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ANglICAN PRIVATE F~TERPRISE--ITS 
CHANGING C,HA~C~ER AND PROB~,:~S 

19 September 1950 

DR. HUNTER: General Vanaman~ General He!man, gentlemen: This 
morning we are nearing the end of the series'of lectures on economics 
in the orientation unit. The purpose of this series has si~plybeen 
to review very briefly thegeneral scope of economics and to indicate 
the general characteristics of the American economic system, together 
with something of the problems withwhich we have to deal in peacetime+ 
In this way we have tried to provide a certain base line against which 
to evaluate the economic problems of war periods+ 

Despite the steady gro~h of government intervention in economic 
life, which I traced at a previous per$od, ours is still a private 
cnterprise economy. It is an economy which has dcmonstrated an extra- 
ordinary gro~th, an extraordinary productivity, and, no less, a great 
flexibility and resiliency. It is an economy, too, that, as we all 
know, has certain weaknesses, especially those bearing on its stabilityo 
Less fully appreciated, Ithink, is the fact that the private enterprise 
system has itself been in continual orocess of change--not simply change 
in size and prodnctivity, but change in its character--in its fundamental 

charactsristic. 

This change in character and problems in our economic system is 
the topic for consideration this morning, and to discuss this subject 
we have one of the ablest economists~ Few economists, I think it is 
fair to say, during the past generation, have given more attention to 
the actual structure and the actual functioning of the American eco- 
nomic system. The book "The ~dern Corporation and Private Property," 
written by Dr. Neans and ~r. Berle, has become a kind of classic in the 
field of American economics, and its publication is a landmark in the 
study and understanding of our economic system as it has been function- 
ing during the past generation~ The book is rather large, and some of 
you won't get to it during the next few weeks of this course~ So I 
refer you to a smller volume ~ritten by Dr. Neans and his wife, 
Caroline F. Ware, called "The Modern Economy in Action." 

Dr. Neans has a distinguished record of public service. His most 
notable assignments in more recent years, I suppose, hav~ been with the 
old National Resources Planning Board, the predecessor, in a fashion, 
of our present COuncil of Economic Advisers; and, during'the past seven 
years, with the Con~ittee for Economic Development (CED)~ of which he 
is no~ a research director+ Dr~ Neanso 
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DR. ~.:~ANS : T~,an~ you, Dro Hunter° 

I want to express appreciation for having an opportunity to come 
over and talk with you~ I~fy "press a~ent" has given you sn exaggerated 
idea of my backsround, but some of the things t~at he has said are 
certainly true o 

Iz: talking sbou% the private-entnrD~Jse syst.u~, one cannot .... ~ - 

describe the system in a ~O-minv~te ~~'~" "~ he is p~mo~o All can do h~t the 
high spots. 

Dr. ~ ~- ~un,,er has a!re~oiy outlined for you the origins and devoloo- 
ment of the laissez fab~e philosophy, the decline of competition, and 
the increase in govcrrm~ent i%~nctions 

Here I vrant to discuss the, than!Ice that have taken place in the 
dominant tyOcs of ~nt~'p-~so--mnd~vl,.u~a! enterprise, factory enterprise, 
and corporate enterpr±se--and trace through the i~.~ ~ .~ " .pl~.c~tmo~s of these 
changes on the behavior of our economy and the problems it has created. 
I have chosen %o do this because, if you ar~ really going to undorst.~nd 
the kind of econo::~,we haw today and ~h 3. the problems that exist are 
there, you have to go back to the enter~rise s . ys.~em that existed perhaps 
a hundred years a~o and consider the -~-~ay the expe, rts of tn.:...t~ '~ time looked 
at %he system~ described it, and ," ~ ....... tb~ ~:or~...._~ out .... solution of their prob- 
lense I think th~.t we will find most of the major problems that face 
us in our economy today, apart from the dci'ensc activity, grow out of 
these basic changes and our failure to ,zracpl.: with the theoretical 
problems that these changes have created. 

Back in the days v)hcn this Nation vras .......... , c~o~+. ~a the dominant'type 
of enterprise was :the individual pro(iucer~ who himself was ownerj worker, 
and manager. In those days there was no stock market because few enter- 
prises wore incorporated, and labor unions were unimportant hecause 
hired workers ~ver~ such a small cart of the population and b~cause the 
relation betvreen ~pr.ster and servant~ or hired hand~ ~-as so perso~al~ 

Individual enterprises are the rule today in farming and are frequent 
in retail distribution° T$qoical: of American farming is the family farm, 
perhaps v~ith-one hired hand, or :using temporary labor to get in the Pray 
or fill the silo, One-man retail stores are also frequent. But in most 
other fields the one-man enterprise, %he truc individual enterprise~ has 
come %o be the exception, 

I t .  is not difficult to imagine an ecoromic system in 'Which all oro- 
ductive activity is carried .on by individual enterprises, with practically 
no hired workers° ~ost of the earlier economists dcscribod an economy 
made up of individual enterprises andworked out answers to all the major 
D ~rob~ems that could be expected to arise in such an economy. In such. an 
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economy the individual producer would buy raw materials and tools and 
would produce food, clothes, or some other product and sell it. The 
central characteristic of such an economy would be the buying and 
selling in the market. Ouite understandably, the traditional economists 
made the market the center of their focus and showed that where produc- 
tion was carried on by individuals buying and selling in the market and 
the resultant free-market prices would make the economy run well: There 
would be full employment and there would be high and progressing productiv- 
ity as the pressures of competition made each producer try to do a better 

job. 

I have never seen any reason for questioning the conclusions of 
the traditional economists with respect to that kind of an economy. But 
by the middle of the nineteenth century the factory had come to play a 

major role in production. 

I don't need to describe to you what factory production is like. 
Most of you have been connected with or visited in factories. But I do 
mean to bring to your attention certain characteristics of factory 
production that are important for what I am going to say here. 

From the point of view of the working of our economic system, 
the most important difference between individual enterprise and factory 
enterprise lies in the separation between the owner-manager on the one 
hand and the workers on the other. In the factory enterprise, the owner- 
manager directs his men much as does an officer in the Army. Within the 
factory, the actions of the separate workers are made to fit together 
by administrative direction under a hierarchy of officers--plant super- 
in.tendent, department heads, foremen, and so forth. The power to disoipliz 
in a factory may not be so great as in the Army, but the principle of 
organization is essentially the same, with line and staff. Such adminis- 
trative direction is practically nonexistent in individual er~erprise. 

This principle of organization is so important that economists 
hmve come to apply the term "factory enterprise" to enterprises which 
bear little relation to vfnat is usually thought of as a factory, When 
a farm is carried on by a large number of hired workers and managed by 
the ~;~ner, it is sometimes referred to as a factory farm. Stores 
employing many workers also take on the characteristics of factories, so 
far as this organizational characteristic is concerned° Thus we can 
refer to o;~vner-managed enterprises employing many workers as factory 

enterprises. 

In a few minutes I will go into the implications of these factory 

enterprises for the working of our economic system and the-problems it 
has created.° Before I do that, I want to introduce the third type of 
entQrprise that is of major importance today--corporate enterprise. 
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By the latter part of the ninote~mth century~ an important ~art 
of enterprise had been incorporated and ~as operating under a type of 
organization that ~as neither individual snt~rorise nor~ strictly 
speaking~ factory enterprise. It has been called coroorate enterprise. 

The essential, characteristic of corporate enterprise, for our 
purposes--and most of the big comoanies you ar~ familiar with wm.~.!d 
come under the heading of corporate enterprise--is that it not only 
employs many workers~ but its m~.ershi~ is scattered amon~ many 
individuals. Some o±" our Lar~er corporations have tens and even 
hundreds of thousands of steckho!ders, and no one stockholder owns a 
significant proportion of the total stock~ 

The fact that o>e enterDrise can u~ploy th~>~.sands o f w o r M e r s  and 
bring together the capital of thousands ef investors~ and, through-its 
corporate charter~ can have unl~~itod ].ilh!~, means that huge enterprises 
are possible--~- ..... ~ U° S Steels A. T & T , to name a forte :;n~-r<.:__ S % t o r s  ~ . . . . .  

ac, rge-sca±¢ enterprise has cem.e to be a characteristic 
of our present-day, systcm~ 

Befor,c examin±ng the new problems which have been brought by 
factory and coreorate enterprise~ I want tc review quickly the growth 
in the scalc of enterprise and the relative importance of individual~ 
factoryj and coroorate enterprise today. 

The figures avail~b!e on the re].s, tive scale of enterprise are far 
£rom satisfactory° We know that most of £a~ing~ much home ownership~ 
and a good deal of retail distribution is earrD3d on by very smaffl 
enterprises~ mostly individual cnterprise~ On the other hand~ a very 
high and slightly rising proportion of the industrial oart o£ our 
economy is carried on by corporations° (Hero i include as industrial 
all man_~acturing~ miqing~ raiiroads~ public utilities, construction~ 
and distribution~ This covers the heart of our modern econe~,~ It 
excludes government activity~ housing~ and a~.ricufture~) We also 
know that in the 2/+ years from 1909 to ]-933 there was a great increase 
in the relative importance of big ~:nterpr;Lses° In ].909 the combined 
assets of the 200 thor largest corporations amounted to about one- 
third of ~i,_ industrial assets ~y ~,.92, tl~e proportion held by the 
200 then largest corporations amounted to 48 percent° By 1933 the 
200 largest corporations ovmed approxg~atcZy 55 percen~ of the corpo- 
rate industrial assets. That certainly amounted to more than half of 
the assets of all industry~ whether incorporated or not. 

Unfortunately~ there are ~o comparable figures more recent than 
1933. Some people have felt that the concuntration has continued since 
!933~ I am not altogether certain of this. The figures are conflicting. 
It is a long story to weigh the pros and cons as to ~¢hether there has 
been increased concentration. I th:Lnk-it is clear that there has not 
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been deconcentration, I think it is fair to say that half of the 
industr~_al assets are still controlled by the 200 largest companies~ 
including the big railroads, the big public utilities, the big 
manufacturing companies, and some big retail chains and department 
stores° The really significant fact for us is that the 200 largest 
companies do control half of the industrial assets of the country~ 

With respect to the number of ~mployoes, industrial workers are 
probably a very much smaller proportion of all those employed by the 
200 biggest coroorations. It is oharacteristic that the industries 
that become concentrated are the industries in which a large amount 
of capital per worker is used~ ~n the textile industry, where labor 
is relatively r~orc iT~portant than capital, we have large numbers of 
small cotton mills an~ small ~Tooien mills and woolen mill companies° 
But in steel, .in the autcmobii~ industry;, and in the public utilities 
and railroad ficids, ~hero hu!~.¢ amounts of capital investment per 
worker are necessary for high efficiency, ~~-e find concentration. The 
200 largest corpo~-~ations do not employ so much as half of industrial 
labor, but a ve~r considerab!z amom~It, nevorhteless. 

I once tried to figure what proportions of cur present-day economy 
could be said to be carried on by .individual ent~s.rprise, by facto~ 
enterprise, and by c~rporate entorpriseo After a great deal of pencil 
pushing, head scratching, and guessing, I finally arrived at this rough 
conclusion- Approximately one-third cf our total oroduction is carried 
on by individual enterprise, incit~,ding most of farming, some retail, 
and quite a f.~w technical and professional activities that have so few 
employees that we don't think of them as facto!7 enterprise; another 
third of production could be said to be carried on by factory enterprise~ 
including most of our medium-sized enterprises and some of our very big 
enterprises (in the Ford ~.~.oto~ C,:,mpany, for instance, the stock is 
closely held, and ! think it has to be classed as a factory enterprise)~" 
and another third could be said to be carried on by corporate enterprise~ 
in which ownership is widely distributed, large numbers of workers are 
employed, and probi~ms are set up that I will come to in a moment° 

Now forthe significance of factory and corporate cnterprise~ I 
wahl to discuss here only four major changes v~ich have arisen from the 
prevalence of these types of enterprise and the increased scale of 
enterprise which has accompanied and been made possible by these changes. 

You may be wondering why ! am placing such emphasis on tl'~'~e factory 
and the corporate form in comparison with the individual for~u. I will 
go back to what I said at the ve~ ~ beginr, ing. Most of our economic 
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thinking up to the last decade or so has rc~ol~y focused on how an 
enterprise system operates when all enterprise is carried on by individual 
enterprises~, You can search traditional economics before 1900 and find 
practically nothing that really takes account of the prob!cms intro- 
duced by factory enterprise, and certainly nothing that takes account 
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of the problems raised b~7 corporate enterprise° It is rea!ly; %o me~ 
lookingback on it as.a matter of hindsight~ phenom@na$~ it.is remarkab!e~ 
it is almost incredib!e~ but there it stands.. Our basic business poilu, 
has been built on the conceptions of an enterprise system that included 
only individual enterprise,-or that brought into the thinking no signif- 
icant changes because of factorg, enterprise and corporate enterprise. 

~iat are some of the new situations that would not exist in an 
individual e~ternmise economy but that do exist where an im.portant part 
of production is carried on by factory enterprise or corporate enterprise? 
Though ! am going to list only four major new prob{ems, I think you will 
discover as ! discuss them that they cover most of the really serious 
problems that our society is faced mith today~ outside the field of defens, 

The first important change is that factory enterprise brought a 
separation of the worker from centre! over the instr~ents of oroduction-- 
tools, machines, and raw materials--and thus created a major problem of 
the status of the ~5rker. 

Second~ cornorate en~ernrise brought a corresponding separati6n of 
the ovmer from control over the mnstmanen~s of production and set uO a 
whole new set of problems with respect to the relations bet~esn stock- 
holders and management, between management and ~vorkers~ and bet~.'~een 
management and consum..ers~ i% poses a ~,~hole n.e~ problem of .the respon- 
sibility of management~ 

The third major change--in the fact0~ enternrise and in the 
corporate enterprise, both employing iar{e numbers of ~vorkers--~s that 
the market for labor and the determination of wage rates became an 
important factor in the workimg of the economy~ 

Final!y, the increased scale of enterprise made oossib!e by fact6ry 
and cornorate enternrise narr~od down the area of competition~ as Dro 
Hunter has already indicated to you, and~ most imoortant fo~ ~ur p~poses 
hero, c~mnged the character of the pricing processo 

I will nov: go through those four major changes, D~en you think that 
a hundred years ago there were many factories and corooratioms in exis- 
tence~ it is rather remarkable that traditional economists did no~ intro- 
duce the implications of these chainges into their arabjses. They ~Tere 
s~~-are of the me.trowing of competition due to factory and corporate enter- 
prise but treated it in tradi%ionai fashion--as just another case of the 
pricing of scarce commodities when sellers were fe~{~ The economists were 
a~:are of the increased i~portanco of the labor market but treated labor 
.as a cor, modity and assumed that its price was reached in a fashion com- 
parable to that of other comm!oditi,'~s~ And they paid little attention 
to the separation af ~,{orkers end o~,mers from control over %he tools of 
production= 
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It was Karl ~arx vff~o r,~,,lly took account of factory enterprise, 
He registered the separation of the worker from control over the tools 
of production and built o~ this his whole conception of class conflict-- 
the owners versus the ~orkers~ There was no such possibility of class 
co~_flict in an individual-~nterprise economy. 1~,%rx was wrong in believ- 
ing that this separation of the worker from control over the instruments 
of production could lead only to the exploitation of workers. The 
rising standards of living among the ~orkers in this count~j make that 
abundantly clear. But he was right in believing that the .separation 

~Dresented~ a real orob!em %o o~ur~ society~ 

We have recognized :hhis pr.#D!em, in part~ by according status to 
~ ~r, we -~rded some reco~ition to workers through labor unions, ~,.~ aoc 

this fact in the lab.:~r-m~nago~ment committees that were used screech.at 
during the recent war and many c.f ~h#ch still survive and function~ 
The Ar~ took account of this soparation in some degree during the 
reccnt war when snccial efforts were made to bring labor leaders into 
the camps to show them what the military problems were° But we are 
still a long way from making a full adjustment to the separation of 
workers from control o~er the instruments of production, We have not 
yet accorded the worker full status in the modern industrial society. 

As a matte= ~ of fact, we don't even yet know what v~re shculd mean 
by "full status," The sepaz~ation of the v;orker from control over the 
instrGaents of nroduction does not enter into our policita:L philosophy 
at all. If you go th_~ough the C0nstitutic'n~ you will find nothing in 
it but what applies to an indivi~ual-cn:torprise society. Some of our 
legislation takes account of factory enterprise, but nobody has devel- 
oped a rounded ~hilosophy of an enterprise system in which workers are 
senarate from control ever she instruments of production. That still 
lies in the future. The person who does that will be d~,ing for factory 
enterprise what Adam Smith did for individual onternrisoo We just 
don't have the book yet. We are dealing with many of the nroblems on 
which, someday, some broad, philosophical mind vi!! give us a pattern 
that can act as a guide in both the political and economic spheres~ 

VIe have made even less progress in dealing With the problems 
arising from the separation cf o~mers from control in corporate enter- 
prise. That the stockholders, either individually or collectively, 
have little to say in the operation of many of our o~.~ corporations 
is v~ell recognized. Traditionally, it was +,he profit-striving efforts 
of o~mers that led them to run their enterprises wolfe Profits made 
the r~re go and she hauled the wagon behind her. But corporate enter- 
prise has cut the traces. If the eveners don't control the enterprise, 
can profits perform their traditional function? Profits can still 
operate to stimulate risk-taking by inv~st..~rs ° But ~rhen real control 
over corporate enterprise lies in the hands of management, can profits 
going to stockholders make the m~,nagement run the corporation better? 
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This raises the larger question: In ~Z~ose interests should the 
management of big corporate enter~0rise run the corporati(~.ns? Should 
the management operate only for tie stbckboldars? Or does the manage- 
nent have a responsibility to the workers ~ -' ~.,nu the consuming public as 
~reli? is the n'~nagemcnt to be an agenZ for the stockholders or an 
arbiter between ~ ~h~ interests--partly conflicting and partly parallel-- 
which make uD the coroorate enterprise as a going concern? These 
interests include the people 'vrho supply the capital, the workers v&o 
operate the machines, the.consumers vi~o buy the product, and the 
management who ma~es the thing go. Consumers are just as much a 
part of a coroorato enterprise, largely consid.ered, as are the laborers 
or the stockholders,~ ~at is %he function of management to be? 

In working with the Co;m~littee for ~con~omic Development and 
cher~in~ the rag with s<~me of the leaders of c ....... +~ 

.-~-'~ ...... enteri~ris e who 
are trustees and members of our Research Committee~ I am constantly 
amazed at the broad vision with which tn~.y' o !o,'>k at our ,~conomic prob- 
lems and the problems cf runuin: their ~,~,Tn enterprises°. It may be 
that we are in the prqcess of establishing a broader responsibility 
for the managers, of bi~.~ ~,,nt,~z~,p~'~lS~ where s~ock ownership is ~,ridely 
scattered and v&ere thousands and hundreds of thousands of workers 
are employed~ It may be that we are going to get something~ quite new 
ou~ of-the separation of ownership from cOntrol~ 

The expanded role of the labor market has raised ~e major prQb- 
!ems--the process by which ~age rates are set and the inflexibility 
of ~ags rates once set. 

It. has become veldt clear that-lab.0r is not a cc~odity to be 
bought and sold like v&eat or cotton° ~en the farmer has sold his 
v&eat, that is :~he las~ he sees of it. T~hen the rmrker sells his 
labor~ he has to -~vork for the guy ~ho bought it. Hirin~ a worker 
establishes a continuing social relationship betv~een the worker and 
his boss° This relationship carries responsibilities and contains 
the basis for friction on both sides The 7~'-~ 

o - ....... ~ sells himself; he 
is ~o be bossed durin;~ working ho~'so This is a situabien that never 
v, ms adequately analyzed in terns of our ecumenic system as a ~rholeo 

Furthermore, the increasing scale of enterprise has put the 
individual ~mrkers in an extremely weak baro,a ~ ' : ' -  , - ,  .~ 

~±~J±n~ oositi.m, which 
collective bargaining seeks to correct. Does c_l!ec~].ve.n ~" bargaining 
overc:)rrect and place the producer in an unfairly v~oak position? 
Once collective bargaining is established, are the results likely to 
be satisfactory to constmlcrs, or is there danger that management and 
labor will ~et together in ~,mys detrimental to consumers? On what 
principles should vJage rates be set? These are questions still seeking 
answers 
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It is clear t.hat mgdern industry :cannot expect wa~c rates to be 
set by the n~.rl~et, as are the prices o£ wheat and cotton° A~ new 
philosep~<v ~f setting wa~e rates still remains to be es~b~3.snedo 
?re are in the process of sweating it out~ l might Say that the 
ar~ments between eco~omists as to how wage rates ouizht to be set or 
come into oeln~ are every bit as acrimonious as~ let us s~y~ the 
conflict as to whether a supercarrior Should be the means of carrying 
the atom bomb. 

~agc rates in a concentrated enterprise eccn->~ mn o~vc a second 
problem---their mn~.~xl mlltj to short-run chances in the demand for 
and supply of ~ .... .... b:,~. This inflexibility armses" whether labor is 
ercanizcd or no~ and whether rates are set by collective barjaining 
or by the a£.ministrativc action of b~tsinesso In a moment I will dis- 
cuss the effects of thi~ inflexibSlity, a!on~ wi~h the correspondin~ 
inflexibility o£ prices. 

The fourth major ~ ~ -" cnan~e ±n the economy resulting from factory and 
corporate enterprise is the change in the Character of the pricing 
Drocess~ In much of ind~stzv~ prices are set by ach~inistrative action 
and changed only from time to time° The price of steel may be set for 
three months at a time. The ~holesale price of automobiles may be set 
even for a vehole season at a time. These aciministered prices are not 
sensitive to short-run changes in deT~and or costs, and it is yet to be 
established how reasonable a ~-e!ation these administered prices tend 
to bear to costs even in the lon~er run~ 

%~en I speak o£ administered prices~ idon't want you to get the 
impression that an industry can pick any price it chooses and slap it 
on its oroducto Price administration lies Usually within a range. 
The business management has the opportunity to set a somewhat higher 
price and ~ke fewer sales or set a lower price and make more sales° 
Some companies will operate in terms of the higher price in that range~ 
others will act in terms 0? the lower price in that range~for a group 
of reasons some of which may not be strictly economic~ The important 
point is they have a,range within which they can choose to price their 
product. 

In the aluminum industry before the war that range was probably 
very~deo In the aluminum indust~jtoday the range is probably marrov~ero 
I am speaking, of course, of the period before the defense program got 
under way, because the defense program, with its grcat demands for 
alumin~u, has changed that oicture, 

There is thus vamiation in the breadth of the range within which 
the price can be administered~ but a particular enterprise has a choice 
of sgtting thelprice at one oiace or another and maintaining a series 
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of sales at the price chosen. This is a significant phenomenon--it 
is not found in an individual-enterorise system where no one producer 
supplies a major part of the total market for any products and one 
which was never discussed or analyzed bythe traditional economists° 

The power of industry to administer prices raises two major 
problems~ First, how much competition is necessary to keep prices 
in reasonable relation to costs and provide the spur to progress? 
Second, what is the effect of insensitive prices and of insensitive 
wage rates on the working of the economic system? The first of these, 
the declining competition and government regulation, has already been 
discussed by Dr. Hunter~ and i will therefore confine myself to the 
socondo 

The traditional analysis Of the working o£ our enterprise system 
concluded that automatic forces within the system would ntaintain rea- 
sonably ful] emplo~uento It reached this conclusion because it was 
believed that prices would be highly sensitive to short-run changes 
in supply and demand, as are the prices of cotton and ¥~heat; and that 
they would automatically maintain a su_ffici~nt demand to take off the 
market all the goods theft could be economically produced. This auto- 
matic maintenance of full employment is something built into our tra- 
ditional economics o 

In practice, experience has sho~ that this does not happen~ 
This bit of experience was driven home in the deep deoression of the 
early thirties~ Administered prices and ~mge rates were not sufficiently 
sensitive to ~" ~ m<_mnualn buying power. Either industrial prices must be 
made more sensitive or some other method must be emoloyed to maintain 
buying if ~e are to ~intain a reasonably high levei of employmen%o 

It is fairly generally agreed that to m~ke prices and wage rates 
really sensitive ~ould require the destruction of mueh~ if not most~ 
of corporate and factory cnterpriseo We would have to break enternrise 
uo i~o relatively small units. That is a direction very few oeople 
will accept° It would mean the losing of the great productivity of 
our modern enterprise. If you try to win a war~ you would want big 
corporate enterprise for its great efficiency and for its technical 
advantages~ Even in peacetime the high standard of living that we 
have acquired in this count~T rests in large degree on that technical 
advantage of big-scale enterprise~ 

The alternative is to find some other way of maintaining buying. 
Here you have the controversy over the question of just why the failure 
in buying occurs. We have the Keynesian advocates who find the cause 
primarily in the savings-investment field. More recent analysis makes 
it clear s I think, that it lice in the inflexibility ir~erent in admin- 
istered prices and wage rates~ an insansitivity that we are going to 
want to live with~ 
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It is only the short-run insensitivity that I speak of. It is 
not that a~ninistered prices don't change over one or two years and 
that, therefore, as progress in lowering costs takes place, prices 
do not gradually come do~m; butthat from month to month, from a three- 
month period to a three-month period, they don't fully ref!ect changes 
in supply and demand conditions° 

The leading thought--on this point I think the CED is one of the 
principal proponents--in the field of fiscal and monetary policy holds 
that it is possible to develop technieues that will give us relatively 
stable prices in peacetime and will maintain reasonably high o~ploy~ent° 
That is a whole field of study in itself, but I thi~ very considerable 
progress has been r~ade. ~{a~e ~e have that oarticular problem well on 
the way to being licked, although it would take another half generation 
to carry through the economic education that will lead to relatively 
easy handling of that problem. I thi~ we know how to do it. We have 
not educated enough oeoole as to howto do it so that it becomes an 
acceotable public policy, although on the "Hill" the tide of thinking 
has markedly changed~ 

I think the fact that we have not rushed into broad-scale orice 
control at this time gro~s out'of an increasing belief thaisuch matters 
as balancing the budget~ limiting bank credit, and so forth, can keep 
the inflationary pressures of the defense program from leading to 
seriously harmful inflation~ not that ~e v.~n't probably get some 
gradual inflation~ i think we can regard an anti-inflation program 
successful if it keeps price increases to 5 percent a year, or some- 
thing in tl~t range. 

I have sketched here the gradual shift from an individual-enter- 
prise economy to one in which factory enterprise and coroorate enter- 
prise play a major role~ I have shorn how the major economic problems 
of.today grow out of this~shift and its effects. For example, the 
status of labor and the ~larxian theory; the questions of the respon- 
sibility of business managcmc~ (to whom should it be respons~ole?); 
the labor market, Collective bargaining, and the vgnole problem of wage 
determination~ the problem of competition and government regulation; 
the problem of full employment--all of these grow out of this shift 
from an individual-enterprise economy to a factory- and corporate- 
enterprise econo~f; also the failure of the technical economists and 
the philosophers in economics to keep up with this change and explain 
the new implications for policy that grow out of it. On a]_w~ost none of 
these problems can we yet have a definitive answer, 

You will often see it stated that the world is in a condition of 
revolution--in some areas violent and in some areas, not vioient~ I 
think we can safely say that this revolution finds its base in the 
shift from individual enterprise to factory and corporate enterprise 
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and the great increase of productivity that this shift makes possibl.e~ 
A revolution in a society takes place not ~,hen people-of some group 
get their guns and begin to shoot it out, but ~hen some marked change 
in basic thinking takes place. The nineteenth century and the first 
third of the tv~entisth century say,,' our basic thinking both in the ec- 
onomic and political fields built on the conception of an indivldual- 
enterprise system° Because the conclusions reached did not fit a 
factory and corporate enterprise system, we are in the throes of the 
revolution in thought which I expect ultin~te].y to oroduce a new 
pattern of thinking that takes full account of factory and corporate 
enterprise and squares us away to a long veriod in ~';hich ~e have the 
answers to most of our major economic and-p01itical problems~ 

V~qaen the airplane was first introduced into fighting, there was 
a period in which you had to figure ou'b the potentials of the airplane, 
and there nrcre great argmr~cnts as to what it could and could not do. 
At first the introduction of the plane did not alter very much the 
characteristics of ~mging ~mr; the strategy was essentially the same° 
You had new eyes %ha~ could go out over the enemy forces and be better 
observation posts than a man sitting on a hill, and you had other 
similar advantages, but they all tended to be sinply an extension of 
what you already knew about hey: to wage war. But the plane presented 
new problems of strateg~j~ forced a r~thinking of the whole area of 
strategy and created new conceptions of h~r to ~,~age war° 

~e arc uo against the same thing in the economic field, and, 
unfortunateiy] the technicians have not made as nuch progress as they 
should have by this time. To these pr6b!ems ~e will see anm~ers 
gradually developing. It may be another dScade before ~e have mast 
of these problems, real!y under our belt. if ~e get into a ~jor war, 
it will probably take longer because of the diversions° 

Thank you. 

QD~STi0N~ Doctor, you link the inflexibility of v~ages with the 
pricing policies, of the corporations particularly. I wonder if 2ou 
would care to comment on the significance of the recent development 
in the GN contract, for instance, in which wage rates are linked with 
the cost-of-living index~ 

DR. }~ANS- Yes~ That is-one of the outstanding developments of 
recent years in the labor-~-age field. I ~~on't nov.,- predict how it will. 
v~.-ork~ but it seems to me a vei7~ great improvoment~ 

That is a five-year contract which calls for wage adjustments as 
the cost of living goes up or dovn~ and for an annual increase in ~,mge 
rates to take account of th3 expected progressive improvement in tech- 
no!ogy and greater productivity in our whole economic. That kind of 
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policy, in the first place, seems to me eminently sound--if the wage 
rates at General Motors initiallywere right. If. %hey were right to 
begin with, then the two factors that could be expected to make the 
wage rates get gradually out of line would be these ~o things that 
are taken account of in the now contract. And extending the adjust- 
ments over a five-year period greatly reduc~s~ although it does not 
eliminate, the dangers of strike and strife~ 

I don't know whether that can be generally extendcd~ It takes 
a strong corporation to adopt such a policy; it is spreading in the 
automobile industry° I hope it will spread elsowhereo It probably 
is not a complete panacea~ but, from my point .of. view, it certainly 
is. following a. very en!ightencd policy~ 

QUESTIONI I was wondering if there are not dangerous elements 
in the GM contract in that~ with.t.he floor..on wages in that contract, 
the ~mges cannot be lowered in. this period of i~ilation but can go. up 
all-the timG~ 

DR. ~EANS.I There are dangerous elements, but I donlt regard them 
as expl~s.m~ ~ "ve~ If we incur a major depression~ we are going tC have 
much more-of an @xoiosion then anything that is involved thereo So ....... 
that the sr~ll room for up-and-down movement is of secondary importance° 

A nice question arises as to ~:nether, in an inflationary situationj 
the escalator clause (pushing wage rates up ~-d~th increases in living 
costs) may not be dangcrous o " It is ~zj opinion that it is not dangerous, 
that it is wholly appropriate~ and that the methods for dealing ~th 
what othe~-~ise would be a serious problem arc to be found in the fiscal 
and monetar5 ~ policies v~horeby the buying power of individuals is kept 
at such levels that they will not be spending more than can be purchased° 

It is a long sto~/ when you apply tb~zt to specific situations 
where we are getting an unbalanced relation betueen the demand'for 
consumption goods and the demand for durable goods~ After a!l, a 
large proportion of the defense program is going to be a denmnd for 
durable goods--tanks, planes, and what have you--and that is going 
to unbalance our total demand and present problems of price control° 
I expect we will have %o have some price controls fairly soon in the 
field of the durable goods, but probably not for nondurables. 

QUESTIONI The escalator clause feature n~%y be good from the 
standpoint of labor and certainly from that of ~2~nagsment and o~uaer- 
ship; but what becomes of thm fixed-income group in this economy? 

DR. },~EANS: From the point of view of the fixed-income group~ 
where there is no change in the cost of living and the rise in the 
wage rates of General Motors is due purely to the increased productivity 
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of our system, that is something I would not worry about. It means 
there is no diminution in the standard of living of the fixed-income 
people. But when we come to the clause that brings about an increase 
in wage rates becausep~ices go u~ i would say tha~ it is essential 
to the welfare of our who].e econo~r that we-do not allow major in- 
creases in cost of living to take place~ 

I spoke of th,e possibility of the rise of 5 percent a year in the 
cost of living as a condition that would not be too bad, .Tf we could 
hold price increases to that level in .the next tbreeyears~ I wo~uld 
feel we had been doing a reasonably sati~facto~v job~ although not a 
perfect one~ It :.~ould not be~vho!ly satisfacto~r because of these 
fixed-income groups primarily, and I think that is just one of the costs 
of a defense program~ 

COLONEL B~S: To e~[D!ore that a little ftt~ther, do you just~_fy 
that~ Dr~ Msans~ from the standpoint of the ~ntentibnal obj:ect~ve of,: 
reduc~g ptu-ch~sing power to r~lieve inflationar~£ pressures to the 
extent of this 5 oercent, instead of increasing vmges to correspond t.~ 
this--5-~ .~rcent incw~ase in prices? 

UDR. i!,~ANS.~ I would say, let wages go up with the 5 p~rcento 

-COLOA~L BA~I~ES: Then you wo~..uld be applying the J.nju~ to a select 
- ~ a . s . s - o f  peopi~t~e.--sa. ~lar~d &Toup~ 

DR. ~U'~: It is not quite so s~mo!e and ~asy as that. In the 
• .~[i/'st-pla-oe., t}~r.e-ar~--opportunities for some of %he pe~ple in the 
-salaried grot~p to get into nonsalaried activity, ~here the 5-percent 
.~va~4a~i~. , ,cr~as~-~-. takqn.  place, and that is what ~e ~.~ant to accomp!ish~ 
.i~e ~.v4mnt to get more of the people in-bo produDing m~itions~producing 
this, that~ and the-oth~z~-and taking the place of men who have been 
-~mawn. into the military- sez~iceso Second, th~re is constant pressure" 
in the areas-~of fzb~d income to catch up wi~h that increase. Finaliy~ 
d~mring a period of war, or during a. period o~f defense, nobody gets 
perVert-justice. You aamno~5 run a war bha5 way. if some civJ.lians width 
-£/~xed i~com~.,~s_falL bel.d_nd at the rate of 5 percen+, a year while boys are 
ge~ting._kiLled out in Korea~-. d~ ~ve.--hav~-to-o-~,~orry too much .o~bout that 5 
pen-cent? C~zly if Jr-causes serious '.tnr~st, th~reby.forcing us to deal 
-wJ~th.4problems of~un~rest., does it become, a ~z..~b].~m~ But I am convinced 
thai ~ 5~pe~-cent..._i~cnaasc-would....not create that kind of problem. 

02ESTIO~: " (~Lr._labcr or.~izationah~.v,e_.gro~,~n t o  a tremendous sizc o 
7_u Yott~-o.p!ni ~on~..-~,nha-b would happen if they ~:ere to ~mite in one single 

-ori~nJ~-~tion?. V~_%at~ffect ~rou],d t~t l ~ r g o f  haw:~ on o u r  economy? 

DR. ~ES: let's say it this way~ The effect will depond ve~T 
much on how roach education has gone on beforehand° If labor had united 
-hack ~ n _!9_~.5~_~e ~ prabab~-~~ouldL ha~.-ha~-~nn~eh more, das%u~ctiv~ -ac.t_ion./~ 
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a united and powerful labor organization than we would have today if 
labor got into a single union. The extent to which labor .Dins become 
educated,, along with business, goverDment, and the rest of us, is tre- " 
mendous. This country, in this revolution that I have been speaking of, 
has been .educating itself at a ve1~ ~ great rate, and that applies to the 
labor unions. If five years from now labor should get into one organ- 
ization, it 7~ould not disturb me at all~ i think that the po~vers they" 
~ould use would be sometimes used badly, as everybody uses power badly, 
but on the whole they 7~uld probably be used constructively. Some of 
the internecine conflicts ~vithin labor T~'ould be reduced, thereby counter- 
balancing some increased har~mful effects. Probably the total effect 
w6uld be constructive and increase the responsibility of labor for the 
effect of its ovm action° 

QL~STION" Doctor, in speaking of the imp~,ct on the fJ~xed-income 
group of the 5-percent mncrease in the cost of living, you mentioned 
that the members of that group have the freedom to abaudon their present 
grouping and go into the labor force, ~.~here they would draw wages. We 
had a little experience with that during the war when teachers !eft schools 
to work in factories, and i think that our educational system is probably 
only nm-~ recovering somewhat from the impact on at of that loss of teachers,, 
That is only one of the effects of the movement of people from services 
which contribute to our general Standard of living° What ~rould be your 
comment on the general effect of such a movement out of the services in 
this country if people did trj to take advantage of the 5.percent increase? 

DR. }J~_&~!S: i would not expect that a very large proportion of the 
total would move out. There are a variety of reasons %~hy the bulk of 
teachers will continue to be teachers° Tfnat I had in mind ~as that some 
people in what I think of somewhat as a fringe would have a chance to 
get out° 

I cannot get very much worried shout this 5 percent, as I have just 
indicated. That is minor~ I get much more worried about the much more 
serious injustice that would develoo in our system if prices rise much 
more than 5 percent a ycaro 

I think we have a major problem on our hands of keeping inflation 
at or bclo-~7 the 5-percent level. In this first year of the defense 
program, beginning June-July 1950 and ending JLne-Ju].y 1951, the in.- 
creased revenue from existing taxes~ plus increased t axes~ plus some 
minor reductions in nondefonsc e~enditures in goverrnnent will probably 
result in a balanced budget for the coming year. The next year we are 
much more likely to run into a deficit and create some real inflationary 
pressure that grows out of government spending and not simply the psy- 
chological reaction of cons~ers and business to the creation of a defense 
pro gram. 
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DR. HUNT~.: Dr. Means, you referred to this n~v type of thinking 
that is going on in the economic field, I pres~e~ if i understznd.the 
origins and the work of the Cor~itteefor Economic Devolopment~ that 
the CED was created tlmough a recognition of the problems that the 
economy faces° How widely represented in the whole business structure, 
among the business class as a whole, is the type of thinking reflected 
-by the ~rk of the CED? 

DR, ~[EA~S: "Gro-~:ing" is "~rhat I would, say to that. 

I don't know how many of you know about the CED. Show hands° 
H~v many are reasonably familiar with its activity? /~hero was a show 
of hands~/ Not very maUVe 

Do you v-ant mo to d.,sc~]_b~ ~, ~-" o, _~+<,s activity a little? 

COLOI~EL BARNES : Yes, do ° 

DR,. I'~'.~NS: You are all familiar with the National Association o£ 
~[anufacturers (N~v[) andv~;th the United States Chamber o£ Commerce. The 
CED is a new organization that was formed back in the middle of the war 
by a gr~p of progressive businessmen who felt that neither the N~Z-nor 
the Chamber of Co~erce~as presenting a sufficieDtly progressive pro- 
gram. These were businessmen who were beginning to feel this change 
and the necessity to think things through anew that ! have already 
described. 

The CED took as its first major nroblem preparation for easing the 
transition from war production to peacetime production. It organized 
two sections. One ~ras a Field Development Section, r~hich went out to 
practically every business in the country and asked three questionsl 
"Ho~" many people did you employ before the war?" "How many people are 
you employing now?" "Hoof many people will you employ one year after 
the termination of hostilities?" They could pull answers to. the first 
two quesgions out of their records very easily. As to the third questic 
they really had to think through their whole oost~ar policy. 

Having gotten the yeast working, the CED ~hen recomr~:ended that all 
businessmen should set up someone to be responsible for.planning the 
transition and their postwar po!icies~ The CED reco~miended that, in the 
big comoanies, a vice-president be assigned this duty. in smaller com- 
panies~ usually it was the owner-manager who took part ofhis time to 
do it.. 

The CED prepared a lot of analyses. Some o£ the best engineers in 
the country worked ou~ the. ~ e1~o~neermng problems of the transition. Book 
lets of a variety were gotten out. 
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~en the CED compiled the figures that they finally got indicating 
how many peoole would be employed one year after the end of the war, 
the whble thing added up to about 8 or 9 million u~employedo That would 
not do~ The CED said, "~Ve must raise the sights of the businessman. 

How can we do that?" 

The CED took a study that the National Resources Planning Board had 
worked out for estimating what the demand for different eor~odities 
would be at full employment~ The CED determined how many oairs of shoes, 
-how many new houses, how many automobiles, how much gasoline, and so on, 
would be demanded if we had full employment one year after the war was 
over° It went down the whole list of commodities and worked out for 
each significant industry in the country# a bulletin which listed the 
amount of production that would be demanded at full employment. That 
was a revelation to business~ i think something like I00,000 copies of 
this bulletin went out through voluntary requests° 

Business began to recalculate vfnat its plans should be:~ and we had 
this sort of process going on" The manager of Company "A" ~-ould say, 
"The CED people are cockeyed. ~:~hat do they kno~ about full empio~m~ont? 
We can't possibly have this volume of der~.nd for shoes~" Then-< "You 
knov~, gentlemen, they just might be right, l~m not !~oing to say they 
are right., but if they should bs r'~ght, ! would want to exoand my facil- 
ities." Then our people would go around and say, "Jones, ~.~ho makes shoes 
up in the next valley, is getting ready .to mxpand his olant if the esti- 
mated demand comes into being° You had better get on the band wagon or 
you will be left bohind~" So the manager of Company "A" brings in his 
engineers, works out the n!ans for a new extension to add 50 percent to 
his capacity, puts those plans in a pigeonhole, and says, "Ah, now, if 
CED proves to be right~ l'm all set. I ~~Ii just have to press a button 
and a program of expanding my plant will go right into effect." 

That went on all over the country. I believe that 90 percent of 
the businesses employing eight people or more were visited by CED rep- 
resentativeso I am convinced, and many other people are convinced~ 
that when the men were released from the military forces at the end of 
the war, the rapidity with which they were picked up and put to work 
was to an important extent the oroduct of this field development activity 
of raising the sights of the individual businesses° 

That was just an immediate postwar activity° The other section of 
CED~ which still operates, said, "We want to organize to look at govern- 
ment policy and make recommendations to government as to what we think 
good economic policy is. The first set of studies had to do, again~ 
w±th the transition° We ~ade a very extensive study of the problem of 
terminating waz contracts and ~de extensive recormnendations on that 
subject. Our reco~uendations wore in very large part adopted, and I 
think it was because we had them and had thought the thing through that 
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they were adopted. I don't think it ~;as fortuitous, And, as you know~ 
the Government worked out systems for t emninating w'ar contra~ts that 
got money back into the hands of the businessmen .that would allow them 
to set their money to work instead of having it tied uoo That brought 
more equipment into their mlants and got inventories out, so that they 
could go forvmrd ~.~ith pos%war production~ and so forth--again the sort 
of thing that helped the transition. 

During the transition period we started a series of studies that 
dealt with the problem of how to maintain full employment~ The CED has 
come through ~ith conclusions and reco~e~atJ.ons, mentioned earlier in 
r~.~ talk~ that we think~ over a period~ will solve this major problem of 
high employment and of ~intaining reasonable stability in a peacetime 
situation. ~ think we have a great deal to contriEute as to how to 
prevent inflation an@ to finance the defense program; and if there were 
an actual war, ! am sure we would buckle on our armor and %~# to produce 
some recommendaticns on ho~ to finance a ~ll-scale war. ~ are branchin~ 
out into other lines of activity that I wo~'t now go into° 

This is a very outstanding, new thing in our society° In. the first 
place, these ar~ leading businessmen. We have Philip Reed~ Chairman Of 
the Board of the General Electric Company. We used to have Paul Ho£~mn 
at the head of our organization~ I don't need to say who he is~ We 
have a series of really important progressive businessmen. These men 
put a m~jor amount of time on these economic problems. It takes abou% 
a year for us to produce the usual policy statement ~here we do a thorougl 
job, and there will be any nm<%er of meezings at which leading business- 
men will spend a great deal of time~, The ~hole drive on their mart is 
to provide a truly co~otructm~ policy. 

Before I close, there is one thing I would like to say that~ to me~ 
is most significant in the CED, Unlike the traditional attitude of 
businessmen, the. attitude of the CED is this: "V~at is good for the 
country is good for business." And they try to work ouz in their policy 
recommendations what they thirk is good for the country.° 

COlOneL BAR~:~S.~ Doctor ~{eans~ we thank yot~ very much for the 
exhaustive preparation you_ have put into' this ~o~°o~,~,~, It was e ~-~,.<~c~ly 
what we wanted to hear° h'e-are gr6s.tly indebted to Wou~ 

(23 oct !95o--650)s. 
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