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DR. HUNTER: General Vanaman, General Holman, gentlemen: This
morning we are nearing the end of the series of lecturcs on economics
in the orientation unit. The purpose of this series has simply been
to review very briefly the general scope of cconomics and to indicate.
the general characteristics of the American'eCOnomic system, togother
with something of the problems with which we have to deal in peacetime,
In this way we have tried to provide a certain base line against which
to evaluate the sconomic problems of war periods. :

Despite the steady growthnof‘gOVGrnmont intervention in economic
life, which I traced at a provious period, ours is still a private
enterprise sconomy. It is an econouy which has demonstrated an extra-
ordinary growth, an cxtraordinary 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 stabilitye

Less fully appreciated, I think, is the fact that the private enterprise
system has itself been in continual process of change--not simply change
in size and productivity, but change in its character--in its fundamental
characteristic, =

This change in character and problems in our economic system is
the topic for considerabtion this morning, and to discuss this subject
we have one of the ablest cconomistse 'Few economists, I think it is
fair to say, during the past gencration, have given more attention to
the actual structure and the actual functioning of the American eco~
nomic system. The book "The Modern Corporation and Private Property,"
written by Dr. Means and Mr. Berle, has become a kind of classic in the
ficld 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 wecks of this course. So I
refer you to a smaller volume written by Dr. leans ard his wife,
Caroline F. Ware, called "The lodern Economy in Action.'.

Dr. Means has a distinguished record of public service. His most
notable assignments in more recent years, I suppose, have becn with the
old National Resources Planning Board, the predecessor, in a fashion,
of our prcsent Council of Bconomic Advisers; and, during- the past seven
years, with the Committee for Economic Development (CED), of which he
is now a research directors Dre Means.
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DR. MEANS: - Thank you, Dr, Euntcr.

I want to express appreciation for having an opportunity to come
over and talk with you. My "press agent" has given you en exaggeratod
idea of my backsround, but some of the things that he has said are.
certainly true, '

In talking shout the private—ontarpriso sstom, one connot really
describe the system in a AQ-minute periode All he can do is hit the
high spots. ‘

; Dr. Hunter has already outlined for you the origins and develop-
nent of the laisses faire philosophy, the decline of competition, and
the increase in governrent functions. '

Here I want to discuss the changes that have taken place in the
dominant typcs of antorprisg=-individual entcrprise, factory enterprise,
and corporate enterprise-~and trace through the implications of these
changss on the behavior of our cconomy ard the problems it has created,
I have choscen to do this bgcausc, if you ars really going to undursiand
the kind of econouy we have today and why the problsms that oxist are _
there, you have to go back +o the enterprise sysitem that existed perhaps
a hundred years agzo and consider the way the exports of that timeé Llooked
a2t the system, described it, and workcd out the sclution of their prob- .
lems. = I think that we will find most of the major problems that face
us in cur cconomy today, apart from the dafensc activity, grow out of
these basic changes and our failure to granpls with the theoretical
problems that thesc changes have created, :

Back in the days when this Naticn was created, the dominant’ type
of enterprise was the individual procucer, who himself was owner, worker,
and manager.  In those days there was no stock market because faw enter—
prises Wore incorporated, and labor unions were unimpeortant because
hired workers were such a small part of the population and bocause the
reletion between moster and scrvant, or hired hand, was so personal,

Individual enterprises are the rule today in farming and arc frequent
“in retail distribution. Typical:of.Amarican_farming is the family farm,
perhaps with one hired hand, . or wusing temporary labor o get in the hay
or fill the silo, Onec-men retail stores are also frequent, But in most §
other ficlds the one-tian enterprise, the truc individual enterprise, hos
come to be the exception.

It-is not difficult to imagine an ecoromic system in which all pro-
ductive activity is carried .on by individual entorprises, with practically
no hired workers, Most of the carlier ecoromists described an cconory
made up of individual entorprises and -worked out answers to all the major
problems that could be cxpected 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 ite The
central characteristic of such an economy would be the buying and

selling in the market. C(uite 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 sach producer try to do a better
jObo : '

I have never seen any reason for questioning the conclusions of '
the traditional sconomists with respect to that kind of an economy. But
by the middle of the mineteenth century the factory had come to play a
major role in production. '

T don't need to describe to you what factory production is like.
Most of vou 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 betwsen individual enterprise and factory
enteroprise lies in the separation between the owner-manager on the  one
hand and the workers on the other. In ths factory enterprise, the owner-
maneger directs his men much as does an officer in the Armys Within the
factory, the actions of the separate workers are -made ©o fit together
by administrative direction under a hierarchy of officers-~plant super=--
intendent, department heads, foremen, and so forth. The power to disciplir
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 enterprise.

This orinciple of organization is so important that economists
have come to apply the term "factory enterprise” to enterprises which
bear little relation to what is usually thought of as a factorys When-
a farm is carried on by a large number of hired workers and managed by
the owner, 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 owner-managed enterprises employing many workers as factory
enterprises. : ‘ ' : ' :

. In a fow 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
entorprise that is of major importance today--corporate enterprisee




By the latter part of the nincteenth century, an important vart
of erterprise had been incorpeorated and was operating under a type of

organlzation that was neither individual enturprise nor, strictly
spealking, factory cnterprise, - It has been called corporate enterprisc.

(=3 ]

The cssential characteristic of corporate snterprise, for our
purposes—-and most of the big comparies you are familiar with would
come under the heading of corporate enteryrisc~-is that it not only
employs many workers, but its owmership is scobiered among oy
individuals. Some of our larger corporaticns have tens and oven .
hundreds of thousands of stockholders, and no one stockholder owns a
significant proporticn of ths toital stocks C :

The fact that one enterprise can umploy thousands of workers and
bring together the capital of thousands of investors, and, through its
corporate charter, can have unlimiiod life, means that huge cnterpriscs
are possible--Ceneral intors, U. S Stecl, A, T. & T, to name a few,
As we all know, lorge-scalc snterprise has come to be a charactoristic
of our present-day: system,

Beforc examining the new problems which have been brought by
factory and corporate enterprise, I want tc review quickly the growth
in the scale of enterprisc and the relative importance of individual,
factory, and corporate enterprise todaz.

The figures available on the relative scale of enterprise are far
from satisfactory. We know that rmost of farming, much home owncrship,
and a goed deal of retail distribution is carried on by vory small
enterpriscs, mostly individual cnterprise. On %the other hand, a very
high and slightly rising proportion of the industrial part of our-
economy is carricd on by corporations. (Here I include as industrial
all manfacturing, mining, railroads, public utilitics, construction,’
and distribution. This covers the heart of our rodern gcononys It
excludes government activity, housing, and agriculture,) We also
know that in the 24 years from 1909 to 1923 there was o great increase
in the relative importance of big cnterprises. In 1909 the combined
assets of the 200 then largest corporations arbunted to aboub onc-
third of all industrial asschs. By 1929 the proportion held by the
200 then largest corporations amounted 4o 48 percent. By 1932 %he
200 largest corporations ovmed approximately 55 percent of the corpe-
rate industrial assets. That certainly amounted to more than half of
the asscts of all indusiry, whether incerporated or note '

Unfortunately, there arc no comparable figures more recont than
1933, Some pecple have felt that the concontration has conbinucd since
1933, I am not altogether certain of this. The figures ars conflicting.
It is a long story to welgh the pros and cons as to whether therc has
been increased concentration. I think it is clear that there hos not
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been deconcentrations I think it is fair to say that half of the -
industrial assets are still controlled by the 200 largest companics,
including the big railroads; the big public utilities, the big
marufacturing companies, ‘anc some blg rctail chains and department
stores. The really significant fact for us is that the 200 largest
companics do control half of the industrial assets of the country.

- TWith respect to the mumber of employces, industrial workers are
probably a very much smaller proportion of all those employad by the
200 biggest corporations. Tt is characteristic that the industries
that become concentrated are the industries in which a large amount
of capital per worker is uped. ™ *he texitile industry, wherc lebor
is rolatively morc important than capital, we have large numbers of
small eotton mills and small wenlon mills and woolen mill companiese
But in steol, in the autemobile industry, end in the public utilities
and railroad ficlds, wherc huge amounts of cepitel investment per
worker are necossary for high efficicney, we find concentration., The
200 largest corpovations do not omploy so much as half of industrial
labor, but a very comsiderable ancunt, neverhtelesse.

T oncs tricd to figure what preportions of our present-day econory
could be said to be carried on by individual enterprise, by factory
enterprise, and by corporate entorprise, After a great deal of pencil
pushing, head scratching, end guessing, I finally arrived at this rough
conclusion: Approximately onc-third of our total production is carried
on by individual enterprisc, including rost of ferming, some rebail,
and quite a fow technical and professional activitics that have so fow
employees that we don't think of thenm as factory enierprise; another :
third of production could be said to be carried on by factery enterprise,
including most of our medium-sizod enterprises and some of our very big
enterprises (in the Ford Motor Company, for instance, the stock is
closcly held, and T think it hes 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 problems are sct up that I will come %o in a momente

Now for the significance of factory and corporate enterpriscs 1
want to discuss here only four major changes which have arisen from the
prevalence of these types of enterprise and the increased scale of
enterprise which has accompanied and been medc possible by these changess

You may be wondering why I am placing such emphasis on the facltory
and the ccrporate form in compariscn with the individual forme I will
go back tec what I said at the very boginning, Most of our economic
thinking up to the last decade or so has roally focused on how an
enterprise system operatcs when all entorprise is carried on by individual
enterprises, You can scarch traditisnal cconomics before 1900 and find
practically nothing that roeally takes account of the problems intro-
duced by factory enterprisec, and certainly nothing that takes account
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of the problems raised by corporate enterprise, It is really, to me,
looking back on it as.a matter of hindsight, phenomenal, it is remarkable,
it is almost incredible; but there it stards. Cur basic business pqlicy
has been built on the conceptions of an enterprise systen that included
only individual enterprise, -or that brought into the thinking no signif-
icant changes because of -factory enterprise and corporate enterprise,:

What are some of the new situations that would not exist in an
individual enterprise economy but that do exist where an important part
of procuction is carried on by factory enterprise or corporate entérprise?
Though T am going to list only four major new problems, I think you will
discover as I discuss them that thoy cover most of the really serious _
problems that our scciety is faced with today, outside the field of defens:

, , _ : , , , ; . .

The first important change is that factory enterprise brought a
separation of the workér from control over the instruments of production--
tools, machines, and raw materisls-—and thus created a major problem of
the status of the worker. ‘ o

Second, corporate enterprise brought a corresponding scparation of
the cwner from control over the instrumenis of production and set up a
whole new set of preblems with resnect to the relations between shock-
helders and management, betwoeen mansgement and workers, and bstween
management and consumerss It poses a whole new problem of the respon—
sibility of management, .

. The third major change--in the factoiy enterorise and in the ,
corporate enterprisc, both employing large numbers of workers—-is +that
the market for labor and the determination of wage rates became an
important factor in the working of the economy.

Finally, the increased scale of enterprisc made nossible by factory
‘and corporate entorprise narrowed down the area of competition, as Ir,
Hunter has already indicated to you, and, most important for our purpcses
here, changed the charactor of the pricing processe '

I will now go through those four major changes, When you think that
a hundred years ago there werc many factories and corporations in oxis-
tence, it is rather remerkable thai traditional ccoromists did not intro-
duce the implications of these changes into their analyses. They were
aware of the narrowing of competition due to factory and corporate enter-
prise bub treated it in traditional fashion--as just another case of the
pricing of scarce commodities when seliers were few. The economists were
aware of the increased importance of the labor market but treated labor
as a cormodity and assumed that its price was reached in o fashion com-
parable to that of other commoditics. And they paid little attontion
to the separation of workers and owners from control over the tools of
productions s '
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Tt was Karl Marx who really took account of factory enterprises
He registercd the seporation of the worker from control over the tools
of production and built on this his whole concoption of class conflict--
the owners versus the workers. There was no such possibility of class
conflict in an individualesnterprise economy. Narx was wrong in believ-
ing that this sceparation of the worker from control over the instrumcnis
- of production could leed only to the exploitation of workers. The
rising standards of living among the workers in this country make that
abundantly clear, But he was right in believing that the .separation
presented a real problem %o our societys’

We have rocognized this problem, in part, by according status to
workers through labor wnicns.  Also, we accorded some rocosnition to
this facht in the labrr-maragemert commitices that were used somewhat
during the recent war and mary of which still svrvive and functione
The Army took account of this separation in some degree curing the
recent war when spocial efforts were made to bring labor leaders into
‘the canps to show them whet the military problems were, But we are
still a long way from moking a full adjustment to the separation of
workers from control over the instruments of production. e have not

vet accorded the worker full status in the modern indusirial scciety.

As a matter of fact, wo don't even yet know what we shculd mean
by "full status.” The scparvation of the worker from contrel over the
instrunents of production does not enter into our policital philosophy
at alle If you go through the Constituticn, you will find nothing in
it but what applies to an individual-enterprise socicty. Some of our
legislation takes aceount of factory enterprise, but nobedy has devel=

~oped a rounded philosophy of an enterprisc systen in which workers are
separate from control over the instrurents of production. That still
lies in the future. The person whe dees thot will be doing for. factory
enterprise what Adam Smith did for individual enterprise, We just
don't have the book yet. We are dealing with meny of the problems cn
which, someday, some broad, philosophical mind will give us a pattern
that can act as a guide in both the political and econcric spherese

Wie have madc even less progress in dealing with the problems
arising from the separaticn cf owners from control in caorporate enter—
prises That the stockholders, either individually or collectively,
have little to say in the operaticn. of many of our big corporations.
is well recognized, Traditionally, it was the profit-striving efforts
of cwners that led them to run their cnterprises wolls Profits made
the mare go and she hauléd the wagen behind her. But corporate enter-.
prise has cut the traces. If the cwners don't control the enterprise,
can profits perform their traditional functicn? Profits can still
operate to stimulate risk-taking by investors. But when real control
over corporate enterprise lies in the hands of management, can profits
going to stockholders make the managemcnt run the corporation better?




This raises the larger questicn: In whose intercsts should the
managenent of big cornorate enterprise run the corporations?  Should
the management operatc only for the stockholcders? Or coos the manage-
nent have a responsibility to the werkers and the consuming public as
well? TIs the management to be an agent for the stockholders or an
arbiter botween the intercsts—=partly conflicting and partly parallel——
which make up the corporate enterprise as a going concern? These
interests include the people whe supply the capital, the workers who.
operate the machines, thae. consumers who buy the prcduct, and the
menagenent who makes the thing go. Consumers arc Just as nuch a
part of a corporate enterprise, largaly considered, as are the laborers
or tho stockholders:; What is the function of management to be?

In working with the Committeo for Econnmic Pevelopment and
chewing the rag with some of the leaders of corporate enterprise who
are trustees and mombors of our Research Cormittee, I am constantly
amazed at the bread vision with which they lock at our cconomice Prob-
lems and the problens of running their svm cntorprises.. It may be
that we are in the procoss of establishing a broader responsibility
for the managers of bi, enterprisc, whore stock cwnership is widely
scattered and where thousands and hundreds of thousands of workers
are employed. It may be that we are going to get something guite new

out ofthe separaticn of ownership frew contrel,

The expanded role of the labor market has raised twe mejor prob-
lens~-the process by which wage rates are set and the inflexibility
of wage rates once set.

It has boeome very clear that labor is net a cormodity to be
bought and sold like whoat or cetton. When the farmor hes sold nis
wheat; thot is the last he sces of ite When the worker sells his
labor, he has to work for the guy who bought it, Eiring a worker
establishes o continuing social rcelationship between the worker and
his boss, This relationship carriecs responsibilities and contains
the basis for friction on both sidese - The worker sells himselfs he
is to be bossed during working hours. This is 2 situction that nover
was adequately analyzed in terms of our economic system as a wholes

Furthermorc, the increasing scale of enterprise has put the
individual workers in an extremcly weak bargaining'position, which
collective bargaining seeks to corract., Docs collective bargaining
overcorrcet and place the producer in an unfairly weock position?

Once collective bargaining i estoblished, are the rosults likely to

be satisfactory to consumers, or is there danger that management ond
labor will get together in ways detrimental to consumers? On what
principles should wage ratos be set? These arce questions still seeking
answers, ’ : ' ’
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It is clear that modern incustry ‘camnmot expect wage rates to be
set by the naruot as arc. the pricés of wheat and cotton. A& new
philosopny af settln wage rates still remains to be established.

We are in the proccss of sweating it out. I might say that the
arguments between economists as to how wage rates ought to be set or
come into being are every bit.as acrimonious as, let us say, the
conflict as to whothur a supercarrier should be the means of carrying
the atom borb, ' = : S

. mage ratos in a guncengratgd enterprise eccnomy involve a second
problem-~their inflex1b111t, to shert-run- changes in the demand for
and supply of lobore. This inflexibility arises whethor labor is
organizad or not, and whether raies are sct by collective bargaining
or by the administrative action of business, In a moment I will cdis-
cuss the eficets of this inflexibility, alonz with the corresponding
Jnflbx1b1¢1t} of priccss. - ' :

mhe foorth major cnange in the economy resultlnr from factory and
corporate enterprise is the change in the character of the pricing
process. JTn much of industry;- prlcea are set by‘aduwn istrative action
and changed only from time to time. The price of steel may be set for
three months at a time. The wholesale price of antomobiles may be setb
even for a whole season at a tims. These administered prices are not
sensitive to short-run changes in demand or .costs, and it is yet to be
established how reasonable a relation these administered prices tend
to bear to cosis even in the longer runo.,

When I speak of administered prices, I don't want you to get the
impression that an industry can pick any price it chooses and slap it
on its product. Price administration lies usually within a range.
The business management kas the opportunity to set a somewhat higher

rice and make fewer sales or set a lower price and make more sales.
Some companies will operat° 1n terms of the higher price in that range;
others will act in terms of the lower price in that range--for a. group
of reasons soms of which may not be strlctly,economl ¢, The important
point is they have a. range w1th1n which they can choose to price their
product. ~ ' AR :

In the aluminum industry before the war that range was probably"
very wide. In the aluminum industry today the range is probably narrowers
I am speaking, of course, of the period before the defense Drogram got
under way, because the defense progrem, with its grcat demanas for
alumlﬂum, has chang d that nlcturea

There»is thus varlation'in-the breadth of the range Within‘which,'
the price can be administered, but a particular enterprise has a choice
of setting the'price at one place 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-enterprise system where no one producer
supplies a major part of the total market for any nroducts and one
which was never discusscd or analyzed by the traditional economists,

The power of industry to administer prices raises two major
problems:s First, how much competition is necessary to kecp 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
second, : ' : ' -

The traditional analysis of the working of our enterprise system
concluded that automatic forecs within the system would maintain rea-
sonably full employment, It reached this conclusion bccause it was
belicved that prices would be highly scnsitive to short-run changes
in supply and demand, as are the prices of cotton and wheat; and that
they would automatically maintain a sufficiont demand to take off the
market all the goods that could be ceonomically produced. This auto-
matic maintenance of fuil cmployment is something built into our tra-
ditional economics, IS :

In practice, experience has shown that this does not happen.
This bit of experience was driven home in the deep depression of the =
early thirties. Administered prices and wage rates were not sufficiently
sensitive to maintain buying power. PBither industrial prices must be
made more sensitive or some othar method must be employed to maintain
buying if we are to maintain.a reasonably high level of employment.,

‘It is fairly generally agreed that to make prices and wage rates
really sensitive would require the destruction of much, if not most,
‘of corporate .and factory cnterprise, We would heve to break enterprise
up into relatively small units., That is a direction very few poople
will accepts, . 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 officicncy and for its technical
advantages. Even in peacetime the high standard of living that we
have acquired in this country rests in large degree on that technical
advantage of big-scale enterprise,

The alternative is to find some other way of meintaining buying.
Here you have the controversy over the quostion 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 mckes
1t clear, I think, that it lies in the inflexibility inherent in acmin-
lstered prices and wage rates, an insensitivity that we are going %o
want to live with,
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It is only the short~run insensitivity that I speak of. It is
not that administered prices don't change over one or two years and
that, therefore, as progress in lowering costs takes place, prices
- ¢o not gradually come down; but that from month to month, from a thrce-
month period to a three~month period, they don't fully reflect changes
in- supply and demand conditionse B

The leading thought--on this point I think the CED is one of the
principal proponents--in the field of fiscal and monctary policy holds
that it is possible to develop technicues that will give us relatively
stable prices in peacetime and will maintain reasonably high cmployment.
That is a wholc field of study in itself, but I think very considerable
progress has been made.” Maybe we have that particular problem well on
the way to being licked, although it would take another half generation
to carry through the cconomic education that will lead to relatively
easy handling of that problem, I think‘we know how to do it., We have
not educated enough people as to how to do it so that it becomes an
acceptable 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 price
control at this time grows out: of an incrcasing belief that such matters
as balancing the budget, limiting bank credit, and so forth, can keep ’

the inflationary pressures of the dofense program from leading %o
seriously harmiul inflation; not that we won'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 that range. ‘ ' '

I have sketched here the gradual shift from an individual-cnter=—
prise economy to one in which factory enterprise anc corporate enter-
prise play a major role. I have shown how the major economic problems
of today grow out of this shift and its effects. For example, the
status of labor and the Marxian theory; the questions of the respon-
sibility of business management (to whom should it be responsible?);
the labor market, collective bergaining, arnd the whole problom of wage
determination; the problem of competition and government regulation;
the problem of full employment--2ll of these grow out of this shift
from an individual-cntorprise cconomy to a factory~ and corporate-
enterprise econony; also the failure of the technical cconomists and
the philosophers in economics to kecp up with this change and explain
the new implications for policy that grow out of it. OCn almost 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 violents 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 possible,
A revolution in a society takes place not when people-of some group
get their guns and begin to shoot it out, but when some marked chiange
in basic thinking takes place. The nineteenth century and the first
third of the twentieth century saw our basic thinking both in the cc-
onomic and political fields built on the conception of an individual<
enterprise system, Because the conclusions reached did not f£it =
factory and corporate enterprise system, we are in the throes of the
revolution in thought which I expect ultimately to produce a new
pattern of thinking that takes full zecount of factory and corporate
enterprise and squares us away to a long vericd in which we have the
answers to most of our major economic and political problems,

When the zcirplane was first indroduced into fighting, there was
a pericd in which you had 4o figure out the potentinls of the airplane,
and therc were great arguments as to what it could and could not do.
At first the introduction of the plane did not alter vory much the
characteristics of wmging war; the sirategy was cssentially the sames
Yov had new eyecs thot could go out over the enemy forces and be better
obscrvation 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 how to wage war. Bub the plane presented
new problems of strategy, forced a rethinking of the whole area of
strategy and created new coneceptions of hnw %o wage ware '

We are up against the same thing in the cconomic field, and,
unfortunately, the technicians have not made as ruch progress as they
should have by this time., To these préblems_we will see answers
gradually developing, . It may be another decade before we have most
of these problems réally under our belt., TIf we get into a major war,
it will probably take longor becausc of tho diversions,

Thank you,

QUESTIONs Doctor, you link the -infloxibility of wages with the
pricing policies of the corporations particularly, I wonder if you
would care to comment on the significance of the recent development
in the GM contract, for instance, in which wage rates are linked with
the cost-cf-living index, ‘ '

DR. MEANS: Yes, That is-one of the outstanding developments of
racent years in the labor-wage field, I won't now prodict how it will
work, but it scems to me a very great improvement,

That is a five=ycar contract which calls for wage adjustmorts as
the cost of living goes up or dovm and for an annual incresse in wage
rates to take account of the oxpocted progressive ‘mprovement in tech-
nology and greater productivity in our whole economy. That kind of




pollcy, in the first pl ce, scemns 1o me eminently sound—~1f the. wage
rates at General Motors initially were right.  If they were right to
begin with, then the two factors that could be expected to make theo -
wage rates gev gradually out of line would be those two things that
are taken’ aucount of in the now contract. And extending the adjust- -
ments over a five-year period greatly reducés, although it does not
bllmlnate, the dﬁngcrs of strike anc strife,

I don't know whether that can be gonerally cxtendcd0 It takes
a strong corporation to adopt such a policy; it is sprcadlng in the
automebile indusiry. I hope it will spread elsowhere. It probably.
1s not a complete panacea, but, from my point -of view, 1t certainly
is: following a vory erllghtcncd policys

QUWSTION. I was wondering if there are not dangerous olembnts :
in the GM contract in that, w1th the floor.-on wages in that contract,
the wages cannot be lnwcred in this perlog of 1nf1atlon but can’ go up
all the timcs ST

DRn MEANS: There are dangﬁrous eleﬂopts, but I don't regard then
as explesive, If we incur a major depressmonf we are going to have
much more of an explosion then anytblng that is invclved there.. So- -
that the swmall room for u p-ﬂnd—drwn movcmcrt is of seconanry 1mporthceq'

A nice qucst¢on arises as to mne+her, in an inf latlonary situation,
the cscalator clause (pushing wage rates up with increases in living
costs) may not be dangorous. - It is my opinion that it is not dangerous,
that it is wholly appropr*ote, and that the methods for dealing with
what otherwise would be a serious problem are to be found in the fiscal
- and monetary policies whereby the buying power of -individvals is kept
at such levels thut,they will not be spending more than can be purchasede.

It is a long story when you Qpply that to specific situations
where we are gebting an unbalanced relaticn between the demand- for
consumption goods and the demond for durable goods, After all,
large proportion of the defense program is going to be a dcmand for
durable goods~—~tanks, planes, and what have you~-and that is going
‘o unbalance our total demand and present problems of price control,
T cxpect we will have to have some price controls fairly soon in the
field of the dur qble Cfoocls, but probably not for nnndurabICb.

QUESTION: The escalctor clause feature may'bo good’ from the
standpoint of labor and certainly from that of management and owner-
ship; but what becomes of the fixed-income group in this economy?

DR« MEANS: ‘From the p01ﬁt of view of the fixed-income group5

where there is no change in the cost of living and the rise in the
wage rates of Gene“al thors is due purely to the increased productivity
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of our system, that is somathing I would nod worry aboult. It means
there is no diminution in the standard of living of the fixed-income
people. DBut when we come t0 the clause that brings about an increase
in wage rates because prices go upy I would say that it is essential
to the welfare of our whole economy that we-do not allow m2jor inw
creases in cost of living to take place,

I spoke of the possibility of the rise of 5 percent a year in the
cost of living as a conditiom that would not be too bade If we could
hold price increases to that level in the next three years, I would
feel we had been doing a reasonably satisfactory job, although not a
perfect one. It would not be wholly satisfactory becanse of these 4
fixed-income groups primarily, and I think that is just 'one of the costs
of a defense program, ‘ ‘

*COIONEL BARNES: To explore that a little further, do you Justify
that, Dr. Means, from the standpoint of the intentiomal objective of:
reducing purchasing power to relieve inflationary pressurss to the
extent of this £ percent, instead of increasing wages to correspond ta
this-5-percent increase in prices? ’ "

“DR. MEANS: I would say, let wages go up with the 5 percent.

-COLONEL BAPKES: Then you wonld be applying the injury to a select

~class—of peopls--the -salariad group.

IR. MEANS: It is not quite so simple and easy as that., In the
~first place, there-are opportunitics for some of the pecple in the
-salaried group to get into nonsalaried activity, where the 5S-percent

Wage. increase has-taken place, and that is what we want o accomplish,

‘We want to get more of thie people inbo prodnecing munitions—-prodncing
this, thai, and the-other——and taking the place of men who have heen

dravn into the military services, Second, there is constant pressure’

in the areas-of fixed income to cateh up with that increase. Finally,
during a pariod of war, or during a period of defense , hobody. gets
 perfect justice., You caunot run a war thal way: . If some civilians with
-fixed incomss. fall balidng at the rate of -5 percent a year vhile boys are
getting.ldlled out in Korea, do we have-torworry too much .about that 5
percent? Only if it -causes sarfous unrest, thereby ‘Torcing us to deal

~wiibh.problems of .urrest, does it become a problem. But I am convinced.

that ‘a.»-»Sv-'per'cezrt‘._incmase'would....not create thuat kind of problems

QUESTION: - Our..labor organizations. ham,.groz&n-'to a tremendous sizc,
T your-opinion, what would happen if they were to unite in one single

~organization? - What-effect mould that merger have on eur economy?

‘DR. MIANS: Iet's say it yth_j_s waytr The effect Wili depend very
much on how much education has gone on beforshand., If labor had united
back in 1982, we-prabably. would. have -had-meeh more destrctive.action by -
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a united and powerful labor organlzatlon than we would have today if
labor got into a single union. ‘The extent to which labor has become
educated, along with business, government, and the rest of us, is tre-
mendous.  This country, in this revolution that I have been s peaking of,
has been educating itself at a very great rate, and that Dolnes to the
labor unions, - If five years from now labor should get into one organ-
ization,. it would not disturb me at all, I think that the powers they”
would use would be sometimes used badly, as everybody uses power badly,
but on the whole they would probably be usod constructively., Some of

the intornecine conflicts within labor would be reduced, thereby counter—
balancing some increased harmful effechs. Probably the total effect
would be comstructive and increase the responsibility of labor for the
effcect of its own action.

v

QUESTION: Doctor, in speaking of the impact on the fixed-income
group of the 5~percent increase in the cost of living, you montioned
that the members of that group have the freedom to abandon their present
grouping and go into tnc lobor force whe e they would draw wzges. We
had a little experience with that du¢1n” the war when teachers left schools
to work in factories, and I think that our educational system is probably
only now recovering somewhat from the impact on it of that loss of teachors.
.That is only one of the effects of the movument of people from services
which contribute to our general’ stanaard of living, What would be your
comment on ‘the general effect of such a movement out of the services in
this countyy if vconle dld try to toke advcn tage of the 5-percent increase?

IR, MuABS° I would not expect that a vemy large proportion of the
total would move out. There are a variety of reasons why the bulk of
teachers will continue to be teacherss What I had in mind was that some
people in what I think of somhwhut as a fringe would have a chance to
get outs ’ '

I cannot get very rmch worried about this 5 percent, as I have just
indicated. - That is minore = I get much more worried about the much more
serious injustice that would develoop in our system if prices rise much
more than 5 pe;cnnt L year

I think we have a major problem on our hands of keeping inflation
at or bolow the 5-pcsrcent level. In this first year of the defonse
program, begimming June~July 1950 and nnding Jwme-July 1951, the in-
- creased revenue from existing taxes, plus 1ncreﬂsed'tayes, pluo some
minor reductions in nondefensec expendibures in govermment 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 govermment spending and not simply the psy-
chological reaction of consumers and Pusiness to the creation of a defense
program, ’
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DR. HUNTER: Dr. Means, you referred to this new type of thinking
that is going on in the cconomic field, I presume, if I understand the

‘origins and the work of the Cormittee for Beonomic Development, that

the CED was created through a ;ecognition"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 reflccted
by the work of the CED? S '

DR, MEANS: "Growing" is what I would say to.that,

I don't know how many of y@ﬁ know about the CED. _Show hands,
How many are reasonably familiar with its activity? Ziherc was a show

of hands./ Not Very manye

Do you want me to doscribe its activity 2 Little?
COLOKEL BARNTS: Yes, doe

DR. IEANS: You are 21l familiar with the National Association of
lanufacturers (NAM) and with the Tmited States Charber of Commerce.  The
CED is a new organiza‘ion that was formed back in the middie of the war
by a group of progressive businessmen who felt that nelther the NAY nor

. the Chamber of Commerce was presenting a sufficiently progressive pro-
gram. These were businessmen who were beginning to feel this change

and the necessity to think things through. anew that I have already
described.

The CED took as its first major problem preparation for easing the
transition from war production to peacetime production, I% organized
two sections. One was a Field Development Sectvion, which went out o
practically every husiness in the country and asked three questions:
"How many people did you employ before the war?" "How many people are
you employing now?" "How many people will you employ one year after
the termination of hostilities?" They could pull answers %o the first
two questions out of their records very easily. As %o -the third gquestic
they really had to think through their whole postwar policy.

Having gotten the yeast working, the CED then recomrencded that all
businessmen should set up someone to be responsivle for planning the
transition and their postwar policies. The CED recommended that, in the
big companies, a vice-president be assigned this duty. In smaller com-
panies, usually it was the owner-manager who took part of his time %o
do it,. , . ‘ S '

The CED prepared a lot of analyses. Some of the best engineers in
the country worked out the engineering problems of the transition. Book
lets of a variety were gotten out, ' - '
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. When the CED compiled the figures that thoy finally got indicating
“how many people would bc employed one year aftcr the end of the war,

the whole thing added up to about 8 or 9 million unemployed. That would
not do, The CED said, "We 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 commodities
would be at full employment. The CED determined how many vairs 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. Tt went down the whole list of commoditics and worked out for
cach significant industry in the country a bulletin which listed the
amount of production that would be demanded at full cmployment. That
was a revelation to business. I think something like 100,000 copies of
this bulletin went out through veluntary resquests.

Busincss began to récalculate whet its plans should be, and we had
this sort of process going ons The manager of Company "A" would say,
"The CED people are cockayeds What do they know about full cmploymont?
Ve can't possibly have this volume of demand for shoes." Then:  "You
know, gentlemen, they just might be right, I'm not going to say they
arc right, but if they should be right, T would want to cxpand my facil-
ities." Then our pgople would go around and say, "Jones, who makes shoes
up in the next valley, is getting ready to cxpand his ‘plant if the esti-
mated demand comes into being. You had botter get on the band wagon or
you will be left behinds" So the menager of Company "A" brings in his
engincers, works out the plans for a new extension to add 50 pcrecent to
his capacity, puts those plans in a pigeonhole, and says, "Ah, now, if
CED proves to be right, I'm all sev. I will just have to press a button
and a program of expanding my plant will go right into offect.”

That went on all over the country. I believe that 90 percent of
~the businesscs employing cight people or more were visited by CED rep—~
- resentatives. I am convinced, and many other people are convinced,
that whon the men wore released from the military forces at the end of
the war, the rapidity with which they were picked up and putb to work
was to an important extent the product of this field devclopment activity
of raising the sights of the indivicual busincsses.

That was just an immediate postwar activiiy. The other section of
CED, which still operates, said, "We want to organize to look at govern-
ment policy and meke recommendations to government as to what we think
good economic policy is. The first set of studies had to do, again,
with the transition., We made a very extensive study of the problem of
terminating war contracts and made extensive rccommendations on that
subject. Our recommendations wore in very large part adopted, and I
think it was becausc we had them and had thought the thing through that
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thoy were adopted. I don't think it was fortuitous, And, as you know,
the Government worked out systems for terminating war contracts that
got money back into the hands of +the businessiien .that would allow them
to set their money to work instead .of having it tied up. That brought
more equipment into their plants and got inventories out, so that they
could go forward with postwer 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
core through with conslusions and recommendations, mentioned earlier in
my talk, that we thirk, over a vericd, will solve this major problem of
high employment and of maintaining reasonable stebility in a peacetine
situation. We think we have a great deal to contritute 2s to how to
prevent inflation and to finance the defense program; and if there vere
an actual war, I am sure we would buckle on our armor and try to produce
sore recommendotions on how to finance a full-scnle war. YWe are branching
out into other lines of activity that I won't now go into.

This is a very outstanding, new thing in our society., In the first
place, these are leading businessmen., We have Philip Reed, Chairman of
the. Beard of the General Electric Company. We used to have Paul Hoffman
at the head of our organizaticn. T don't need to say who he is. We
have a series of really important progressive businessmen. These nen
put a major amount of time on thasz economic problems, = It takes about
a year for us to produce the vsual policy statement where we do a thoroug!
Jjob, and there will be any nurber of mectings at which leading business-
men will spend a great deal of time, The whole drive. on their part is
to provide a truly constructive policy. - '

Before I close, therc is one thing I would like to say that, to me,
is most significant in the CED, Unlike +the tracditional attitude of
businessmen, the attituds of the CED is this:. "Whot is good for the
country is good for business." And they try_EO'work out in their policy
recormendations what they thirk is good for the country,

COLONEL BARMES: Dochtor Meons, we thenk you very much for th

G
exhaustive preparation you have put. into this papsr. It was exacily
what we wanted to hear. . Ve are grectly indsbted 4o vou,

(23 Oct 1950--550)s.




