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INTRODUCTORY REMARKS « COL. IRVING J. CARR.
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Fentlemen:

In the past two or three weeks you heve been studying
whet the War Procurement Problem i1s from the difficulties that
you have found by reading over the history of the last war.

You have seen the lack of coordinstion we had, and you have seen
the prices jump to five hundred percent of the real value of cer-
tain commodities. You have also disceovered the necessity for
planning to avoid those conditions in the next war,

We are very fortunete this morning in having Dr. Harold G.
Moulbon wrth us. He has long been a sbudent in economics, was
formerly a professor in the Unaiversity of Chicago, snd at pres-
ent 18 & Director 1n the Instibute of Economes in Washington.
He has consented to talk to us informslly this morning and will
be very glad to answer questions during his balk or efterwards.

I take great plessure in introducing Dr. Moulton.
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HCONOMICS OF WAR.

Gentlemen of the Army Industrial College,

I shall talk very informelly aindeed and I want you to
feel free to interrupt and ask questions. I have hed a great
denl of experieance in this speaking game and I think 1t works
out better 1f we have more or less discussion as we go slong.
Somebimes the questions may need to be postponed until later
in the discussion; 1f so, I will tell you.

Colonel Carr suggested that the first part of my das~
cussion might be devoted to & consideration of what Economics
15 about, 1n general, without specific reference to the war
problem. I shall endeavor to show you that.

The point of departure in all studies of economics 1s
the basic resources = land and natural resources. That is
what the people of the world have to deal with. Then you have
s labor supply, or population, thought of in broad terme as
humen hands to work on natural resources. Third, we have
capirtal goodse Do not thank of money for the moment; thaink of
eapital goods as factories, tools, or concrete machinery, instru-
ments of production, ete. Next we have organizers, a term com-
monly known as industrial menagers = those who take resources
and develop ssme. A business man in quest of profit takes land
resources, labor resources and capital goods end makes an indus-
trial enterprise out of them.

In every case, under modern business conditions, you have
land, nsturel resources, labor resources, and the utilization of
cepital goods which are all united into & single establishment,
The world 1s made up of & lot of these single organizations, but
somehow they are finally knitted together into an econome sys-
tem and the grend result 1s that we, the people of the world,
find that there i1s being produced each year, each month and even
esch day, the right quantities of goods for our consumption of
every kind and description. The result of the routine of indus-
trial establishments in operation i1s that we have a ceriaain
number of houses burlt eaech year, of automobiles turned out, of
shoes, clothing, food, food stuffs, ete. We can go into a store
snd get almost anything provided we have the money « no matter
where the required commodity has been mede or produced, Each
of the many industrial establishments unite in giving to the
people of the world that whach they wante
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The big question of economcs 1s what are the processes
by which the aboverworks out. It does not work out with one
hundred percent efficiency always. Certain socislistic writers
have pointed out the vast amount of waste invelved, the unem-
ployed, over=-production, etc, On the other hand the following
11lustration has often been used. Suppose one were up in an
sirplane and were enabled to get & full view of this whole
world. BEvery morning you find miilions of people coming out
of their homes, procseding to their respective places of work,
and &t the end of the day you would find those people returne-
ing to their homes - and the number of unemployed would seen
very smell in comparison. fou would find scme people working
at cross purposes, but on the whole you would find s wide
track of ssmeness in the system as a whole,

How does 1t operate? That 1s where the price system 1s
involved., So far I have not used the term "supply end demand",
but will introduce them later. By the price system we mesn
thet the netural resources, land, labor, capital, supplies and
manual labor combined, produce "X" commodity. All these con-
cerns are producing for the market so they offer ihe goods an
the market at @ prices One of the mein i1ssues of econcmics
has always been the factors which determine the price of any
particular commodity. One of the most common explanations is
that the smount you pay for your leand, wages of labor, inter-
est on capital goods, etc., constitutes the cost., An article
costing one dollar i1s sold by the manager for one dollar and
twenty cents, in order to make a profit, There i1s twenty cents
profit on each commodity turned out. What 1s to prevent that
man selling his products at any price between one dollar and
twenty cents to four dollars, thereby making as big a profit
a8 he wants? There are certain dominating factors in this situ-
etion. He 1s turning out a commodity whieh can be done without,
The buyer would be willing to pay one dollar and twenty cents,
1f the product 1s as good as anything else he could get for the
same smounty {that 1s where the demand comes in), but he would
not pay the excess coste Under competition the price for "x"
is governed largely by how much people are willing to pay = and
that depends upon how much they get by spending for other things.
If @ person could get something else just as good for less
money, he would not buy the higher priced article, the manue
facturer would not make any profit, and would go out of business,
If the cost of producing that commodity 1s higher than that of
competitive companies, 1t 1s driven out of the market, You
have to be able to meet the competition of other companies ~-
at @& competitive price. Competition regulates the price of
any particular commodity. The basic factor on debermining the
supplies 1s what 1t costs to produce the same, and the manu-
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facturer has to sell to cover that. On the demsnd side, there
15 the question of what else you could do wath the same money,

I want to carry you quickly beyond that to the next step.
The industrial manager pays labor wages, probably rent for the
land and natural resources used, and usually pays interest on
the capital he uses for most business concerns of today are not
entirely free from borrowing. Thus you find, under modern busi-
ness conditions, that all of these factors of production must be
hired in the market and must be pard money, and that, in turn,
when the commodity is sold 1t 15 sold for money. The money
mechanism comes in here as the tool in connection with this
whole thing.

Next, the industrial menager comes into our scheme. Be-
fore he can start running his establishment he must have funds;
not necessarily actual cash money but & checking sccount at leasts
There are two kinds of funds, fixed capital and working capital.
That 1s to say he gels out a bond 1ssue or sells stock for neces=~
sary funds with which to burld and get ready to cperstes This
18 his fixed capital., In doing that the investment benking
mafket and bond purchesers are involved. They buy the bonds and
get going a flow of money to the industrial manager., When we buy
the securities we set a part of our money flowing through the
market to the industrial manager snd in that way furnish mesns
Yo develop natural resources and axd capital goods. Some of the
wnvestorts money goes into the investment market, or by putting
1t in the bank, buys bonds, etc; some of the funds goes to reteaxl
establishments of one kind or another for consumptione

What determines the amount that an indivadual will send
erther way, and what about the aggregate total? This has specaial
significance when we come to the war time problem.

Now, besides the fixed capital the industrial menager has
to have workang caprtel, funds with whach to pay his workers, buy
raw materials, 1f his plant 1s ready he has to have funds wath
which to operate. That 1s workang capital distirguished from
fixed capatal. This he gebs from commerciel banks, which ties
up the problem with the Federal Reserve Systems

The stock market 1s & plaece where you get rid of bonds 1f
you have them. This brings us up to & complicasted financial
mechanism. All these various banks ere lainked together and esch
snd every one, as individual instabubtions, teken together trans-
fer funds from one and any of the finencial indaividuals to the
industrisl menager who uses those funds. He wishes to uwsg these
funds te pay labor, land, wages, inbterest and dividends., These
industrial mansgers, after they have the money, Bo not keep 1t
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but manufacture goods, turn same out for sale gnd in the busiress
of manufacturaing pay this money back. It comes back to us in a
cirele, and we in turn make our decision as to whether we will
spend 1t or save 1ts Suppose we all decided to save the money.
There would be no demsnd, therefore no conpumption and the mechan~
i1sm would bresk down. That is the way the wheels go round =
briefly but roughly outlined. In other words, that is the kind
of firancial mechanism we rave, that 1s what economics 1s abouts

It 25 an analysis of, first, the way in which all facbors
work together in giving &n economic system, debermining the amount
vhich goes to the land owner, the proportion to the laborer, that
which goes to the capitalist in the form of interest, and deter~
mnes the dividends to be paid in the form of profits. There are
four agencies of production = the land owner, the laborer, the
capitalist and the bond holder. They esch furnish ingredients
in this system which determine the distrabubion among these var-
10uUS groupse.

One of the problems of economics 18 to debermine the forces
controlling this question of profaits. The other great question
15 what makes the wheels go rounde How we come qurckly to the
war problems

Where does money come from in the first place? Where does
this supply of funds come from? Under this system we have the
gold and silver coins coming from the materiels of the mine;
the quantaty dpending upon how productive the mines sre. The
producers deposit 1t in the banks; once in the banks 1t 15 mede
the basis of a supply of currency. It wouid take long to discuss
the mechamism of this system,

Now as to the difficulty of the quantity of funds. Thas 1s
where you get into the problem of rising and falling prices.
There are times when the quantity of funds are ver, abundant, and
when this money graduslly gets into the channels and causes a
rise in prices, then money prices go down again - such as often
happens in ordinary times, There sre occasionael breakdowns and
1t takes time to get to working smoothly again. This whole mech~
anism has evolved, without any dairection from above by some overe
wise dictator or manager, or withoubt anyone taking any leading

role in 1ts development, a gradual calling upon esch of the factors

without sny response to each of the individual needs., That 1s
the mechanism existing at the time of the Great War, the machinery
whach we have to desl withs

In time of war what wewant at the front, of course, 1s
supplies of every kind and description. Early in the last war
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that was not clearly seen by a good many pecple. "Money will
win the War® was a slogan popularly used. You camot shoot
money at the enemy; 1t 18 only a means to the end, but a very
important one. It 1s quite true that without funds you could
not get industrial mobilization. A grest meny wars have been
conducted without the use of money but by & direct waging of
war, but for s grest many years wars involved, to a very con-
sidersble extent, the use of money snd supplies. Medieval
history takes care of the efforts of kings to borrow money to
wage wars, to hire soldiers, buy supplies abroad in the terri=
tories they were occupying, ebtc. Napcleon conducted all of
his great campaigns wrthout putting Frence much more in debt
than she was 1in the beginning; he lived upon the country he
was occupying at the time, and thas was quite remarkable from
the finsncial standpoimb,

Next we have to consider the producers and the banking
institutions. Ordinarily funds go through banking institutions
end retsarl stores. On the route which they take the retailer
orders from the wholesaler, the wholesaler from the manufac-
turer, sand the manufscturer, in turn, secures operating funds
from the banking institutions.

In tire of war the United States Treasury becomes a very
important part of this mechanism, In ordinary times that pore
tion of owr activity conducted by the Government involves
funds sent through the Treasury. We pay & certain porticn of
our money to the Treasury in the form of taxes, the Treasury
uses that for the work of the Government. In war time we enw
large the flow of money through the Treasury and the productiocn,
labor and supplies, or whatever i1s required, i1s obbtained fromy
there. Here i1s your real problem of finsnce, How are you go~
1ng to obtain this saditional flow of money through the Treasury,
by taxes or by lcans erther from individuals or from banks?

There has beren no end of diwcussion &8 to whether the war
should be financed by taxes or losns, or by both, and 1f so in
what proportion. Economists are not sll sgreed about this.

In the first place, if the supply of funds has to be enlsrged,
a reduction will have to be mede in another place in the cirele
of operation - thereby mekirg two reductions. Whet we dad 1n
the last war was not done soor enough - increasing the taxes,

You mey recall some of the effeorts of the Capital Issues
Committee to control ilhe sale of securities, If we are going
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to build mumrtions esteblishments and supply sgencies, ste., for
military purposes we ought not to build as many industrial
establishments of the kind that would not help win the war. If
the flow of funds from the banking institutions were undiminished,
the ordinsry peace time establishments would compete against the
Treasury for supplies and labor. That 1s what happened et the
start of the late war. Your financial mechanism 1s the means by
which labor, supplies snd materisls are gotten to the places re~
quired,

We lessoned the demands for labor, for building houses and
for nonesseptial commodrties., Money flows into the retamil stores
end, in turn, the retailer orders from the wholesaler and so on,
and 1f the demend 1s good the menufacturer will endeavor to hire
labor and obtain raw materials and supplies of various kinds and
produce the commodities requared of him. His indiviauel intere
ests as a profit meker seems to be to get all the supplies, ete,,
he can and turn out as large & production as possible. Did not
the manufacturer see that 1t was unpabtrioctic to do so? He dad
not, to start with, He thought that unless he ren his plant with
full cepacity, he would not be sble to pay for losns, texes, etc.,
end therefore 1t was necessary to run et maximum cspacity. It
ensbled him to buy bonds alright, but when the Treasury got that
same money 1t was found that supplies, labor, etec., could not be

obtained therewith., Thus we eventually fixed prices, essential
industries, etc. All Buropesn coumtries vwent through the same
experiences; many was of secondary importence.

The basic 1tems required were supplies and labor, snd we
were relyang upon & price mechamism, upon profits, to get our
industry shifted and 1t was not workang well., That brings up a
question of whether we should not have conscription instead of
relying upon preofits. For our soldiers we made the appesl to
them of the patriotic citizen, also to get people to go into
fectories, but in addition to that we paid high wages to the
latter. That wes the resl bait; a men working at an ordinary
pursuit got six dollars a day, and the man an the field the
soldierts wage. If this 18 & war that reguires just as powerful
orgenization back of the lines as in the lines, 1f all the
people are fighting this war, why not recognize the fact and
have conscription not only in the army proper but conscript all
lsbor for the essential work of the war industriest %Then also
the question arises - "Why not have conscription of factories
and supplies?”s We covered thst by working out & priority
machinery which had the same effect. The army had first claim
on certain kinds of materials and 1f there was anything left in
that line, the civilian population could have 1t.
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Just e word aboub the tex and the loan problem. ZThe truth
of the matter was that we did not raise enough money to give the
Treasury all the money they wanted. We therefere had to resort
to loans and when we did so some were sold %o individuals and
sore to banks, and individuals were even asked Yo borrow the money
from the banks with which to buy bonds., All economists are agreed,
first, that i1t 1s necesaary in time of war, because of the volunme
of funds requaired, to resort %o loans, bul they are all slso agreed,
second, that these loans ought to come from individusls almost all
together rather than from banks, and the reason for that you can
seep TWhen these loans come from individusls they cannot spend as
much at the reteil stores and the stores cemnot therefore compste
ageinst the Government for the supply of raw meterials through
their manufacturers. To the extent that we, as individuals, went
to the bank and borrowed the funds and then continued to spend at
the retarl stores, we were through those stores causing the order-
ing of goods snd thereby keeping up competition for the Government,

The rise of prices in the wer instituvbed what 1s commonly
known as the vicious circle of affeirs.
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OFEN DISCUSSICN.

QUESTION

Doctor, wall you carry your picture & little further on
that scheme of priority for military supplies to the extent that
1t puts the commercial activities of industry out of business as
regards the flow of money, and how the Government will then carry
on?

ANSWER

There you get into the sort of problem that 1% seemed to
me you people will have to give major attention to. It 1s obvious
that 1f you checked the flow through the chennels entirely, you
would wreck all commerciral enterprises and among which are some
which are really needed in coornection with the militery orgamiza-
tione The bag problem you have to face 1s what types  industriel
and commercial enterprises can be dispensed with in time of war
withoul having adverse effects upon your military program itself.
It centers down to the question "What types of orgenizations can
have Shelr supplies reduced materially i1f not altogether dispensed
‘Wlth? »

I do not have any knowledge of the types of industry desir-
able for your use, but we must not forget that they all fit into
others in the general scheme. I tried taking a list once « there
are some that are not necessary for war purposes and could be
absolutely closed down, there are a great meny others which are
necessary up to a certsin degree bul where they are not necessary
at their ordinary peace time capacity. ZTo find out that involves
& detailed study of supplies of various kainds, a1ts deseraptions
and relations to the &rmy. That 15 a very large task, in itself
a technical matlter.

QUESTICN

What are the principal characteristics of our National
character snd organizstion which mekes prepsration for war diffi-
cult or easy in the United States?

ANSWER

That 1s not very easy to answer quickly. I should say that
the grest advantages which we have at present, apart from the
fact that we have rezources, sgriculture and industry, is a very

strong banking systems We have large reserves that can stand nearly

e



VFRATTERR TR FIRES MR g TR

R
)Y

4
S
e

any shocke We were extremely fortunate in havaing a Federal Reserve
System before we entered the World War. If that had not been the
case, we would have had much mpre serious price difficulties than
we hade I cannot emphasize that too strongly - the strength of

ocur commercial banking machinery plus the fact that we have a

large reserve of lending power. That is the most important, single
feature 1n the wide economic mechanism. Next comes the abundant
supplies of natural resources and large population.

QUESTION

W1ll the development of strong labor unions be likely to
ass1st or hamper industry in war?

ANSWER

i1t would be likely to hamper industry. Looking at 1t purely
from the effectiveness 1t 18 likely to be @ hendicap. There was
no use i1n the last wer of tallang about conseription of labor; the
polaicy was strongly agsinst i1t and said they would not stand for
conseription of labor and fsctories, and I think that 1t would be
likely that 2 strong labor organization would work on such basic
things as that with cross purposes to the Government in the time
of war. The democratic character of our institution mekes 1t
harder then in a country orgam.zed like Germsny before the war %o
conseript either labor or factories. I say that with some hesi=
tancy, however, because under the stress of war we go & long way
in the direction of obeying orders given, but I think there 1s a
great difference between countries like Germany, present Russis
snd the United States and Grest Britisn. It i1s very difficult
to measure that sort of thing.

QUESTION

To what extent 1s 1t advissble to rely on voluntary enlist-
ment of industry and labor in war?

ANSWER

That wes & matter to which I gave a great deel of sttention
during the war. I do not think there 1s any gqhestion from the
standpoint of efficiency. A conscription of labor and industry
for war purposes 1s the efficient way providing you can accomplish
that sort of thing without having all sorts of social sgitation.
If the morale of the people would be all wrong, also that of the
business man would be low, 1f their war supplies would be low,
that would more than offset the edventages, However, no one can
answer that offhand. I am inclined to believe that a fubure great
war might see the institution of industriel and labor conseription.
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I believe there has been left no real bitterness over the
Seleclave Drafting of people durang the recent war. It has
always seemed to me that the msn who goes into a safe job
ought to be conseripted more than the man who goes into a
dangerous one,

In the matter of supplies, I believe that the lessons
learned by American business men were such as to lead them to
see that a measure of industrial conscription would not be at
all bad. I hope to see developments along that line. OFf
course that power has to be used with wisdoma
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