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INTRODUCTORY RN~RKS - COL. IRVING J. CARR. 

~ 0 0 0 -  

ent I emen: 

In the past two or three weeks you have been studyxng 

what the War Procurement Problem xs from the dxffxoultxes that 

you have found by readxng over the hxstory of the last war. 

You have seen the lack of ooordxnatxon we had, and you have seen 

the przces jump to flve hundred percent of the real value of cer- 

taxn commodxtxes. You have also dxso~vered the neoesszty for 

p!annxng to avoxd those eond~tmons xn the next war. 

We are very fortunate thxs mornxng xn havlng Dr. Harold G. 

Moulton wlth us. He has long been a student ~n economics, was 

formerly a professor xn the Unxverslty of Chxoago, and at pres- 

ent is a Dxrector xn the Instxtute of Eoonomlos xn Nashzngton. 

He has consented to talk to us informally thxs mornxng and will 

be very glad to answer questzons durxng hls talk or afterwards. 

I take great pleasure xn xntroduclng Dr. Moulton. 
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ECONOMICS OF WAR. 

Gentlemen of the Army Industrial College. 

I shall talk very informally ~ndeed and I want you to 
feel free to xnterrupt and ask questxons. I have had a great 
deal of experlence in thzs speaklng game and I thlnk It works 
out better If we have more or less dlscusslon as we go along. 
Sometimes the questaons may need te be postponed untll later 
In the dlscussxon; if so, I will tell you. 

Colonel Carr suggested that the flrst part of my dls- 
cusslon m~ght be devoted to a cons~deratxon of what Economics 
Is about, ~n general, w~thout speolflc reference to the war 
probl~. I shall endeavor to show you that. 

The polnt of departure In all studxes of economlcs Is 
the basle resources - land and natural resources. That xs 
what the people of the world have to deal wlth. Then you have 
a labor supply, or population, thought of in broad terms as 
human hands to work on natural resources. Thxrd, we have 
capltal g~ods. Do not thank of money for the moment; thank of 
capital goods as factorles, tools, or concrete machlnery, instru- 
ments of productlon, etc. Next we have organlzers, a term com- 
monly known as andustrlal managers - those who take resources 
and develop same. A bus~ness man In quest of proflt takes land 
resources, labor resources and capital goods and makes an xndus- 
trlal enterprise out of them. 

In every case, under modern busxness cond~txons, you have 
land, natural resourcesj labor resources, and the utxllzatlon of 
capxtal goods whloh are all unxted xnto a sxngle e~tabhshment. 
The world xs made up of a lot of these sxngle organxzatxons, but 
somehow they are fxnally knxtted together xnto an econemxc sys- 
tem and the grand result xs that we, the people of the world, 
fxnd that there !s bexng produced each year, each month and even 
each day, the rlght quantxtxes of goods for our consumptxon of 
every kind and descrxptxon. The result of the routlne of ~ndus- 
trlal estab!xshments xn operatzon ~s that we have a certaxn 
number of houses built each year, of automobiles turned out, of 
shoes, eloth~ng, food, food stuffs, etc. We can go into a stere 
and get almost anythxn~ provided we have the money - no matter 
where the requlred commodity has been made or produced. Each 
of the many xndustrxal estabhshments unite in gavlng to the 
people of the world that whlch they wanto 

. 



i~ ~ ~ ~ ~c~,~7~%-~ ~ - ~ ~ ~ ~ ~ v ~ ' ~ g ~ I ' o ~  TM ~'~ ~ 

The bxg questio~ of economics xs what are the processes 
by whxch the abov~works out. It does not work cut v~th one 
hundred percent effxczeney always. Certaxn soc~alzstxc writers 
have pointed out the vast amount of waste xnvolved, the unem- 
ployed, over-productzon, etc. On the other hand the followzng 
zllustrat~on has often been used. Suppose one were up zn an 
axrplane and were enabled to get a full vxew of th~s whole 
world. Every mornzng you fxnd m~ilzons of people oomxn~ out 
of thexr homes~ proceedzng to thezr respectzve places of work~ 
and at the end of the day you would f~nd those people return- 
xng to thexr homes - and the number of unemployed would seen 
very small ~n oomparxson. You would fxnd some people workxng 
at cross purposes, but on the whole you would find a wxde 
track of sameness ~n the system as a whole. 

How does it operate? That is where the prxce system is 
Involved. So f~r I have not used the term "supply and demand", 
but w~ll introduce them later. By the prlce system we mean 
that the natural resources, land, labor, capltal, supphes and 
manual labor comblned, produce "X" co~modlty. All these con- 
cerns are produoxn~ for the market so they offer ~he ~oods In 
the market at a prxce. One of the maln Issues of economcs 
has always been the factors whlch determlne the prlce of any 
particular commodlty. One of the most common explanatxons is 
that the amount you pay for your land, wa@es of labor, xnter- 
est on capital ~oods, etc., constitutes the cost. An artlcle 
costzn8 one dollar ~s sold by the manager for one dollar and 
twenty cents, in order to make a proflt. There is twenty c~nts 
profxt on each commodlty turned out. What Is to prevent that 
man sellin@ hls products at any prlce between one dollar and 
twenty cents to four dollars, thereby makznG as b1~ a proflt 
as he wants~ There are certaln dom~-natxng factors ~n thls sltu- 
atlon. He Is turnlnG out a commodxty whlch can be done wlthout. 
The buyer would be w111xn~ to pay one dollar and twenty cents, 
if the product xs as good as anythln~ else he could get for the 
same amount~ (that is where the demand comes in), but he would 
not pay the excess cost. Under compet~txon the prlce for "X" 
is governed largely by how much people are wllhn~ to pay - and 
that depends upon how much they get by spendln~ for other thln~s. 
If a person could get somethln~ else just as good for less 
money, he would not buy the hlgher priced artxcle, the manu- 
facturer would not make any profzt, and would go out of busxness. 
If the cost of produclng that commodzty is hlgher than that of 
competltxve companles, xt is drzven out of the market. You 
have to be able to meet the competition of other companxes - 
at a competxt~ve prxce. Competxtxon regulates the prxce of 
any partzcular commodity. The basic factor on determ~n~ng the 
supplies ~s what ~t costs to produce the same, and the manu- 

. 



facturer has to sell to cover that. On the demand s~de, there 
xs the question of what else you could do w~th the same money. 

I want to carry you quxckly beyond that to the next step. 
The ~ndustr~al manager pays labor wa~es, probably rent for the 
land and natural resources u~ed, and usually pays ~nterest on 
the capital he uses for most bus~ness concerns of today are not 
entirely free from borrowxn@. Thus you f~nd, under modern bus~- 
hess condxt~ons, that all of these factors of production must be 
h~red xn the market and must be paxd mone~, and that, xn turn, 
when the commodity xs sold xt as sold for money. The money 
mechanxsm comes xn here as the tool xn connection wxth th~s 
whole th~ng. 

Next, the industr!al manager comes Into our scheme. Be- 
fore he can start runnlng h~s estabhshment he must have funds; 
not necessarily actual cash money but a check~ng account at least, 
There are two k~nds of funds, fxxed capxt~l and workxn~ capxtal. 
That ~s to ~ay he Gets out a bond ~ssue or sells stock for neces- 
sary funds w~th which to build and @et ready to operate~ Thx~ 
• s hxs f~xed oapxtal. In down& that the xnvestment bank~n~ 
market and bond purchasers are xnvclved. They buy the bonds and 
~et gozng a flow of money to the ~ndustr~al manager° When we buy 
the seeurxt~es we set a part of our money flov~n~ through the 
market to the xndustr~al manager and xn that way furnzsh means 
to develop natural resources and a~d capxtal goods. Some of the 
~nvestor. s money goes ~nto the ~nvestment market, or by putting 
xt in the bank, buys bonds, ere; some of the funds goes to reta~l 
establxshments of one kxnd or another for consumption. 

~ha% determlnes the amount that an ~nd~vldual wzll send 
e~ther way, and what about the aggregate total? Thzs has speclal 
s~@n~flcance when we come to the war t~me problem. 

Now, besldes the f~xed capital the xndustrlal manager has 
to have work~n~ capital, funds wlth whzch to pay h~s workers, buy 
raw materxals, xf hl s plant xs ready he has to have funds ~h 
whlch to operate. That Is work~r~g capital dzstl~gulshed from 
flxed capltal. Thls he ~ets from commerolal banks, which tles 
up the problem wlth the Federal Reserve System~ 

The stock market as a place where you get rld of bonds If 
you have them. Thls brings us up to a complxoated f~nancxal 
mechanlsm. All these varxous banks are llnked together and each 
and every one, as ~ndlv!dual instxtutzons, taken together trans- 
fer funds from one and any of the financxal ~ndxvxduals to the 
industrlal manager who uses those funds. He wlshes to ~e these 
funds to pay labor, land, wages, interest and dlvldends. These 
Industr~al managers, after they have the money, ~o not keep It 
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but manufacture goods, turn same out for sale and in the bus~ss 
of manufactur~n~ pay thxs money back. It comes back to us ~n a 
c~rcle, and we ~n turn make our decasaon as to whether we wall 
spend ~t or save at. Suppose we all decxded to save the money. 
There would be no demand, therefore no co~umptaon and the mechan- 
xsm would break down. That as the way the wheels ~o round - 
briefly but roughly outlaned. In other word~, that as the k~nd 
of f~ancxal mechanasm we bare, that ~s what economxcs ~s about~ 

It ~s an ana!ysls of, flrst, the way xn which all factors 
work together ~n gxv~n~ an eoonomxo system, determ~nan~ the amount 
whach goes to the land owner, the proportaon to the laborer, that 
which goes to the capxtal~st xn the form of ~nterest, and deter- 
manes the dxvmdends to be pa~d ~n the form of profxts. There are 
four a~enoaes of productmon - the land owner, the laborer, the 
oapxtalast and the bond holder. They e~ch furnish angred~ents 
xn thxs system whxch determine the dzstr~butxon amon~ these var- 
ao~s ~roups e 

One of the problems of economacs as to determane the forces 
controll~n@ th~s questaon of proflts. The other ~reat questlon 
as what makes the wheels @o round. ~ow ~e come qulckly to the 
war problem. 

Where does money come from ~n the f~rst place? Where does 
thas supply of funds come from? Under th~s system we have the 
~old and sxlver colns comng from the materlals of the mxne; 
the quantlt> d~endang upon how productave the manes are. The 
producers deposit it an the banks; once ~n the banks it ~s made 
the basas of a supply of currency. It wouid take long to discuss 
the mechanlsm of th~s system. 

Now as to the dlfflculty of the quantity of funds. Thls is 
Were you get Into the problem of r~sln~ and fallang prices. 
There are tlmes when the qu~tzty of funds are ver~ abundant, and 
when th~s money @radually gets Into the channels and causes a 
rlse in prlces, then money prlces go down agaln - such as often 
happmns in ordinary t~mes. ~here are occasaonal b~eakdowns and 
zt takes tame to ~et to workan~ smoothly agazn. Thls whole mech- 
anlsm has evolved, wlthout any dlrectlon from above by some over- 
wlse dlctator or manager s or w~thout anyone takang any leadzn~ 
role in ats development, a gradual callan~ upon each of the factors 
wltbout any response to each of the andav~dual needs. That Is 
the mechanasm axlstan~ at the tlme of the Great War, the machanery 
whxch we have to deal wlth. 

In tame of war what wevant at the front, of course, ms 
supplles of every kmnd and desoraptlon. Early in the last war 
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that was not clearly seen by a good many people. "Money wlll 
wxn the War" was a slogan popularly used. You cannot shoot 
money at the enemy; it ms only a means to the end, but a very 
mmportant one. It ms qu~te true that wlthout ~mds you could 
not get mndustrlal mobmlmzatlon. A great many wars have been 
conducted wmthout the use of money but by a dlrect waglng of 
war, but for a ~reat many years wars ~nvolved, to a very con- 
smderable extent, the use of money and supplles. Medxevai 
hmstory takes care of the efforts of ~mn~s to borrow money to 
wage wars, to hlre soldzers, buy supplies abroad in the terra- 
tortes they were oocupyxn~, etc. Napoleon conducted all of 
h~s ~reat campaxgns wxthcut puttin@ France much more in debt 
than she was xn the be~inn~ng; he lmved upon the country he 
~as occupyxn~ at the tmme, and thms was quxte remarkable from 
the f~nanczal standpozmt. 

Next we have to consxder the producers and the bankxng 
mnstmtutlons. Ordlnarmly funds ~o through bankxnG mnstmtutlons 
~nd retaml stores. On the route whloh they take the retamler 
orders from the wholesaler, the wholesaler from the manufac- 
turer, and the manufacturer, mn turn, secures operatln~ funds 
from the bankmng instxtutmons. 

In tl~ of war the Unxted States Treasury becomes a very 
mmportant part of thms meohanmsm, in ordlnary tmmes that por- 
tlom of our actmvlty conducted by the Government mnvo!ves 
funds sent through the Treasury. We pay a certamn portlon of 
our money to the Treasury mn the form of taxes, the Treasury 
uses that for the work of the Government. In war tmme we en- 
large the flow of money through the Treasury and the productlon, 
labor and supplmes, or whatever ms requlred, ms obtamned fro~ 
there. Here ms your real problem of fxngnce, now are you go- 
mn~ to obtamn thls aodltmonal flow of money through the Treasury, 
by taxes or by loans elther from Indlvlduals or from banks? 

T h e r e  h a s  b ~ e n  no  end  o f  d l ~ o u s s x o n  a s  t o  w h e t h e r  t h e  w a r  
should be fxnanced by taxes or loans, or by both, and if so ~n 
what proportzon. Economxsts are not all agreed about thzs, 
In the flrst plaoe~ if the supply of funds has to be enlarged, 
a reductxon v~ll have to be made mn another place mnthe cxrcle 
o f  operatmon - thereby makin~ two reductxons. What we dxd mn 
the last war was not done sooP enuugh - increasmng the taxes. 

You may recall some of the efforts of the Capltal Issues 
Co~nmttee to control the sale of securztzes. If we are golng 
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to build munitions establ~shments and supply agenoxes, etc., for 
m~l~tary purposes we ought not to build as many ~ndustr~al 
establishments of the kznd that would not help wzn the war~ If 
the flow of funds from the bank~n~ ~nst~tut~ons were undzmn~shed, 
the ordinary peace t~me establishments would compete asa~nst the 
Treasury for supplies and labor. That ~s what happened ~t the 
start of the late war. Your f~nanc~al mechanism ~s the means by 
which labor, supplies and materials are ~otten to the places re- 
quired. 

We lessoned the demands for labor, for building houses and 
for nonessentzal commodities. Money flows znto the reta~l stores 
and, xn turn, the retailer orders from the wholesaler and so on, 
and ~f the demand ~s good the manufacturer w~ll endeavor to hxre 
labor and obtaxn raw materxals and supplies of varxous k~nds and 
produce the commodities required of h~m. H~s ~nd~v~cual ~nter- 
ests as a profit maker seems to be to get all the supplies, etc., 
he can and turn out as large a produotxon as possxble. D~d not 
the manufacturer see that ~t was unpatrxot~c to do so~ He dxd 
not, to start w~th. He thought that unless he ran hxs plant w~th 
full capacity, he would not be able to pay for loans, taxes, etc., 
~nd therefore xt was necessary to run a~ maximum capacity. It 
enabled hxm to buy bonds alr~Kht , but when the Treasury got that 
same money ~t was found that supphes, labor, etc., could not be 
obtained therewith. Thus we eventually f~xed prxces, essential 

• ndustrxes, etc. All European countries went through the same 
experiences; many was of secondary ~mport~nce. 

The b a s i c  1terns r e q u i r e d  were  s u p p h e s  and l a b o r j  ~nd we 
were relying upon a prlce mechanlsm, upon proflts, to get our 
indu~try shlfted and ~t was not werk~n~ ~ello That brln~s up a 
questlon of whether we should not have oonscrlptlon !nstead of 
relyln~ upon prefers. For our soldlers we made the appeal to 
them of the patrlotlc c~tlzen, also to get people to go into 
factorzes, but in addlt~on to that we pa~d hl~h wa~es to the 
latter. That was the real balt; a man workln~ at an ordlnary 
pursult ~ot slx dollars a day, and the man ~n the fleld the 
soldier's wa~e. If thls l~ a war that requlres just as powerful 
or~anlzatlon back of the llnes as in the l~nes, if all the 
people are f~ghtln~ thls war, why not recognize the fact and 
have consorxptlon not only ~n the army proper but conscript all 
labor for the essentlal work of the war industrles? Shen also 
the questlon arises - "Why not have conscription of factories 
and supp!~es?". We covered that by work~nG out a prlor~ty 
machlnery ~hlch had the same effect. The army had flrst claim 
on certain k~nds of materzals and ~f there ~as anything left ~n 
that l~ne, the o~vzl~an population could have ~t, 
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Just a word about the tax and the loan problem. The truth 
of the matter was that we did not ralse enough money to glve the 
Treasury all the money they wanted. ~e therefore had to resort 
to loans and when we d~d so some were sold to indzvzduals and 
so~e to banks, and indlvlduals were even asked to borrow the money 
from the banks wzth whlch to buy bonds. All economists are agreed, 
first, that it is necesaary in tlme of war, because of the volume 
of funds requlred, to resort to loans, but they are all also agreed, 
Kecond, that these loans ought to come from indzvlduals almost all 
together rather than from banks, and the reason for that you can 
see~ When these loans come from indzvzduals they cannot spend as 
much at the retall stores and the stores cannot therefore compete 
agalnst the Government for the supply of raw materials through 
thelr manufacturers. To the extent that we, as indlvlduals, went 
to the bank and borrowed the funds and then contxnued to spend at 
the retall stores, we were through those stores causln~ the order- 
ing of goods and thereby keeplng up competxtxon for the Government, 

The rl~e of prlces in the ~mr ~nstztuted what is commonly 
known as the vlc~ous cxrole of affalrs. 
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OP~ DISCUSSION. 

qU~TrO~ 

Doctor, w~ll you carry your pxcture a l~ttle further on 
that scheme of priority for mxlxtary supplxes to the extent that 
• t puts the commercial activities of ~ndustry out of bus~ness as 
regards the flow of money, and how the Government w~ll then carry 
on? 

ANSW~ 

There you ~et ~nto the sort of problem that xt seemed to 
me you people wzll have to give major attentlon to. It Is obvzous 
that if you checked the flow through the channels entxrely, you 
would wreck all commerclal enterprlses and among whlch are some 
whlch are really needed In co~nectlonwlth the mxl~tary orgar~za- 
tlon. The blg problem you have to face Is what types~ industrlal 
and commerclal enterprlses can be dlspensed wlth in txme of war 
wlthout havln~ adverse effects upon your mlhtaryprogram itself. 
It centers devote the questlon "What types of or~au~zatxons can 
have thexr supphes reduced materxally xf not altogether dxspensed 
w~th?". 

I do not have any kn~vledge of the types of xndustry desir- 
able for your use, but we must not forget that they all flt into 
others In the general scheme. I trled taklng a llst once - there 
are some that are not necessary for war purposes and could be 
absolutely closed down, there are a great many others whlch are 
necessary up to a eertaln de~ree but where they are not necessary 
at thelr ordlnary peace txme capaolty. To fxnd out that involves 
a detailed study of supplles of varlcus klnds, Its descrlptlons 
and relatlons to the Army. That is a very large task, in ~tsel£ 
a technlcal matter. 

QUESTION 

What are the przncipal character~stlcs of our Natlonal 
character and organlzatlon whlch makes preparatlon for war d~ffl- 
cult or easy in the Unlted States? 

ANSWER 

That is not very easy to answer qulokly. I should say that 
the great advantages whlch we have at present, apart from the 
fact that we have resources, agrzculture and industry, ms a very 
strong banklng system We have large reserves that c~n stand nearly 
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any shock. We were extremely fortunate ~n having a Federal Reserve 
System before we entered the World War. If that had not been the 
case, we would have had much nmre serious price d~ff~cult~es than 
we had. I cannot emphasize that too strongly - the strength of 
our commercial banking machinery plus the fact that we have a 
large reserve of lending power. That ~s the most zmpoxtant, single 
feature ~n the whle economzc mechanzsm. Next comes the abundant 
supphes of natural resources and large population. 

QUESTION 

Wxll the development of strong labor unxons be lxkely to 
assxst or hamper xndu~try zn war? 

ANSWER 

It would be l~kely to hamper Industry. Lcokzng at it purely 
from the effectlveness ~t ~s llkely to be a hand,cap. There was 
no use in the last war of talk-Ang about conscrlptlon of labor; the 
pollcy was strongly a~alnst it and sa~d they would not stand for 
conscrzptlon of labor and f~ctorles, and I thxnk that it would be 
likely that a strong labor organxzatlon would work on such basxc 
th~ngs as that wlth cross purposes to the Government in the tlme 
of war. The democratlc character of our instltutxon makes xt 
harder than in a country organxzed llke Germany before the war to 
conscript elther labor or factorles. I say that wlth some hesl- 
tancy, however, because under the stress of war we go a long way 
~n the dlrectlon of obeylng orders glven, but i thlnk there xs a 
great difference between countries lxke Germany, present Russxa 
and the Unxted States and Great Brxt~an. It xs very dxffxoult 
to measure that sort of th~n~. 

QUF~TION 

To ~hat extent is ~t advisable to rely on voluntary enlist- 
ment of industry and labor in war? 

ANSWER 

That was a matter to wh!ch I ~ave a great deal of attentlon 
durlng the war. I do not th~nk there ~s any qhest~on from the 
standpolnt of efflclency. A conscrlptlon of labor and Industry 
for war purposes is the efflelent way prov~dln~ you can accompllsh 
that sort of thlng w~thout havlng all sorts of soelal agltatzon. 
If the morale of the oeople would be all wrong, also that of the 
buslness man would be low, if thelr war supplles would be low, 
that would more than offset the advantages. However, no one can 
answer that offhand. I am ~ncl~ned to believe that a future great 
war mzght see the instltut~on of industr~al and labor consorlpt~on. 
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I belleve there ha~ been left no real bltterness over the 
Seleetlve Drafting of people durlng the recent war. It has 
always seemed to me that the man v~ho goes into a safe job 
ought to be conscripted more than the man who goes into a 
dangerous one. 

In the matter of supphes, I belleve that the lessons 
learned by Amerlcan buslness men were such as to lead them to 
see that a measure of industrlal conscrlptlon would not be at 
all bad. I hope to see developments along that llne. Of 
course that power has to be used wlthwlsdom~ 
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