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15 September 1950

DR. HUNTER: There is no more controversial area of public policy
today, I think it is safe %o say, than that of the relationship of
government to business enterprise, of government to economic activity
generally. The very acuteness of the controversy over this issue re-
flects the importance of the relationship between the two. Wo issue
has aroused more discussion and provoked more bitterness, I suppose,
during the past two decades. IR ' '

At one extreme in this controversy are those who advocate that
private enterprise should bave virtually complete and unrestrained
freedom of action in the economic field. Perhaps there aren't many
people today who would go this far, but they make up a very earnest,
determined, and vocal group. Thisgroup would reduce the role of
government to that of "silent policeman," limited to maintaining law
and order and protecting property-—for the rest, hands off. Let'ls get
rid of all these hampering, hamstringing rules and regulations—-free
business and give it a chance. = =

At the other extreme are those who would eliminate private pro-
perty and private enterprise from the economic system. This group
holds that the Government itself should control and direct all pro-
ductive activities, that private property should be eliminated, and
that in all important matters the management of the economy would be
directly by the agencies of the Government. Such is the position of
communismi "The State and the economy are identical." The position
of socislism is more moderate. Socialists would have the Governmente
take over only the more basic industries and economic institutions.

While the problems of the relationship of government to economic
activities is particularly acute today, these problems are far from
new. The problem of this relationship has been with us from the very
beginning of our history. It was more or less an active issue during
mach of the coloniel period. The American Revolution was largely the
result of a failure to resolve this issue as between the British
Government and colonial economic interests. The Civil -War was in part,
although only in part, brought on by disagreement between the North .
and the South over the extent to which the Federal Government‘should
intervene in economic life, o '

To come down to our own time, no issue has been more continuously
or more acutely before the American public during the past 50 years
than this one. In this time there has been hardly a national political
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campaign in which this has not been one of the major areas of con-
troversy. We are all femiliar enough with this phase of the New
Deal period. It is an issue, too, which has been given new weight
and new meaning by the postwar conflict between ourselves and the
Communist countries. o

Now how can so touchy an issue as the relations between govern—
ment and business enterprise be handled so as to keep down our blood
pressures and improve our understanding of the problem? My method
will be that of an historical analysis of the problem as welve faced
it in this country at-different times in the past. This is not to
sugzest that we will find the solutions to present-day probiems in
the past; far from it. However, the roots, the origins of present-
day conditions, problems, and institutions g0: deep into the past:. one
can hardly understand these conditions and problems without some
attention to their origins, co :

One thing that has comé down from the pest--and often with surpris-
ingly little change-—is in the field of ideas:. To understand the origin
of our ideas adout the nature of the problem of government-~business.
relationships will be very helpful in understanding this whole area.

So let's start with some ideas that are rather widely held teday,
especially among businessmen, as to what constitutes the proper, the
most desirable relationship between the Government and economic acti-
vities, This idea can be summed up in the phrase: 'Less Government
in business; more business in Government," which, if I recall. correctly,
became popular first in the Coolidge administration. In other words,
reduce the role of government to a minimum. '

Now according to this viewpoint, the greater part, if not all, of
the extensions of government intervention in the economy during the
past two decades have been undesirable and unfortunate. They have
hampered end restricted the functioning of our economic system. . Among
economists, the group of ideas, of theories which incorporate these
views is known as laissez~faire, which, loosely translated, means "Let
alone, ¥ ' : :

Historically, the body of economic doctrine known as "laissez—
faire! 1s associated with the rise of the middle class, the business
and commercial class, to a position of prominence and influence in
the Western World during the seventecnth and eighteenth centuries.
In contrast with the ruling class of the preceding era, the feudal
aristocracy, whose power and position was based on land, the growing
influence of the middle class was based on monied wealth, gained
chiefly in trade.




" Increasingly, the middle class found themselves hampered by
the elaborate regulations of tra&e‘and~manufacturing developed in - -
most nations in western Burspe during the sixteenth and seventeenth
centuries, régulationSrwhich-reflebted~ﬁhé then dominant politico-
economic: theory, or philosophy, ‘of mercantilism.

 Under mercantilist doctrines, one of the main functions of the -
' Government was to guide and dirett the economic 1ife of the Nation.
The purpose of such guldance and direction wes to promote netional
~interest; incfease the Nation's wealth, 2dd to the Nation'’s strength
and power in its velations with other nations. Kings and  statesmen
of that age may never have thought of economic mobilizetion, but they
knew the close dependence of military strength upon the Nation's
wealth and. resources and upon the finanélal resources of the Govern—
ment., : . ' '

The middle class became increasingly opposed to mercentilism for
the simple resson that the many restrictions represented by these laww
hampered their operations. Before long their spokesmen attacked the.
theory on which the regulatory prachices of mercantilism were based.

Gradually the tide of opinion began to turn against. the traditional
view that close regulation of economic activities by the Government
was desirable. By the end of the eighteenth century this tide was
moving pretty fast. =~ . ' = , . :

Two events occurring about the same time toward the end of the
elghteenth century'symbolized the growing revolt ageinst government
interference with economic life, especially with business. One was
the publication in 1774 of 4dam Smithis "Wealth of Nations,? referred
to by Dr. Piquet in his lecture earlier in the week. The other wag
the outbreask in 1776 of the American Revolution-~better called the
War for Independence,

Let'!'s take the decond event first. The War for Independence was
directed primarilyvat English-regulation.offAmerican economic acti-~
vities—-regulation of manufacturing, of agriculture, of monetary matters,
and, above all, of trade and commerce. ' Actually, the colonies hadn?t
done too badly under the mercantile policies of the Mother Country but
the colonists, generally speaking, and above all the colonial merchant
class believed they could do even better if allowed to run their own
affairs. The War for Independence was the result. With independence,
the colonists obtained freedom from English interference with their
economic life. . ‘ : -

The American Declaration of Independence applied to the colonies
alone, although many other subject peoples, were, in time, %o obtain
inspiration from it. Adam Smith in his "Wealth of Nations! issued a
declaration of independence for the middle class, in every nation, for




businessmen, wherever they. might bé, - ‘hampered and restricted by the
prevailing government regulations of blusiness enterprise. In this
small volume, Smith outlined .a charter of economic individualism, He
provided in persuasively eloquent form the foundation of the classical
economics which became the Bible ¢f ‘the business class.. The MWealth =
of Nations" is a great historic document, It was to the nineteenth
century thlnkinv in politico-~economic matters what Karl Marx's "Das
Kapital" is to. the twentieth century. It provided the middle class,
the rising business class in ‘the Western World, with a basic philosophy,
a philosophy which supported and justified their intevests as businessw
men, The philosophy of economic individualism, of laissez-faire, which
Smith preached, is, with some modifications, still the basic philosophy
of the businessman. It still provides him with his principal supply of
ammunition against government 1ntervention in e conomic life, -

It isn't necessary to review tne argument, the theory, of Adam
Smith and his followers in any detail. All of you have, no doudbt, at:
some time had some acquaintance with it, Smith argued with great force-
fulness that the wealth of nations--and the power based on ‘wealth--was
not best advanced by policies adopted by governments in accord with the
older mercantilist doetrines. No government, however well meaning,
however far-sighted and efficient, could direct and regulate the economic
life of its nation with good results. The wealth of nations was best
promoted by allowing each individual to pursue his own self-interest in
his own way—-subject only to two thingss (a) minimum rules for the
protection of property, enfcreement of contracts and the like, made and
enforced by the government and (b) competition-—~free and full competi-
tion—in the open market serving as the guide and regulator of the
economic system. Completion, operating through supply and demand in
the open market, would act as the guide and regulator of the economic
system. It was the #Unseen Hand® referred to by Dr. Piguet in his
lecture, ‘ ‘

- The doctrines of Adam Smith and his followers were based on the
assumption that economic life, no less than the physical world, was
subject to and governed by natural laws. These laws could no more
* be changed” by man than the phy31cal laws governing the behavior of
matter. Any attempt by man, operatlng through government, to regulate
or otherwise interfere with economic life could only have harmful
results by upsetting the free and harmonious play of these natural
economic forces, operating through self-interest, regulated by com-
petltlon and by the laws of supply and demand. Any interference by the
government, except under very speclallzed circumastances and limiting-
conditions, must be avoided., However well meaning, it could only do
more harm than good. here must be neither assitance on one hand
nor restrictions on the other hand. Protection through tariffs must-
be abandoned in favor of free trade, Industry must not be alded with
subsidieés in any form, Businessmen in turn must not interfere with’ the
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operation of natural economic laWS,'iAhove‘all;hthere must be no
restraints upon competition, whether by government or by business,

Now these doctrines of Adem -Smith and hig followers came to

have wide acceptance, espeziallyaamong-the'business class, a .class,"
which,‘minq you, was. growing rapidly in number, in wealth, end in..
- influence, . But,it_Wa$.notuconfinedwtbwthem}by,any<meanso.uMany;were-'

‘¢¢ﬁvinced“by the ;ogicnand\theﬁﬁimplicity»af.the-ﬁgw economics pf . .
laissez~faire. 'ManyWOf'the older regulations of trade, business, and
industry were obviqusly‘obgolete,andfharmful. The doctrines of =~ -
mercantilism gradually gave way before the doctrines and practices

‘center of the free~trade movement but- the influence of free~trade =
laissez-faire doctrines spread widely. The nineteenth century in a
way can be descrived as the century of free trade,

I have. gone into these origings of leissez-faire (which in time . .
were elaborated in great detail by the so-called. classical school of
. economists) for this reasons: - b P R :

But here is'a*Surprising thing, the American-Revolutionwﬁthis. o
rebellion against British mercantilism with its elaborate network of .-
economic controls and restrictions—-was not followed by an attack on
interventidn'iﬁ‘economio life by the State and Federal Governments.

In some respects, the 75 years between the. Revolution and the Civil
War was the golden age of individualism. -Business waes mostly small
- businessy it was highly competitive, Neveriwere‘opportunities»greater

for the individual to enter tusiness on his own. The country and the . -. ..

‘economy were,expaﬁding;rapidly;1capital“requirements of business and. .
industry_were relatively small;nspecializedﬁtechnical-and managerial, .
skill was little needed, - T : - T B

: “Howeverg*inétead»dfvfollowingvthe %xample;of'the_English.business =
class and -demanding ‘goverament hands off, the American businessmen—-
merchant;;ménufactufer,'busineSsmen of all kinds--virtually all .
favored government intervention of one kind or another. §So too.did -
most farmers ang the rising working class, Mind you, though, they
were;often'far'from agreement among themselves as-to what kind of
~intervention§. What Was:onejman*s&meat»was;often/another man's. poisons -
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But, and this is the important thing, there was almost no opposition
on principle to the jdea and practice'of'government jntervention down
to the middle of the nineteenth century. :

Letls take a quick look at tlhe record, first, of .the Federal
Government: In response chiefly to the pressure. of the business >
interests of the time, and in spite of its limited powers, the Federal
Government violated the doctrines of laissez-~fairey ' S

1. 3By giving.protection to American manufacturing through the-
tariff,--The period 1790-1860 was, generally speaking, & period of low
protection but it offered some protection to home manufacturers.,

Northern farmers and southern planters were in the saddle and were
opposed to paying higher prices to help the menufacturer. They SUCCES S
fully opposed the drive of American industry to obtain a high protective
tariff. - ‘ : _ :

) 2. 3y giving'extensive aid to the development of transportation¢9~'
The Federal Government itself mailt the great tnational road;" it gave
large subsidies in land grants and stock gubecriptions to canal come~

panies and railroads; it made extensive river improvements.

3. By incorporating the United States bank in 1791 and again in
1816.——This,was_far the largest bank in the country and the Federal
Government was a principal stockholder in it. 1In the 40 years of its
operation, the bank exercised a powerful influence upon money and banking
in this country. - :

4, By setting up marine hospital systemvand,sfeémboat inspecti¢n
service, . : ‘ ‘ ‘

Thes¢ are simply the more gstriking examples of Federal departures from
thée doctrines of laissez—faire. S

The States were far more active in the field of economic legis-
lation than the Federal Government which, after all, was restricted in
its activities to functions enumerated in the Pederal Constitution.
The most impressive state intervention prior to the Civil War was in
the congétruction of elaborate systems of transportation improvements,
chiefly canals, but roads and railroads were also built, All the
more important states went in for such improvements in a big way. There
were state-wide canal systems, especially in New York, Pennsylvania,
Ohio, and Illinois. Railroads were built and much was done %o improve
river navigation by slack-water systems and other means. .

State Governments also gave extensive aids to private-tréngppftation
projects through stock subscriptions, land grents, loans, and other aids.
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Many;states went into the'bénking«business. too, setting up and operating
state banking systems, Theré’weré"SOme‘Beginnings made in legislation
regulating business enterprise§’thé'regﬁlation'Qf railroads, for example,
and ‘also the regulation of the ménUfaqtufing.industry in respect to
child and woman workere and to hours of labor, [Finally, there was _
legislation in most states,grénting,businéés_ﬁhe,important privilege of
incorporation, legislation‘WhichAma&eQavailablé,ﬁhe organizational vase

for the tremendous expansioh‘of,busingss'éntérprise~gfter the Civil War.

In summary, prior to the Civil War, there was general acceptance,
not only by the publicas a whole,‘but'by'mOStlbusineSSmeﬁ, of the
desifability-df:gbvérﬁment‘intervention in economic life. '

- The generation which'followed;thefciviluwar4hés been characterized
in various Weys-—as the Agé of Big Businesss the Age of “the Robber Barons;
the Gilded Age, Never before, or since, has business operated with such
freedom from restraints and under such Tavorable conditions, political
and economic., It was g period of extraordinary opposrtunities and extra-
ordinary growth, Thesevwere~the years,When*the business class, egpecially

the most influential‘and,pbWérful group invthe'cOuntry; ‘With the
Democratic Party under the.cloud,of souﬁhern‘rebellion, the Republican
Party pretty much ran the country during the 40 years following the

Civil War, and the Republicen Party reflected pretty closely the interests
and the attitudes of the business class,

tudes respecting the relationships between government and bBusineéss
enterprise, At last the doctrines of Adam Smith came to have wide
acceptance in thig country, especially among the rapidly growing and
influential business class., However, businessmen were very selective

in their acceptance and interpretation of the doctrines of laissez~faire.

With the financial rescurces made avaiiable;through the corquation
and the great Private banking institutions of the country, business no

utility fields as they did a half century earlier. Moreover, as their |
operations became larger and more varied, businessmen became increasingly
concerned. over the prospect of another form of government intervention—-
govermment regulation of business Practices. All the arguments of the
classical economists.were'employed to emphasize the unfortunate‘results
of government intervention. In several important respects, however,
businessmen viclated. the basic principles of laigsez—faire-—and with
evidently little concernAwithlogical_consis’tencyc

© o » 1y They sought and obtained a protective tariff which was pushed
to higher and higher levels. They would have none of this free trade
nonsense, S , ;
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2. They sotight and obtained government assistance on a lavish
gcale——in two principal forms: (2) 1land grants and financial
assistance for railroad construction—-~chiefly west of the Mississippi .

and (b) public land disposal policies which made rich timber and ore
properties of the West available to private enterprise at a nominal
figure. A great wealth of natural resources present in public domain
was virtually given away. And there was much evasion and downright:

violation of laws designed to safeguard our natural resources.

3., Moreover, puginess showed an increasing readiness>to.violate _
o basic teénet of the classical economists——the maintenance of com~
petition. In the last quarter of the nineteenth century, bthere was
scarcely a major field of business enterprise in which there was . nob
widespread evasion of competition., Pooling agreements._trusts, and
other forms of business combination were characteristic business prac—
tices of the last quarter of the nineteenth century, and monopoly in
varying degrees came %o be widely practiced. . : '

By and large, business enterprise did very well for itself in
this period. .It sought and obtained'governmeﬁt'intervention in its
behalf in various ways; at the same time it successfully staved off .
the growing efforts to regulate and restrain business practices. In
other words it accepted and used such of the classical economic doc~
trines as suited its purposes—;and‘largely ignored or repudiated the
rest. : ’

So far as the general public was concerned, however, the situation
was very different and: far from satisfactory. An outstanding political
development of the period 18651914 was the steady rise of public
concern, which at times reached alarm, over the growth and practices
of big business. To some extent, this public concern ‘was based on the
fear of bigness itself, on a fear of the possible results. of the con-
centration of economic power in hands of the growing number of great
business corpcrations~~industrial, financial, and atilities. At the very
period when the trend toward political equality was veaching its highest
level through the extension of the ballot to women, to the emancipated
negroes (in theory if nod in fact), the trend in the economic sphere
seemed - t0 be headed in the reverse direction, Loward greater and greater
inequality. And economic power meant power in such vital matters as
the making of a living, Jjobs, and income.

The classic. example of uncontrolled corporate.management is pro-
vided by the railroads in the post-Civil War decades. The railroads
were the first really big business in the United States, with capital
investment measured, not in tens or, at most, hundreds of thousands
of dollars, as was characteristic of most business enterprises in the
middle years of the nineteenth century, Put in millions of dollars.
Unlike the great canal systems, they were, with minor exceptions, built
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and run by private enterprise, bmt"bY”priVaté“enterprise receiving ,
extensive public aid in the form of land grants, government ‘loans, tax
and fariff exemptions, ang in stock subscriptions made, not.only by
individuals, but by tOWn,ucity, and county governments. The major
abuses in‘railroad'management,can be grouped,under'three1heading3, (a)
reckless and unserupulous Promotional and financial practices,‘(b) high
and, at times, extortionate rates, ang (e} rate discrimination as be-
tween»individual,firms; communitics ang interests. Small groups of
insiders often ran great railroads without;regard’either to stock and
bond holders or to the public. Great quantitise of watered stock were
issued-~stock with ne tangible and -often no intangible assets behind it.
The result‘waS'to.Jeopardize'the ability of railroads to meet their
obligations. This Wwas combined with the manipulation of finances and

MiSmanagement, financial manipulation, and related practices
resulted in high and burdensome rates and inudiScrimination~§that is,
unequal treatment'among‘shipper5—~in rates. An inflated capital
structure~plus‘high operating coste led naturally to high rates and
to the practice of charging all that the traffic would bear. Railroads
were our first great business monopoly, and, as such, interfered with
the functioning of an economic system regulated, in theory, by com—
petition, They were, to a limited‘degree,vcompetitive in service-
between major regions and some of the larger cities, but most shippers
and consignees in most Places had only one route, one railroad to serve-

firms. In g highly cbmpetitive market, in which the margin'between 4
.~ 8uccess and failure was relatively narrow,'discrimination“in rates by
railroads could and did have serious comsequences, h '

the railroads appeared in one form or another, in one degree or another,
in other fields of business enterprise~—in manufacturing, in mining, in
. banking, in street rallways, in communications, and, in the early
‘twentieth century, in the fielg of electric power. Only agricuiture,
retail distxibution,~and a few other areas were exempt from the general
trend toward large-scale operations in American business and industry,
In many~insténces,'growth in size wag followed by. combinations to ,
minimize, if not eliminate, what many regarded as the ‘burdens of com- )
retition, ' :
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The Standard Oil Company 1is usually referred to 2s the first

great ipndustrial combination. It pioneered in devising methods for
driving out or absorbing competitors.: 1t pioneered in devising nevw
legal devices—-such as the trusts and harmony of interest between
nominally competing companies~~for effecting combinations %o reduce
or eliminate competition., Later the holding company was jevised as a
means of evading the prohibitions of the Sherman Antitrust Acte But
the movement toward industrial concentration was general in character

- and causes, and by 1900 there.Wererliterally hundreds of industrial
tyrusteh in.existenoe,‘representing consolidations of thousands of
individual companies. Control of the market by these trusts ranged
from as low as 10 percent~~which-obviously did not represent mach
control, emcept locally~~to-as'high as 95 percent of the market for their
specific products, Twenty~six trusts in 1904 similarly controlled 80 per
cent or more of the market and nearly 80 controlled more .than 50 percent
of the market. . o ' : '

The competitive structure of the economy was steadlily altered, also,
by the rapid,growth in the size of pusiness units in general—»growth '
in size, resul ting from the;expansion\of the operations of individual
companies and not from consolidations or combinations.

- Broadly speaking, there were three main reasons for the trend
toward businessfconcentration'which is the ocutstanding development»of'
this period,,(a) the desire to obtain the promotional and speculative
profits-associated with organization and menagement of induStrial COoMe -
binations, (b) the desire to obtain the economies assoclated with large-—
gcale‘operationsnﬁespecially integrated operations, and (c) the desire
to escape ‘the burdens and costs of competition. If anything, this third
factor was the most pervasiVe and mos?t jnfluential of the three. S

1 have gone into these historical developments at some length for

twWo reasons, (&) except in relation to these developments, the growth

in the demand for government regulation of business can hardly be under-
stood and (b) it is important %o recognize that by 1900, there were
numérous -and extensive departures fpom the free, competitive economy
envisaged by Adam Smith and his followers, from fpree competition which-
was as jndispensable %o the proper functioning of the economy as was fre

" from government interference. -

. The active movement to regulate big. business got under way in the
years following the Civil War. 1+ was conducted on both the. Btate and
Federal levels, but with the rapid growth of large~-scale production for
national markets, operating ip interstate commerce, the problem of

regulation became increasingly a Federal one.

The two basic laws heré weres the Interstate Commerce Act of 1887
and the Sherman Antitrust Act of 1890. Between 1868 and 1886, over
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150 bills,wereAintroduced-in Gongress‘providing for some: form of
Federal_control,over‘the railroads, That will give you some notion
of the widespreag interest in thisg problembat that time, - St

The Interstate Commerce Act of 1887 did two pPrincipal ‘things:
It forbade certain,objedtionable_practices by the railroads-chiéfly;
rate dgscrimination ang rebates; pooling agreements; and Munjustl and: -
unreasonablet rates. And it set up the Interstate Commerce Commission
to administer the law, o o R = : AR

But for 20 years, the Interssate Commerce‘CpmmiSSien;accomplishedwf
very little apart from gathering and publishing facte abort rail trans-
~bortation. The Commission accomplished little because 1% lacked the
Power to carry.out purposes: of the law. The railroads carried on a- -
form of legal obstructioniem which was hard to beat and the attitude of
the courts was unsympathetic. The 100 went down to defeat again ang
again when it carried its cases into court. In the 1900's, the #Pro.
gressive Movement" got under way. At last the heat was put on for
really effeCtive-regulation of railroads, fThe{resu1t<was the Hepburn
Act of 1906 and the Mann-Elkins Act of 1910, These gave the Interstate
Commerce Commission the firet really‘effective control over the rail.
roads~~-the key control beiné bower over rates, The battle for regula-
tion by this time, =0 far as the railraads'were-concerned, was now won
and other acts followed extending both the authority and the coverage

of the Interstate.Commerce Commission. Down to 1935, some 30 different
acts had been passed relating to-interstate commerce. This legislation
in 1935 Covered 285 pages, . S S SR

Eventually FPedersl control was extended, throﬁgh Federal power over
interstate commerce, to express and,sleeping.car_companies, pipell§es,
telegraph and telephone.companies and radio, motsr carriers, aviation,

and water transport,.

Act followed a somewhat similar course. . Wor twenty—five years, this

law had no appreciable influence upon the conduct of business enter-
prise, Eventually, through the Passage of the Federal :Trade Commission
Act and the'Clayton Antitrust Act, both in 1914, the prohibitions of
the Sherman Act acquired some force, These acts put teeth into the:
antitrust legislation by forbidding a variety of practices restraining
trade ahd_limiting competition;. and by creating a Federal agency. to
administer the antitrust laws, - o : .

During theleBO’s, what with Prosperity and the Republican»adminisn‘
tration in power, there was something of a lull in the movement for :the
regulation of big business, but the depression years and the coming of
the New Deal changed all this by the tightening up the administration

11
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of the laws, extending the scope and range of controls of old regu-

latory agencies; and,establiShing new regulatory agencles to do new ,
jobs. Today there is an impressive group of Federal regulatory agenciegy~
about 12 all told, regulating carriers, utilities, regulating industry
generally, regulating finance and credits. We have agencies. which
regulate the quality of foodstuffs, drugs, and cosmetics, and enforce
minimum wages and hours legislation, and so on. S

I have gone into this development of Federal regulatory,activities
in some detail for a very definite reason. The movement to secure such
legislation has been a long end difficult one,. Bvery step of the way
has been vigorously contested and bitterly opposed by the interests
ehiefly affected. Each new proposal for regulation has in turn been des
nounced as, (a) an infringement upon free enterprise and (v) as violating
the basic laws of eeonomics. Yet as seen in perspective, 1% is pretiy
clear that nearly all these regulatory laws represent an effort--and
often, one mey feel, & clumsy, blundering effort--to accomplish one
thing; namely, to try to meke the American economy in its operation con- .
form to the theory of free enterprise, that is, to the theory of lalsseZ-
faire as developed by the classical economists.. ' - |

How? By discouraging monopoly and monopolistic practices; by ,
protecting and facilitating competitiony by maintaining public controls
over monopoly where monopoly seems in the public interest—as in the
case of utilities, such as power, or by preventing competition from
going to.harmful extremes in conflicts between such major interes?t
groups as capital and labor; by discouraging harmful competitive prace
tices or, to put it differently, by promoting fair competitive practices.

There have been other governmental developments, however, that go
much beyond regulations designed to insure that free enterprise is free.
These developments have largely grown oulb of two types of crises
c1tusbions which the American people have had to face during the past
35 years--the crises of World Wars I and 1I, and the crisis of economic
depression. ' L

In each World War I and II, as.we have seen, we tried to cope with
the emergency at first by business-as-usual methode—~by giving free
enterprise a free hand to do the job, and in each case we were soon
compelled by the hard facts of life to suspend for a time certain basic
features of the private-enterprise system. After all, the private-
enterprise system was developed to meet the needs of business and it is
no reflection on that system that it was unable to cope with new conditions
of war in the twentieth century. So we adopted and administered the
yarious economic -controls you are hearing and will hear so much about.

12




Just what is the significance of"this_wartimé”experienceﬂfdr;.J
American ‘economic development-—and, more specifically, for the re~ -
lations of government ang business enterprise? TFor one thing, it :
was demonstrated in the First World War end again in the Second World
War that, ‘despite all our cngictibns{abbut the superiority of what -
we call ‘thg free~enterprise system, the government-controlled economy
of wartime not only made the tremendously difficult transition from
beacetime to wartime production, but also in total output exceeded
anything hitherto achieved by the free economy of peacetime., Parg-"
doxicaIIy,Vthe wartime production achievemernts which demonstrated the
efficieney of a.controlled economy‘also,did'mudh to restore a faith
in the American économic'system'that had.been badly shaken by the
experience of the depression years, - - ‘ .

The experience of two world wars-'showed that it was possible to
control and direct the economy tQWard,the”attainment'of’national
objectives~~at'a‘price,.of course, because we gave up many of our
freedoms in the business and industrial,field, Nevertheless, by
Paying the price, we were able to accomplish extraordinary things,

If this‘could.be‘dene.during wartime for war purposes, why not in peace-
time for quite different purposes?"So,you«sée*war‘déalt~a severe body
blow to the doctrines of'laiSSez~fairé.‘and,"natural“feconomic~laws,‘

. The<wartime‘experience in operating a controlled economy &also
resulted in a greatly incréased‘knOW1edge~and understanding of the
economic system and how it worked, For the first time we were com-
pelled—~and I am now speaking of the First World War--to consider the
national economy as an integrated, functioning whole, In order to do .

came--how much did we have of raw materials, industrial capacity, and
manpower: What was our output of hundreds of commodities essential to
the war efforty ' We had to discover ways and means of guiding and
directing the productive forces of the Nation. We had to acquire an |
"~ intimate knowledge of the working of the economic system if we were to
direct it effectively, ' o

The ‘impact of the depreSSion'upon the relations of‘government_and
business enterprise was, in some respects, even more striking. There
is no need to remind you that the depression of the thirties was nothing
short of economic catastrophe. National income declined from a high of :
66 billion dollars in 1928 to & low of 35 billion dollars in 1933, . Some
- adjustment has to be made for the difference in price level;vthe,decline
was less”extreme'than'these'figures,indicate'but it was great, The -
index of factory employment fell from 102 in 1929 to 63 in 1933. “Un-
employment rose from less than helf a million in 1929 to nearly 12 _
million in 1933, ¢r nearly one~fourth of the gainfully employed workers,
The national morale was sheken; pessimism and defeatism were widespread.
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You may recall that for-e time during the Hoover administration, ;
there was a tendency to adhere to the doctrines of laissez-faire and o
to let the galloping deflation run ite naturel ccurse with 1ittle
intervention by the Federal Government. Pat. the people, confronted
by a condition of economic depression, refused to be governed by an
economic theory going back'150~yearsa~and soon the New Deal was under
vay.

Some of the New Deal measures were simply &an extension and
elaboration of the existing regulatory activities. of the Federal Govern-
ment, They represented an effort to restore and enforce'cOmpetition;
to control and regulate monopoly where manopoly‘was‘unavoidable; to
check or eliminate unfairjcompetitive practices. Such were -the main
objectives, for example, of the Securities and Exchange Act of 1934;
the Banking Act and the Public Utility Acts of 1935 the Tood, Drug,
and Cosmetic Act of 19383 the tightening up and expansion of antitrust
enforecement measures.. ' ‘ o : ‘

X Much morersignificant.,hoWever,“for.their effeect upon the function-
‘ing of the coconomic system, was a succession of moves by the Government
into fields heretofore the exclusive domain of business enterprise. The
most striking, in some respects, was the move into the field of pro-
duction itself. In the field of public power, & ceries of great hydre=
electric projects were begun in the Fast and West~~TVA, Grand Coulee,
and Central Valley. In the case of TVA, especially, power production
and flood control were combined with regional plann{ng and devglopment

programs on & large scale. : -
"Less spedtabular, tut probably more important for the economy'as

a whple, was the entrance of the Federal Government into twWo of the

most fundamental fields of business enterprise~~the supply'of credit

and the bearing of risks. We have a whole network of sgencies set up

to provide credit to businessmen, to farmers, and to home cwnergn—the
.Home Oumers Loan Corporation; the Reconstruction Finance Corporation
- (which was 8ébt up in the Hoover administration but expended during the
depression period), end the Farm Credit Administration, among pthers.
Still other agencies have put the Jederal Government into the insurance
business in a big way--the Federal Security Agency, cdveriﬁg‘qnemployment
and eld age insurancei the -Federal Deposit Insurance Company; the Tederal
Crop Insurance Corporation; and the Federal Savings and Loan Insurance
Corporation. S S : - a

1 ghall not attempt here to call the roll of all the kinde and
forms of Federal intervention in the economy. Yor shall I discuss the
rapidly expanding role of state and municipal governments, I wish
simply to mention some of those which have particular signifiCance‘for
‘the functioning of the privateaenterprise system:. There are, however,
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three other forms of Federal interventien to which I shall refer briefly:
Intervention in behalf of the farmer and the wage earner, respectively,
and acceptance of responsibility for keeping the economy as a whole
operating on.a moderately high level, _ :

Up until very recently--say the past 20 years--the farming and
wage earning sectors of the economy have been almost the only sectors
in which the assumptions of the classical economists were.at all realized.
There was in these fields much of the atomistic competition of which Dr,
Piquet spoke and in which no producer could influence the market, that
is, prices, by his individual behavior, ' ' ‘

As late as 1929, only 10 percent of the wage-earning class was
organized in labor unions, In other words, nine-tenths of. the wage
earners were competing with. one another, directly or indirectly, in the
labor market. In dealing with employers, these unorganized workers
made their wage bargain on an irdividual basis. _ :

Again, take the farmer—-as l&ﬁe,as l9347there were about seven
million farms in the United Stabes. Most of them were small, indepen-
dent enterprises. The average farm had an investment in land and !
buildings of less than $5,000. Nearly five million farmers were engaged
in the production of corn; nearly four million in the production of, hogss
nearly two million in the production of cotton, and so on. Here you had
free, competitive enterprise, and how! In what other branches of business
enterprise will you find any thing approaching this? Only a few even re-
motely--chiefly retail distribution and the service trades.

It's very illuminating to see what happened in agriculture, with
ite full and free competition conforming to the ideal of the classic:
economist, during the depression compared with some of the more conw
centrated areas of industrial enterprise, Agricultural production {that
is, output) between 1920 and 1922 dropped only € percent, but agricul ture
prices under the pressure of atomistic competition fell 63 percent, If
we turn to such highly concentrated industries as iron and steel, cement,
agriculture elements, and motor vehlcles, where ownership was concen-
trated in a relatively small number of large corporations, we.find a
very different Picture, During these same years, 1929-1933, production
fell on an average of 75 percent but price declines ranged only from
15 to 20 bercent, compared to 63 percent in agriculture. Here we see,
in dramatic contrast, the difference between highly atomistic com-
petition of the 0ld sort and the newer type of competition that the
economists refer to as monopolistic competition, :

Under conditions of mass- unemployment of wage earners, the collapse
of agriculture prices, and the wholesale foreclosure of farm mortages,’
it is not surprising that the economic groups affected showed slight
attachment to laissez-faires that they sought and obtained a variety. of
forms of government intervention in their behalf.
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Finally, the Federal Government is moving gradually, but, ‘it wguld;;if
appear, almost irresistibly‘towafd-anlaCGéptaﬁce of,responsibility'for
keeping the economic system

‘operating on a moderately high levelof pro-
ductivity and employment. The passage of the Full Bmployment Act of
1946 and the creation of the President'!s Council of Fconomic Advisers
is the first formal step in this dirvection, . ‘ o

_ I can perhaps guess the thoughits that are running through the minds -
of most of you; The outlook seems very gloomy indeed for the future. .
Everywhere we see the enrodching nand of the Government and a steady eX~.
pansion of the influence of the buresucracy. The outlook for private.
enterprise at times may seem Very dim.

Perhaps these gloomy forebodings are quite justified; maybe our
economic system is slipping and on the downgrade, Perhaps the tgood old
days" are gone forever. But let mé raise the question, #Doesn't much of
this feeling have its roots in an idea, in a theory of the proper Ie-
lationship between business end government, namely, the theory of
laissez—faire, which is part of the thinking of most of us? Yet, as
I've tried to point out, at no period in the development of the free-
enterprise system in this country, hss this doctrine ever been made
really operative. Government has never fully observed ity business has
1tself violated the principles of 1aissez-faire agein and again and on .
a large scale. Lebor in its long and at last successful struggle for
organization has not hesitated %o brush aside these principles and the.
farmer has done the same.’ Remember, too,—-—end I think this is parti- .
cularly significant-~most government intervention has regulted from
failure of private enterprise to function according to theory of the
classical economists. ‘ : . '

This is not to suggest or to imply that any or all government
intervention of the kinds we have nad is either good or desirable. We
may have had the wrong. kind of intervention that is going to have :
cataclysmic results in the end. It is simply to suggest that any thinking
about economic matters, based primarily upon the laissez~faire doctrines
of the classical economists, rests upon somewhad shaky grouvnds and had.
vetter.be carefully reviewed, Like Dr. Piquet, I do not presume to tell
you the answers to the problems: of the relations: of government-to*busineﬁﬁq
enterprise for I do not know the answers nor anyone who does. Unquestion-
ably these problems are very difficult, very complex, and numerous. o

1 do, however, suggest the wisdom of facing these problemsrsquarely‘p,
and of recognizing that they are not to be resolved by taking our stand
on doctrinaire or theoretical positiouns, whether of the right wing or
the left, whether in the nineteenth century or the’twentyafirst-century".
The politico~economic issues of our time are not capable of being solved
by theoretical formulas or by economic cliches whether the formulas are
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inherited from 150 years ago, asfin the case of laisses—faire, or of
more recent origin as is the case with some which are official docw
trines in the totalitarian regimes, ‘ : ~ '

One final word in closing: My approsch this morning has been
essentially negative. I have simply tried to clear away some of the
brush which obscures our view of the problem and hinders our dealing
with it, I have not suggested positive means by which problems of
politiccaeconomic-relations are to be solved. The resources of the
historian are hardly capable of such a task. I have simply tried to
Suggest that there ig but slight factual foundation for thé view that
the success of the American enterprise System is based on ‘the practice
of laissez-faire or government hands off. Any hvpe of resolving the
difficult problems of government~business relations by the simple for-
mule of government hands off ie an illusion, Indeed, it is difficult

to escape the conclusion that the persistent popularity of the-dqcm

For a positive approéch,to th&‘aconamic problems of cour time,
especially‘politico~eCOnomic relations, we will hear Dr. Means on
Tuesday, s ' : '

QUESTION: 'Dr. Hunter, you mentioned the greatly increased pro-
ductivity of industry in wartime and implied, I believe, that this was
due to its regulation. Donft you think that was due largely to patriotic
feelings, that the people submitted to regulation and avoided debating
it so that was really not very applicable to wartime conditions?

DR, HUNTER: You are quite right, The element of patriotism ob~ -
viously did make it work, We wouldn't be able, with the public temper
as of the present time, to introduce such a system in peacetime unless
@ peacetime crisis arises of comparable magnitude, and another depression
similar to that of the 1920's, ‘I think, would be of comparable magitude,
I am simply trying %o make the point--and perhaps I'm simply tearing
down a straw man that doesn!t need tearing down in your own thinking——
that we did intervene in & very active, positive way. We ook awey many
economic freedoms during both the First World War and the Second World
War, and at the cost of those freedoms, we did get extraordinary re-
sults. Such resulis, however, would not have been obtained if the public
had not been behind the Government in its drastic Program of controls,.

QUESTION: .Dr, Hunter, isn't it true that we had, you might say,
almost developed a similar condition in peacetime during the thirties,
in which almost as strong, if not stronger, regulatory laws, regulations,
and so on, were put through with very little success over ‘a period of
time, except to the point where we greatly cverexiended government credit,
I mean we poured more money into it with very little success during that
timec :




®0

w3

W

=
o
1
=
et
N
f==t
=

"‘:3 (‘.‘j
11
I
b <

DR. HUNTER: I suppose it is, but by thigfﬁimé we have gotten
gufficiently beyond the emotions of the 1930's that schools of
thinking are agreed that in a positive way, except as a kind of rescue’
operation, the measures of the New Deal were hardly effective. They
represent experimentation in an effort to try to find out, to do
something to deal with an unprecedented‘SituatiOn, at least a situation
on an unprecedented scale--the scope of the depression. They tried
this thing and they tried that thing, and we know the lack of success
of many of those measures. 1t is difficult even to measure the degree
of the success of those which seem to have had some degree of effective- -

ness, It is so difficult to geparate the influence of the many factors
which were operative and to say what factors were really responsible

for such measure of recovery as Wwe did have in the late thirties. .
Was this perhaps due to the nstural resilience of the enterprise system
itself? Was it due to the Government's pumping. bhuge sums. of money
into the system? These elements are very difficult to appraise, and -
those economists who have given moset careful attention %o it are the
least willing to venturé‘positiVe answers. But iv was an attempt to- :
deal with e situation with which we had very limited experience before,”
and we had to try to devise new tools. What 1 am saying 1ls simply

this, that if another depression of comparable megnitude occurs,. the
dovernment will most certainly move in again. Whether itsmeasures will
be well-advised, will be adequate; will be the kind of measures that
will do the trick, will have, not only good short-term results, but
avoid undermining the cffectiveness of the system in long-range terms,
that is, of course, in the lap of the gods., We Jjust dontt knowe. o

QUESTION: Dr, Hunter, 1 would like to take slight issue with you
on one point in which you suggested that the majority of the people
favor the‘laissez~faire theory, particularly that theory designed
some 150 years. ago. I renind you that you made the comment that the
agricul ture people after 1923 sought government sntervention in their
behalf. We normally don't turn away fprom intervention, or what have
you, in our behalf. Most of the intervention, I think, has resulbed
in benefit to their behalf. : ’ s

One other minor matter that I might cite-—~not teke issue with you,
but suggest—-has been omitted from some of thesé considerations S0
that we still are analyzing conditions, particularly people's oPinion“
in terms of, maybe, 15 or 20 years ago, and we 'say they don't care for -
large corporations as evidenced by the Sherman antitrust laws. How—
ever, statistics in one of our required reading pamphlets indicated
that in a 10~year period, 1930 to 1940, the sum of only about 4.5 million
dollars was collected in fines for violations of this law, which would
put us in the positidn,of~enforcing regulations of the bootlegging laws
by fining the local bootlegger $3 or $10 occasionally. We have allowed,
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him to grow up ang generally benefit from them, I believe., At the
same time, I think we do not, as a whole, so strongly favor free
enterprise ag we keep saying we do.

DR. HUNTER: Well, on the second point first—of course, when I
speak of the publie reaction, of what the publiec wants, when Congress
takes action in g glven direction and the majority of the people
- Supports Congress at the polls, I assume that public sentiment favors
the action taken, In view of‘the'long~continued and continually
widening drive for regulation of business, there Beems to be little
doubt that the pudblic has been behind it,. 4Ana there are contradictions
again and again in the behavior of Congressg, We have laws on thq books,
but Congress declines to appropriate money for the enforcemerit of those
laws, Different political administrations vary in the strictness with
which they interpret and administer the laws, : '

Down to 1933 there were, I'believe,,nevernmore.than 25 or 30 lawyers
employed in the Antitrust Division of the Justice Department. = Think of
25 or 30 lawyers trying to police the large~scale~industrial and finan-.
clal enterprises of this country, many of them billion dollar corpora-—
tions. Under the New Deal, of course, the appropriations available
were lncreased, but agatn and again we hear complaints that the Anti-
trust Divigion has'inadequate\resources to do the job that it is ex-
pected to do under the law.

Now to come back to the first point, I did not mean to say that‘
the public supported laissez~faire, The burden of my whole discussion

there has been nominal acceptance of the theory of laissez~faire, in
Specific situationsg which eppeared burdensome, the groups affected

Keep-in mind I am not suggesting that this intervention was good, bad,
or indifferent, or that the\partigular form intervention took was
effective in accomplishing the end in mind, '

QUESTION: Doctor, I question your conclusions there a little vit,
Our Government has been historically a government of pressure groups.
We have never been a.government by the majority. We have always been
& government by a well-organized minority., Your theme has been that,
because these small pressure &roups have turned to.government, the
average American People or the average of the American People or the
American individual doesn't believe in this doctrine of laissez~faire,
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DR. HUNTER: That is right. I think there is & slight misunder-
standing as to the way we are meeting the issues here, but what I
have tried to stress is that in every period in our history there
has rarely been a group which has both preached and practiced laigsesz~
faire wholeheartedly and consistently. Nearly all groups oppose
government aid, except to themselves, and, in varying degress, Sup—

port regulation of other groups, . but not themselves,

I agree with you that, of course, it hag been pressure groups that
have played a significent role throughout our history, though, of
course, the organization of pressure groupe in a big way is something
that has come especially in the last half century or 80.

QUESTION: In Lord Bryce's.book, Npmericen Commonwealth,! he makes
the observation that a country is governed pest which is governed .
lesst, Now in this country today we f£ind the Federal Government, we
find the State Government, and we even find county government, and
then cities of the United States passing laws of 21l sorts. Do you
subscribe to the point of view of,Lord,Bryce,in nis famcus "American
Commonwealth" book? S , '

DR, HUNTER: The important‘thing'is'notthether'i, subscribe to
this point of view or not. The important thing which I've tried to
point out is that this point of view has never been fully and con~
sistently supported bY the American people or any major group in this
country, including the business groups who have at times been SO vocal
in their demands for government hends. I think the important thing is
to see what happened, what have been the views that have peen held with
respect to the proper relationships of business and government and
the chenges that have talken place in the views held by‘different Bag-
ments of the Americen people, . :

COMENT: Dr. Hunter, if you will permit, I would like to comeé to
your assistance. 1 think it may very well be true if you stopped 100
people on the street and asked them whether or not they were in favor
6f Governmentis running the business of the country, 99 of them would
say no, but if you asked the same 100 people whether they were 1n
favor of the Veterans! Hospital Program, if you asked them whe ther ,
they were in favor of the tariff program, OT any of the other aspects
of government interference in pusiness which affects their own personal
1ives, you would get an entirely different answer. I think the point
Dr, Hunter is trying to make is that, while in our thinking we like to
pelieve we do not like to have .government interference in business, in
practice each economic group of the country, and therefore the country
as a whole, has supported and continues to support certain types of
government interference in cconomic activities which happen to meet
their perticular intereste and their particular needs.
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DR. HUNTER: Thank you very much for the emplification,

COLONEL RARNES: It is quite apparent, Dr, Hunter, that you have
given the class a great deal of matter to think over and they will
have plenty of opportunity to do that. If some of these questions are
unanswered in your minds now, we have your final review conference
next Wednesday afternoon for that purpose. Thenk you very much, Dr.
Hunter. It hae been very enlightening,
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