: or (3)

— it must face the prospect of industrial stagnation and decline.
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In the years before the Pacific War , when Japan ’s energy and raw mate ri al requirements were
only a small fraction of what they are now and could conceivabl3~ have been satisfied within the
Asian-Pacific regio n , Japanese foreign policy makers were conscious of these three options. The
decision , in 194 1 , to make war against the United States and Great Britain , was taken in the belief
that : ( 1) the first option , peaceful trade , had become unworkable in the international environment
of protectionism and violence of the I 930s; (2) the U.S. was pushing Japan toward the third option
of industrial stagnation and decline by means of its embargoes on Japan ’s vital imports of
petroleum and scrap iron: and , (3) the second option , the creation of a Greater East Asian V

Co-prosperity sphere , could only be realized if the U.S. and Great Britain were driven out of the
region by military force.

The Pacifi c War, of course proved to be the greatest disaster in Japan ’s history , leading as it
did to economic collapse , total mili ta ry defeat and the ~~ss of empire . For Japanese of all political
persuasions the lesson taught by the war is that  Japan cannot hope by mil i tary means to win
control of a s p here of influence within whic it can enjoy economic and milita ry security. This
lesson has been reinforced by Japan ’s phenomenal postwar economic growth , which has rendered
the notion of regional autarky hopelessly obsolete by extendin g Japan ’s economic lifeline far
beyond East Asia and the Western Pacific. Moreover , the development of nuclear missiles has made
narrow , densely populated , intensively in dustrialized Japan into one of the most mil i tar i ly

- 
‘ vulnerab le of the developed countries. In short , a t raumatic  mil i ta ry defeat , economic growth and

developments in military technology have combined to eliminate the second option as a rational
choice.

It should be recognized , however , that it would require extraordinary qualities of resignation
for any government to accept , without a struggle , the impoverishment of its country . Moreover ,
faced with a severe decline , it is extremely doubtfu l that the present constitutional government ,
run as it is by moderate men who would be most likely to exercise this restraint , could survive. The
desperate nature of Japan ’s problem could very well produce a flood tide of emotional , violent
nationalism which would sweep away the present government and replace it with authoritarian ,
extremist leaders. These leaders would probably make Japan a nuclear power , and set out on an
adventurist , militarist foreign policy .

The rationale for such a policy would not be the likelihood that it would regain prosperity
and security for Japan. On the contrary, Japan would be depicted as facing two exaggerated ,
melodramatic choices—a slow, painfu l , withering death— or a virtually suicidal yet gallant effort to
win a decent national livelihood. Put in a desperate frame of mind , the Japanese might well choose
to risk what they will perceive as a glorious national death in preference to national failure and
humiliation.

The moderate cautious men who now make Japan ’s foreign policy are convinced that a policy
of military adventures would lead Japan to diasters and disgrace far worse than an economic
decline , and quite possibly to an international catastrophe as well . It is not a rational option , in the
sense that it provides a logical means to a desirable end. It is not an option that reasonable men
would choose . But it cannot be entirely excluded.

V The probability that Japan could find itself facing a future of economic stagnation and decline
has recently been underestimated , and almost lost sigh t of in a spat of optimistic forecasts such as
those by Herman Kahn and Saburo Okita , which project Japan ’s phe nomenal growth of the 1950s
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and 1960s on through the remaining decades of this century. These forecasts of a Japanese
cornucopia are no more likely to materialize than comparably extreme but pessimisti c economic
forecast s made in the late l940s. 

V

It is worth recalling that in the late l940s , only an irrepressibly cheerfu l minori ty of
economists were ready to predict that Japan would ever reach its prewar levels of per capita income
or production. The outlook was for chronic Japanese poverty. One of the key assumptions of those
gloomy forecasts was the unavailability of raw materials and markets for Japan in the world
economy. In the late 1940s the world economy was in shambles , its future highly dubious , and
Japan was still under quasi-wartime blockade .

The optimistic Kahn and Okita fo recasts are based on the assumption that the booming
international economy of the 1960s , characterized by relative political tranquility, monetary
stability, trade liberalization and cheap, abundant energy, will persist into the indefinite future.  In
both cases the forecasters have made the unrealistic assumption that the international conditions
prevailing at the time of their projections would continue into future decades. I believe that the
prophets of cornucop ia will prove as false as the prophets of poverty. The Japanese economy is
more dependent , more easily isolated and is, therefore , more susceptible to internationa l
disturbances than those of the U.S., Western Europe or the Soviet Union. In a world economy
characterized by increasingly fierce competition for markets , and dwindling resources , Japan will

• 
V be at a distinct disadvantage. Japan ’s economic well-being in the coming decades will only be
V achieved by an unlikely combination of brilliant Japanese management and a w ill i IA~Itess on the

part of others not to exploit Japan ’s economic vu lnerability.

Again st the background of this broad historical and strategic analysis of Japan ’s international
position , one can begin to understand why Japan ’s foreign policy makers have not seen the much
publicized end of the Cold War as an opportunity to strike out on a new , bold , independent course.
The conservative , prudent men , who have been guiding Japan in international politics since World
War II , do not - see the security and prosperity they achieved in the l9SOs , and l960s as a
springboard from which to project Japan as an independent strategi c actor in global or regional
politics. They realistically peiceive that Japan ’s industrial development and prosperity are more a
source of vulnerability and weakness than of strength. They are keenly aware of how limited their
foreign policy options are . They can only hope that the American detente , based as it 1s on the
Nixon Administration ’s concept of a fluid , pentagonal , global balance of power , is not a
euphemism for a worl d of cutthroat economic nationalism and political and milita ry instability.
For Japan is not equipped to cope with such a world.

I I .

To state , as I have in the introduction , that the American policy of detente with the Soviet
Union and China poses a fundamental challenge to the foreign policy followed by Japan since
World War 11, does not mean that the Japanese government has been thrown into an immediate ,
urgent fo reign policy crisis. On the contrary, in the short run , American detente policy has had
certain benefits for Japan , domestically as well as internation ally. As a lightly armed trading state ,
dependent on a stable , relatively peacefu ! international environment , Japan has benefited fro m the
relaxation of tension resulting from the American military disenga gement from Vietnam, from the
SALT I agreements , the Nixon -Brehznev summits , and from the impro vement of U.S. relations with
China.
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The President ’s visit to China in February 197 1 set the stage for Prime Minister Tanaka ’s
China visit in September of that year , during which formai diplomatic relations were established
between Japan and the People ’s Republic of ’ China. The question of when and how to normalize
relations with China had plagued Japan ’s ruling Conservatives since the 1950s. The Opposition
parties had persistently demanded normalization , arguing that non-recognition was absurd ,
contrary to Japan ’s interests , and was a policy imposed upon Japan by the United States. By 1 970 ,
a growing number of Conservatives , led by former Foreign Minister Aiichiro Fujiyama , had also
come to believe that the continued growth and improvement of existing trade and political
relations with China would be inconsistent with an official policy of non-recognition.

The shock of Mr. Nixon ’s China visit (along with its unfavorable consequences which we shall
consider below) settled the recognition debate in the Liberal Democratic Party, led to
normalization , and in so doing helped to remove from Japanese domestic politics an extremely
irritating and divisive issue.

Nevertheless , despite the advantages which have accrued to Japan from American detente
policy, Japanese foreign policy has been challenged in a fundamental , if less obvious sense. This
challenge has taken two forms . First , the initiation of the American detente with Chin a called into

- ., V • question the reliability and trust worthiness of the United States as an ally. For two decades , the
American and Japanese governments had repeatedly assured each other that they would consult
before making significant changes in their policy toward the People ’s Republic of China. Prime
Minister Sato had exchanged such assurance with President Nixon in October of 1970 during the
Prime Minister ’s attendance at the United Nations session in New York. Moreover , following the
highly publicized American participation in a Chinese ping-pong tournament in March 1971 ,
Japanese diplomats asked at the Department of State whether the United States was considering
changes in its China policy. State Department officials , themselves unaware of Mr. Kissinger ’s
impending trip to Chin a , misled the Japanese , assuring them that no significant changes were being
made , and that Japan would be consulted befo re any such changes were undertaken.

The damage to United States—Japanese relations resulting from what the Japanese call the
first Nixon shock (the second Nixon shock was the sudden announcement of the floating of the
dollar in August 1971) should not be exaggerated , but neither should it be passed off as a
procedural gaffe to which the Japanese reacted with excess emotion. The uproar in the Japanese
media was not as unrestrained as one might have expected. The embarrassment and re sentment
which it generated among Japanese officials responsible for conducting relations with the United
States was muffled. As late as the summer of 1973 , however , two years after the shock , high
Foreign Ministry officials whose careers were built on their management of the American alliance ,
explained to me how disturbed and anxious they were over the bad faith implicit in the China
~hock. It is a mistake to dismiss this anxiety as emotionalism and personal pique. It grew out of a
cold , objective concern that the United States had shown itself ready to ignore an importan t
obligation to Japan in order to improve relations with China.

Secondly, the doubts about American fo reign policy priorities generated by the China shock
were conceptualized and given intellectual substance by the President ’s Foreign Policy Reports ,
especially in 1972 and 1973. The themes running through these reports are : ( I )  detente with the

V 
Soviet Union and China: and (2) the adjustment and restructuring of alliances. The Reports
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repeatedly make the point that in the generation of peace for which it is striving, the United States
will remain loyal to its allies. But these assurances are weakened , not only by the priority given to
the Soviet Union and China in day-to-day diplomacy, but also by the very structure of peace which
the United States government has enunciated as its long-term goal.

Globally, the new structure of peace is to be built on a multip olar , five-power balance , which
would include the United States , the Soviet Union , Western Europe , China and Japan . In Asia , four
of these power centers , the United States , the Soviet Union , China and Japan , would constitute a
regional balance. The Foreign Policy Reports hai l the emergence of this multipol ar structure as
marking the end of the post-World War II era of tense , rigid , bipolar confrontation , and anticipate
that the multipolar balance will be main tain ed by more flexible , relaxed methods. This implies that
the United States expects and wants the system of semi-permanent , ideological alj iances
engendered by the Cold War to be subordinated to , and eventually superseded by shorter term ,
politically expedient arrangements which cross ideological lines. The Reports explicitly argue that
the curren t detentes with the Soviets and the People ’s Republic of China are not a tactical maneuver
intended to take advantage of the Sino-Soviet split , but rather a fundamental restructuring of the
international system.

V .~ Japanese Foreign Ministry officials have clearly seen that this multipolar concept is
antithetical to the existing United States-Japanese alliance , and to the basic lines of Japan ’s foreign
policy. Japan ’s defense policy and its foreign economic policy have been based on the assumption
that the United States and Japan are indispensable to each other as allies against the Communist
powers , most especially the Soviet Un ion. And Japan ’s foreign policy makers believe that it is this
mutual indispensability which led to the satisfactory resolution of disagreements between the U.S.
and Japan on security and economic issues during the l950s and the l 960s.

In a flexible , supposedly more relaxed multipolar system , however , there would be no
indispensable alliances, only national interests to be served by whatever international combinations
are expedient. Consequently, if the “multipolar ” structure enunciated in the Foreign Policy
Reports actually materialized , Japan will either have to look for a new international role , in which
its security and economic well-being are only marginally rather than essentially contingent on its
relations with the United States, or Japa n will find itself in the extremely unfavorable position of
having to defer to the United States as an indispensable ally, whil e the United States treats Japan as
dispensable.

This dilemma is not purely speculative and theoretical. The two Nixon shocks of the summer
of 1971 , were followed in the autumn of 1971 by the imposition of a quota on Japanese textile
imports into the United States, which abruptly settled on American terms the long simmering
textile dispute . In the aftermath of the shocks and the textile dispute , Japan was persuaded to
revalue its currency approximately 35% in the space of 18 months in an effort to help correct the
United States balance of payments deficit. The currency revaluation was intended to restrain
Japanese exports to the United States, while increasing American exports to Japan. By the summer
Os 1973 , the revaluation had begun to produce this effect , and the balance of payments was moving
toward equilibrium. At this point , however , the United States government , in an effort to stem its
domestic inflation , abruptly imposed a temporary suspension of American soybean and scrap metal
~‘~ p ort s  to Japan For Japan , soybeans and scrap metal are critical raw materials. The sudden twist
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and turns of American policy were extremely unsettl ing t’or Japan. Give n a forgiving, charitable
interpretation these actions demonstrated a callous disregard of Japanese interests. Or , these
actions may be viewed as part of an American design to convince Japan that the alliance is an
extremely limited instrument , and that Japan m ust be prepared to stand on its own.

In the matter of soybeans , the Japanese government finally expressed muted , but  public ,
of’ficial displeasure. On the whole , however , the Japanese response to this buffet ing was to
negotiate all issues in a spirit of compromise , to continue to assert the centrality of the United

V 
States—Japanese alliance in Japan ’s foreign policy, and to carefully avoid any public action or
statement that would suggest that the alliance had been substantially altere d or challenged.
Nevertheless , while determined to avoid a direct , frontal , diplomatic clash which would only
further st rain the alliance. Japanese foreign policy makers have had to ask themselves a most
unpleasant question. Has American toughness toward Japan resulted from a policy of readjusting
the terms of the alliance in America ’s favor , while keeping the alliance intact?—or is American
policy seriously intent on pushing Japan into a new international role as an independent actor in a
pentagonal , global balance of power?

The future of Japan ’s foreig n policy is more dependent on the course of American policy than
V on any other factor or combination of factors. And the course of American policy during the past

two years , and at the time this is written , is at best ambivalent and unsettling, and at worst , fu ll of
dangers for Japan. -

I I I .

Of the major industrial states , Japan is geographically, culturally and politically the furthest
removed fro m the Middle East. And yet , the October Arab-Israel war is having an eve n greater
impact on the Japanese than on the Americans or the. Europeans.

It is oil , of course , that most obviousl y connects Japan and the Middle East . The Arab oil
embargo and the related increases in oil prices have badly shaken Japan ’s economy and threaten to
precipitate an end to Japan ’s political stability as well as its prosperity. Japan currently depends
upon oil for 73% of its total energy requirements—much more than the Western Europeans (6 V A )
or the United States (42%). Japan imports 99% of its oil: 80% comes from the Persian Gulf area.

Among the major industrial states , Japan ’s economy is the most vulnerable to a tightening of
oil supplies , and to leap froging price incre ases. Five months after the October war , the effect of
the embargo and the price jumps has been to reduce Japan ’s economic growth to zero , while
helping to push the wholesale price index up 37.6% since the spring of 1973.

Given Japan ’s inordinate dependence on oil imports, its stagnating economy, its inf la t ion ,  and
the reputation of the Japanese as eco nomic animals and aggressive businessmen , one might
naturally have expected that  the Japanese would have dashed ahead of the French in beating a path
to the OAPEC capitals to conclude b ilateral oil deals. Moreover , given the paucity of Japanese ties
with Israel , and the fact that  Israel carries no weight at all in Japan ’s domestic politics , one would
not have been surprise d to see Japan pay for oil deals by giving in to Arab demands that Japan
sever its diplomatic and trade ties with Israel.
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In fact , Japan did not take any of these steps. By November 11 , the European Economic
Community formally announced its support for the Arab territ orial demands against Israel , and its
members , with the exception of Holland , were on the Arab ’s list of friendly states: Japan was listed
as a neutral , was threatened with oil cuts , and was being pressured to go bey ond the European
Community ’s positio n in support of the Arabs. Instead , the government of Prime Minister Kakuei
Tanaka waited for Secretary of State Henry Kissinger to complete his November swing through the
Middle East , patiently waited for him to make another visit in Peking, and took no decision until
after Kissinger had stopped in Tokyo to say that he had not arranged to lift the embargo. Then , on
November 22 , after a bitter but muted struggle within the cabinet , the Tanaka government
announced a pro-Arab position on the territorial issue , virtually identical to that of the European
Community. Deputy Prime Minister Takeo Miki was dispatched on a tour of the Mideast , where he
offered billions of dollars in loans, and economic and technical cooperation to Egypt , Iraq, Saudi
Arabia , Syria , Iran , and , on a lesser scale , to Algeria , Morocco , Sudan and Jordan. As a
consequence , the Arabs reclassified Japan as a friendly nation on Decembe r 25.

As of the end of April , however , these proposed loans and plans for the construction of oil
refineries and petmchemical plants remain for the most part nothing more than proposals and
plans. With few exceptions, they have not assumed the form of firm commitments. Japan has made
no bilateral deals for oil imports , comparable to those entered into by Britain and France. Japan is

-
~~ V - not sending war planes, weapons or ammunition to any country in the Middle East .

The Japanese government’s slow motion reaction to the embargo , and its hesitant embrace of
the Arabs can best be understood as resulting from a deep and abiding concern , amounting almost
to a preoccupation , over relations with the United States.

Almost one-third of Japan ’s total trade is with the United States. As a supplier of raw
materials and foodstuffs , ranging fro m lumber and cotton to scrap iron , soybeans and meat , the
United States is as crucial to Japan ’s economic well-being as the Organization of Arab Petroleum
Exporting Countries is. Moreove r , most of the oil which Japan draws from the Middle East is
purchased from the American-owned international majors.

In brief , the Japanese simply could not afford to emulate the Western Europeans in ignoring
American policy, and in setting their own course in the Middle East. For the time being, the
Japanese are trying not to aggravate or alienate any of their major suppliers and markets , and are
hoping that by some miracle the international economy will regain its stability and accessibility.

To foreign observers , the Tanak a cabinet’s balancing act in the Middle East appears to be a
rational , prudent response to the conflicting pressures exerted by the Arab oil producers and the
Americans. To the Japanese themselves , the balancing act looks extremely precarious , and many
wonder , with varyin g degrees of dread and anticipation if , after leading Japan through a quarter
century of phenomenal economic growth and political stabiltiy, the Conservatives are about to
come tumbling down around Prime Minister Tanaka ’s ears.

The conservative factions , which organized themselves into the Liberal Democratic Party
(LDP) in 1955 , have had an uninterrupted majority in both Houses of the Diet since 1948. As a
result , the Premiership and the cabinet have been their private preserves. The government of
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postwar Japan has never changed hands. Japan ’s democratic political system has yet to pass this
critical test. Despite a dwindling in voter support to less than 50% in the early 1960s , the LDP
retained its Diet majorities by carefu l selection of candidates , and as a result of the bickering
among and within the opposition parties .

The House of Councillor ’s election in Japan in early July was a severe test of the LDP and
could have proven to be a test of Japan ’s entire political system if the LDP had not narrowly
retained its majority. The LDP held 134 of the 252 seats in the Uppe r House—a slim majority of 7.
If this majority had been lost in the election , the opposition parties would have been in position to
threaten the Government with a legislative logjam without precedent under the postwa r
Constitution. As it is, the LDP requires the expected support of two independents to add to the

V 1 26 seats it now holds.

According to Articles 59 , 60 and 61 of the Constitution , bills become laws after passage by a
simple majority of both Houses of the Diet. In the case of treaties and the budget , if the House of
Councillors fails to accept the decision of the House of Representatives , and no compromise can be
reached through a joint committee , the decision of the Representatives shall be the decision of the
Diet. With the exception of the budget and treaties , however , the Representatives require a second
vote and a two-thirds majority to pass a bill into law over the opposition of the Councillors. Since

V - the LDP presently holds 271 seats in the 491 seat Lower House , which is 48 seats short of a
two-thirds majority, the loss of the Uppe r House could have created legislative paralysis ,
reminiscent of that which occurred in the earl y sessions of the Meij i Diet in the l890s.

In this eventuality, the LDP , at best , might have been able to strike bargains with small groups
of Opposition Councillors to push through important bills. Temporary coalitions of this sort are
generally undependable , and the negotiations necessary to create them would almost certainly

V generate friction among the LDP fractions , further weakening the party. An LOP Cabinet could
also have attempted to rule by administrative regulations and fiat , which would not necessarily
violate the Constitution , but would run counter to its spirit. An attempt to administrativel y
circumvent Opposition control of the Councillors would have further alienated voters , and would
also have encouraged cooperation among the Opposition parties.

V In brief , the loss of the House of Councillors election would certainl y have weakened further
the LOP’s ability to rule , and its ability to deal with Japan ’s economic problems. Eve n though they
barely won this election, i t could well mark the beginn ing of a period which will require shaky,
unstable coalition governments. It is worth noting several of the economic indicators that were
causing anxiety for Japan ’s economic planners before the elections in July and which continue to
bode ill for the LDP. In addition to the stagnation in the industrial sector—Minist ry of Finance
figures show that production fell .5% in the January to April quar t er—and the 37.6% annual jump
in the Wholesale Price Index , already alluded to: real wage s in Japan fell by approximately 10-I 2’~’
in the first quarter.  This drop is real wages fueled the unprecedented strikes and transportation
stoppagesof this year ’s Spring Labor Offensive ( shunto ),  which led to an average jump in wages of
approximately 30%. These wage increases, together wi th  an average increase of 62~ in the price of
petroleu m products announced in late March , threatened to keep the inflation spiraling upward
into the summer , despite the Government ’s tight money policy, and its attempts to hold prices
down.
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Obviously , the danger for the LDP in the last election and for the next year or two, is that
normally conservative voters will come to believe that the economy is out of control , that their
hopes for economic security are disappearing into the maw of stagflation , and that the re sulting
anxiety, frustration and resentment will generate a protest vote that will end the LDP’s grip not
only on the House of Councillors, but on the entire government. Even though the LDP manage d to
retain its majority in this summer ’s House of Councillor ’s election , it has won not a victory but
only a reprieve . Since the root causes of Japan ’s economic difficulties are international , and largely
beyond the ability of any Japanese Government to correct , I expect that a loss of LDP control will
at best lead to a period of weak , unstable cabinets; and at worst would produce a climate of
extremism and political violence.

From a longer range perspective , therefore , I would judge that the October War has been
instrumental in pushing Japan out of Foreign Policy Option 1, toward s Options II and Ill. The
question now, is whether Japan will settle peacefully into Option II or will slide and stumble into
Option III.

V 

lv.

What , then , are Japan ’s basic foreign policy options for the remaining years of this decade?

In the realm of rational choices, Japan will either continue to prosper as a peaceful , lightly
armed trading state; or it must face economic stagnation and decline—still as a peacefu l , lightly
armed trading state. Whether Japan will prosper or decline depends primarily on its international
political and economic environment , and most especially and specifically on the course of United
States foreign policy.

Japan ’s best hope is that the United States government will recognize the limits and dangers of V

its doctrine of a pentagonal world balance , and of its policy of detente; that we will choose , once
again , to base American security and prosperity on our ties with our Western European and
Japanese allies, and not on the chancy proposition that we can avoid the need to consult and

- 
- accommodate our allies , by building a new structure of peace on the foundation of the Sino-Soviet

V conflict . Clearly, if we give the Japanese the option of contin uing a reliable , advantageous alliance
with the United States, that is the option they will choose.

If , on the other hand , the United States continues to seek detente at the expense of its allies;
if we continue to work toward a fluid , pentagonal global balance , then Japan ’s chances of security
and prosperity are dim . Japan has been a major beneficiary of the Pax Ameri cana. and Japanese
policy makers are correct in their belief that they will find no alternative which will serve Japan as
well. Without a fi rm, American security guarantee , and without dependable access to a stable ,
flourishing world economy—which was a corollary to the Pax Americana_Japan will face a bleak
strategic and economic future . The 1950s and 1960s, which have recently been described as years
of needlessly dangerous tension and confrontation with the Soviet Union , will be looked back on
nostalgically by the Japanese as a brief golden age . Hopefully, the new international environment
will not prove intolerably harsh to the Japanese , and they will adjust peacefully to the ir economic

V decline.
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It would , however , be unrealistic to assume that Japan will necessarily limit itself to a rational
foreign policy, if rationality promises only poverty and humiliation. It should be recognized that
once Japan ’s foreign policy leaves the realm of rationality , it may well become irresponsibly
adventurist and catastrophicall y destructive.
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