PEACE ECONOMICS'

BY JAKOB MARSCHAK

Shall We Think of Peace?

As LONG as friends of democracy, throughout the world, are not
all killed or confined to Hitler’s concentration camps, there is
one thing they cannot afford. They cannot afford to believe in his
ultimate and lasting victory. There is no reason whatever to accept
as scientific truth Hitler’s claim of having determined, or being
about to determine, mankind’s destiny for the next thousand
years. But if we begin to believe it, it may become true. Because it
is our resistance that prevents it from becoming true.

Therefore it is important to make our minds clear as to what
alternative we have to oppose to Hitler’s utopia, while it is still a
utopia. To give up as “unrealistic” any attempt at clarifying and
mobilizing our own ideas and ideals, is to give up all struggle. It
is sheer panic. The story of the German democratic leaders before,
and of western appeasers since, 1933 has shown what happens
when fear parades as realism.

Perhaps one of the worst curses we have inherited from the
optimistic nineteenth century is the mystic belief in “trends,” the
pseudo-science of the inevitable. It is logically worthless. It was,
in good times, medically useful as a tonic. It is a poison now.

Those whose job it still is to think about history, or politics, or
economics, should make a little effort, and formulate and defend
their aims, as Hitler formulated his, in the days when he was an
obscure and ‘“‘unrealistic” rebel. We know that the economic
regime of the democratic countries has not solved successfully
the problem of unemployment; that the democracies’ moral and
religious beliefs have been losing vigor; that their diplomatic and
military skill has so far proved weaker than Hitler’s. Yet we don’t
want Hitler and his methods. What do we want then? Nobody

1This article has been prepared in connection with a research project of the
Graduate Faculty.
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desires a status quo. But we want our liberties preserved. Is free-
dom incompatible with economic welfare and efficiency? With
the sense of moral duty? With a political organization of the world
other than a conglomerate of jealous sovereignties, shortsighted
and weak in the presence of any bully?

Take the economic problem. Is it true that nothing short of
complete regimentation can solve it? Many assert this, but nobody
has proved it—unless, of course, a census is called regimentation,
and the unbalanced budget a restriction of freedom. How much
of the unemployment which has confronted democracies has been
due to their leaders having been democratic, and how much to
their having been shortsighted, ill-informed, superstitious, lacking
in initiative or imagination, hesitant, weak, lazy? Is democracy
necessarily indolence? I don’t think this has been proved. Much
has been learned from the experience of the last two decades, and
I believe it can be shown that most mistakes of economic policy
of that period could have been prevented without sacrificing an
ounce of democratic substance. Moreover, a very considerable
amount of clear and courageous economic thinking has been done
in these years, and has produced results of which the practical men
of democracy might very well avail themselves, although these
results are as yet far from being understood outside the specialists’
circles.

This is true of national as well as international economic poli-
cies. The difference is only this: if it is possible to visualize a
democratic country which has reasonably solved its internal eco-
nomic problem, it is one degree more utopian to assume that the
whole world might consist of such countries. The present ideo-
logical war may end with some agreement or modus vivendi
between the contestants. It is an old practical requirement that a
political program-maximum should be flanked by a program-
minimum, at least a provisional one, as a program of armistice if
not of peace. This means, in particular, that when we outline the
techniques of international cooperation we need not confine our-
selves to the one assumption that all partners have the same type
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of economic organization. If this assumption is made, certain
simple consequences and recommendations follow. If it is dropped,
certain other techniques become necessary. Both alternatives must
be considered, since there is no way of knowing which will be
chosen by history. If nobody takes the trouble to consider either,
history may choose a third, the totalitarian solution: domination
of world economics by an armed oligarchy.

o be sure, a cooperation of economic communities within “a
orld divided against itself, half free and half slave” can hardly
be more than an armistice. But there are short and long armistices.

For example, compromises were tried for decades, and temporarily
brought to success, before the generation of Lincoln realized their
futility. Is our generation sufficiently strong to disdain compro-
mises? Sufficiently farsighted to aim straight for final goals?

Besides the economics of durable peace and the economics of
armistice there is the economics of war, the most urgent and
realistic of the three. So urgent that a quarterly journal like this
is probably too slow a vehicle to carry discussions on war econom-
ics. Problems like that of cooperation within the western hemi-
sphere, in defense of this country’s economy against German or
Japanese expansion, are problems in war economics, very much
like the attempts of Britain in the Balkans immediately after
Munich. We know now that those were very urgent attempts
indeed.

The subject of the present article is less “realistic” and urgent
in the sense of dealing with an immediate future. Yet it is urgent
in the sense that clarity of purpose is necessary for an intelligent
fight. Peace aims are war aims.

Shall We Think of Economics?

No one—or hardly anyone—would contend that economic un-
rest is the main or only cause of the catastrophe mankind is now
going through. Yet few men doubt that it is one of the causes.

I inquired recently among my German colleagues (in exile, but
capable, I think, of unbiased recollection). They all confirmed my
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own impressions of 1926-28: in those years of prosperity few Ger-
mans really worried about Versailles. The curve of the electoral
successes of the National Socialists closely coincided with the fluc-
tuations of unemployment. Of the items of Versailles, the repara-
tions clause was the only one which prevailed in the public mind
far above all others: not disarmament, not the paragraphs concern-
ing “honor,” not even the change of frontiers, apart only from the
regions on the country’s periphery economically hurt by the pain-
ful dislocations of markets and the necessity of adjustment which
the new frontiers involved in a protectionist Europe.

No peace will be a lasting one with the economic problem un-
solved. The Nazis probably know this. It is doubtful that they
intend to rely, in dealing with the conquered peoples, on Secret
Police alone. They will try to keep their slaves at least moderately
well fed—Hitler himself has expressed his conviction that the con-
quered nations will be glad to have exchanged freedom for eco-
nomic security. It is true that the wellbeing of the dominant race,
and not a general and just welfare, is the supreme goal of the
National Socialist economic policy. Economic geography will be
corrected, industries redistributed, populations resettled, flows of
goods redirected, to serve that goal. But Nazi economists seem to
hope that their organization of world economics will be efficient
enough to support a rich and armed Germany while keeping the
workers and farmers of the conquered world in full employment
at living standards sufficient to soothe the spirit of revolt. This is
not in contradiction with the policy of removing the natives from
all positions of privilege and leadership, including perhaps the jobs
of industrial and commercial managers. We know too little of the
actual situation in Czechoslovakia, the oldest of these colonies, but
we know enough to reject the supposition that the German admin-
istration will necessarily (unless it loses its head and gives vent to
emotions, as in the case of the Jews) emulate the uneconomical
Mr. Simon Legree, Uncle Tom’s last master.

It is probable that the Nazis are now giving more attention to
the economic organization of their world than the victorious
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democracies did in 1918 with regard to theirs. We all remember
Mr. Keynes’ bitter complaints of the “economic consequences of
the peace.” Again, we need not believe that shortsightedness is a
necessary attribute of democracy. The mistakes need not be
repeated.

“World Planning”

Theoretically, the centralized planning of this planet’s economy, a
German method, might be applied to other than German aims.
Theoretically, one could imagine the resources of the world organ-
ized by very good and wise and democratically elected men, not
for the exploitation of the many by the few, but for the benefit of
all. In fairy tales there are bad giants, but also good ones; and the
good giant’s dream might be as colossal as the Nazi nightmare, yet
just and pleasant. It is to be doubted, however, that the solution
of the economic problem actually requires world planning. It is to
be doubted, in other words, that it requires an immediate and
complete abolition of national states and free markets.

It is not necessary, as far as the outlines of economic solutions are
concerned, to make any assumption as to the world’s future politi-
cal constitution, beyond the assumption that certain economic
agreements will be made and kept, and certain technical institu-
tions set to work. In this the problem of peace economics is inde-
pendent from, and easier than, the problem of peace politics. But
its solution would make the political problem less important: for
example, the notorious ‘“‘unequal distribution of raw materials”
among the various political units becomes almost irrelevant if im-
pediments to the export of finished goods disappear.

Nor is it necessary, for the achievement of a decent international
economic order, to subject consumers to a supremely wise and well
meaning planning authority. Recently socialist economists,? for
the first time applying to their problem tools of modern economic
theory, found that a free market for consumer goods, and even for

2 A. P. Lerner, O. Lange and others; see also Eduard Heimann, “Literature on the
Theory of a Socialist Economy” in Social Research, vol. 6 (February 1939) pp.
88-113.
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labor, is probably the safest guarantee for the best allocation of
national resources to various productions (and to leisure), pro-
vided that the amount and use of national savings are determined
by central bodies and that industries which naturally incline to a
monopolistic or semi-monopolistic organization are entrusted to
public managers, not pledged to the principle of maximum profits,
and expanding production to the point where marginal costs reach
price. The Russian system before 1929 (profitmaking publicly
owned “trusts”); its successors, the centralistic “five-year plans”;
the German compulsory cartels, artificially preserving the plants
of their members rather than working the best ones at full capac-
ity—certainly none of these methods represents the “last word.”
One should try, therefore, not to be too fascinated by the totali-
tarians’ slogan of “planning.” Their 80-ton tanks are formidable—
when used against democratic pea-shooters. But democracies need
not use pea-shooters.

It is impossible here to discuss world federation as compared
with world monarchy, or free markets as compared with planned
markets. Fortunately no such discussion is necessary for the prob-
lem in hand.

Three Postulates?

The satisfaction of people’s desires in the best possible way—this
and nothing else is “the economic problem”—requires three con-
ditions, three ways of raising the standard of living.

3What follows is of course in no sense new to anyone who has pursued the
discussions of the last ten or twenty years. It is, I think, the common opinion of a
very large body of today’s economists. The ideas may be said to have originated
mainly, although by no means exclusively, in the Cambridge of Keynes and
Robertson, and in Sweden; younger German economists of the early thirties—in
Kiel and Frankfurt, some even in the Reich ministry of economics and in the trade
unions—also knew something of the subject. Names of important pioneers are
enumerated in J. E. Meade, Introduction io Economic Analysis and Policy (American
ed., in collaboration with Charles Hitch, and with a foreword by Alvin Hansen,
New York 1938). Meade himself achieved great clarity in classifying economic policies
according to these three postulates, and in applying with courage and perspicacity
the results of economic theory. See his more recent and more popular Economic
Basis of a Durable Peace (London 1940). I am also greatly indebted to Mr. Albert
Halasi for long and profitable discussions of this subject.
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First, there should be no idle resources. These are resources
(men, machines or land) which are intermittently in and out of
use, as a result not of natural causes (seasons, time required in
shifting from one job to another and the like) but of lack of fore-
sight. The first postulate is therefore equivalent to a requirement
that booms and depressions be mitigated.

Second, resources should be allocated to various industries in
such a way as to achieve the most complete possible satisfaction of
the consumers’ desires. Economists know that monopolies (or, in
more general terms, the various forms of imperfect competition)
and restrictions of international trade and migration impede the
optimal allocation of resources; this means lower income rates for
the urban and rural populations or (if workers resist) unemploy-
ment. It follows that the loosening of such restrictions would be a
way toward optimal allocation, although it does not follow that
this is the only way. On the other hand, it has seldom been denied
that some “desires” of the democratic state itself—the political
representation of consumers—may usefully appear in the market
along with the desires of the individual consumers, and that the
state’s “desires” for hygiene, defense, education and the like may
be usefully served outside the market precincts.

Third, resources should be developed wherever possible, and in
the best possible proportions. The mineral deposits, forests and
farming soil of the so-called backward countries can be brought
into use, their populations rid of epidemics. This does not exhaust
even the purely economic side of the colonial problem, inasmuch
as the “desires” of native consumers (as under the second postulate,
above) may be different from the desires of the colonizers. But it is
sufficient for present purposes to state this postulate in its general
form. It also includes, of course, the necessity to keep up the old
countries’ equipment, to repair war damages.

The three postulates—full use of resources, proper use of re-
sources, development and upkeep of new resources—are obvious.
But although all three are equally obvious the first has been over-
looked, until comparatively lately, in the discussion of an inter-
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national economic order, and, I am afraid, in the handling of
international economic affairs. Practical men have not become
“trade-cycle minded” until very recently, and theorists have often
disliked looking upon unemployment as anything more than an
unpleasant exception to logically beautiful rules. On the other
hand, the second and third postulates have found adequate atten-
tion, at least on the part of thinking men, and nearly as often on
the part of acting men. “Down with Tariff Walls” has been a favor-
ite Jericho trumpet with speakers at women’s luncheon clubs as
well as with foreign secretaries all over the world, ever since 1919.
Tariff walls, however, have grown thicker and taller. International
cartels have proved, on the balance, only a variety of restrictionism.
Quotas and exchange restrictions—those still more formidable
weapons for deflecting the world’s resources from their best pos-
sible uses—have been applied. The Jericho trumpet has proved a
decidedly weak instrument. But it has continued to be sounded, to
the exclusion of any other.* Thoughtful people have begun to ask
whether, after all, there may be factors strengthening the walls
other than mere wickedness of vested interests. One finds, on closer
inspection, that protectionist measures were used (apart from mili-
tary considerations, which began to get the upper hand much later)
to fight the slump and its consequences. Here the “first postulate,”
the necessity to remove depression, comes in: idle resources must
be put to work. In so far as idle resources are due to the workers’
resistance to accepting low wage rates, and in so far as low wages
are due to a low national output, brought about by monopolistic
or protectionist barriers to trade, free trade would indeed help to
put idle resources to work. But certainly monopoly and protection-
ism are not the only causes of slumps.

The problem of depression has similarly been overshadowed, at
times, by enthusiasm about the earth’s untapped natural resources.
At the outbreak of the war British “peace research,” inspired by

4Even as late as the spring of 1940. No other suggestions were contained, for
example, in the memorandum on foreign economic policy handed on March 9 by
Sumner Welles, Under-Secretary of State, to Paul Reynaud, then French Minister
of Finance (text published in New York Times, May 4, 1940).







