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WHERE HAVE ALL THE PROFITS GONE? 
An Analysis of the Major U.S. Defense Contractors: 
1950--1985 

I. INTRODUCTION

In answering any question regarding defense industry profits, one might
presume that an empirical analysis is in order. But is such analysis at all 

feasible? "Until , if ever [valid profit] data becomes available, it might be more 
rewarding to work on other problems." 1 In this manner, a leading economist of 
his generation, former chairman of the American Economic Association (1959), 

and chairman of the Federal Reserve Board (1970-1978) dismissed efforts at 
understanding the nature and source of profits in the defense industry. Burns 
was referring to "privileged" data that was unlikely to go beyond the secure 
walls of the government agency. Thus, most students of the defense sector could 
not expect access to necessary data for an analysis of the profits in that sector. 

Burns' studied opinion does not preclude such analysis by government agencies 

privy to the "privileged" data, and I will turn to some of these shortly. 
Before doing so, however, it is worth noting that the limiting position set 

forth above is seen by other economists as grossly over-optimistic. For example, 
Franklin Fisher and John McGowan have argued that it is "difficult-perhaps 

impossible-to compute" the economic rate of return. "Doing so requires 
information about both the past and the future which outside observers do not 
have, if it exists at all. "2 The Fisher-McGowan (henceforth F-M) argument is 

not over subtle differences in the economic concept of profits and the accounting 
measures which are used as proxies. Rather, they argue that a strong case can be 

made to the effect that accounting rates of return are likely to bear no 
relationship whatsoever to the economic concept of profit . "Thus, comparisons 

of accounting rates of return to make inferences about monopoly [privilege 
based] profits is a baseless procedure." 3 Needless to say, the F-M argument, if 
accepted, would render moot much of what has passed as economic analysis in 

the field of industrial organization. And a study of profits in the defense industry 

would be rendered meaningless, not because the relevant data are privileged, 
but rather because there are no relevant data. 

But economists do continue to use accounting data, and the F-M pessi
mism is not at all pervasive. Their article generated considerable dissent, and in 

what is likely the most general and widespread reaction, Ira Horwitz argues that 

use of the only available data "must be undertaken judiciously. and with an 
awareness of the data's shortcomings. "4 The series of replies contained more 
critical reviews of the F-M thesis: "the evidence they present does not support 

the conclusion that accounting profit figures are meaningless." 5 

I raise these issues not simply by way of paying lip-service to the standard 

measurement difficulties and then proceeding as if they didn't exist. Rather, it is 
worth noting that the F-M caveat is only one of at least two arguments 























































































Other Tides 

Neil Joeck and Herbert E York 
Countdown on the Comprehensive Test Ban 
(Joint Publication with the Ploughshares Fund, Inc.) 
23 pp, 1986 
James M. Skelly, ed. 
Sociological Perspectives on Global Conflict and Cooperation: A Research Agenda 
36 pp, 1986 
Gregg Herken, ed. 
Historical Perspectives on Global Conflict and Cooperation 
34 pp, 1987 
Seymour Feshbach and Robert D. Singer, eds. 
Psychological Research on International Conflict and Nuclear Arms Issues: Possible 

Directions 
50 pp, 1987 
Walter Kohn, Frank Newman, and Roger Revelle, eds. 
Perspectives on the Crisis of UNESCO 
71 pp, 1987 

44 

WHERE HAVE ALL THE PROFITS GONE? 
An Analysis of the Major U.S. Defense Contractors: 
1950--1985 

I. INTRODUCTION

In answering any question regarding defense industry profits, one might
presume that an empirical analysis is in order. But is such analysis at all 

feasible? "Until , if ever [valid profit] data becomes available, it might be more 
rewarding to work on other problems." 1 In this manner, a leading economist of 
his generation, former chairman of the American Economic Association (1959), 

and chairman of the Federal Reserve Board (1970-1978) dismissed efforts at 
understanding the nature and source of profits in the defense industry. Burns 
was referring to "privileged" data that was unlikely to go beyond the secure 
walls of the government agency. Thus, most students of the defense sector could 
not expect access to necessary data for an analysis of the profits in that sector. 

Burns' studied opinion does not preclude such analysis by government agencies 

privy to the "privileged" data, and I will turn to some of these shortly. 
Before doing so, however, it is worth noting that the limiting position set 

forth above is seen by other economists as grossly over-optimistic. For example, 
Franklin Fisher and John McGowan have argued that it is "difficult-perhaps 

impossible-to compute" the economic rate of return. "Doing so requires 
information about both the past and the future which outside observers do not 
have, if it exists at all. "2 The Fisher-McGowan (henceforth F-M) argument is 

not over subtle differences in the economic concept of profits and the accounting 
measures which are used as proxies. Rather, they argue that a strong case can be 

made to the effect that accounting rates of return are likely to bear no 
relationship whatsoever to the economic concept of profit . "Thus, comparisons 

of accounting rates of return to make inferences about monopoly [privilege 
based] profits is a baseless procedure." 3 Needless to say, the F-M argument, if 
accepted, would render moot much of what has passed as economic analysis in 

the field of industrial organization. And a study of profits in the defense industry 

would be rendered meaningless, not because the relevant data are privileged, 
but rather because there are no relevant data. 

But economists do continue to use accounting data, and the F-M pessi
mism is not at all pervasive. Their article generated considerable dissent, and in 

what is likely the most general and widespread reaction, Ira Horwitz argues that 

use of the only available data "must be undertaken judiciously. and with an 
awareness of the data's shortcomings. "4 The series of replies contained more 
critical reviews of the F-M thesis: "the evidence they present does not support 

the conclusion that accounting profit figures are meaningless." 5 

I raise these issues not simply by way of paying lip-service to the standard 

measurement difficulties and then proceeding as if they didn't exist. Rather, it is 
worth noting that the F-M caveat is only one of at least two arguments 









8788-452 


	DOC2
	DOC



