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It ~s abcays a pleasure to me to come down and meet trims 
group and I particularly enjoy the tmme devoted to dmscussmon 
I bare not prepared any formal talk and mn one ~our I am afrazd I 
~an~ot do very much for you gentlemen 

I want to start N1th the problem of ~hat I call e~onomzc 
organmzatmon ~ t~me of pea~e - how ~e got thzrgs done, what ms the 
motive force for the runnmng of what we ~al] t~e economzc machmne. 
The startzng pomnt of all economic actmvmty ms wmth land and r~tural 
resources (Refer~zng to d~agram ) ~mthout these, of course, we 
can do nothzng Thst zs a trumsm Land and natural ~esourees are 
the beginning of economic a~t~v~ty, and then ~e have population, or 
more spe~fmeaily, the labor supply ! do not mean merely unskmlled 
or dm~ty collar labor, but all classes of working ~ndzvzduals - 
workmng to get a means of subsmstence out of those natural resources 
Then we ~avo the thzrd dzv~smon of our econommc set-up ~hmch ~:e wmll 
~all Capz~al Goods (Organmzatmon). By that ! do not ~an mone} 
! mean fa~9ormes, ramlroads, stores, and the natermal concrete 
~nstr~ents ~hmch socmety has built up to amd mr extractmng from 
t~e lard the means for subsmste~ce ~e, the people, w~th the amd 
of our natural resources snd capmtal goods, produce Consumptmon Goods 
of varzous types Fmrst, food, second, clothing, she~ter and other 
nece"s~tze~ (I use that term fazrly b~oadly) a~d, third, luxurmes 
There, zn brmef, ~ t~e layout. These are the thz~gs that we, the 
people, want and we get ~hem through what has come to be regarded 
as an economzc machmne or organmzat~on. 

Consmder the 120 mmllmon people in the D. S. Somehow 
or other, week by week, month by month, t~e food re~essary for the 
subslstenoe of +?e ~umerlcan people gets p~aced before them. T~p 
~otblrg wglch we need somehow or other zs nearly always aval!ab!e 
for us at the tmme we need to use mr, and mn the same ~ay - reces- 
sltmes and luxurles Thls economlc sjstem does get its wants 
supplled wlth a hlg~ degree of ~egularmty. %~hat makes the ~eels 
of thzs mach!ne go arourd~ V~hat ms t~e motmve force that turn ~ 
out in the quantztzes deszred the various th~ng~ we w%nt~ ~4hat 
determlnes how much of oar labor supply, capltal goods, etc , are 
de%oted to the turnlng out of food~ ~{ow muc~ to ~i®t~ing, s~elter, 
et~ Thls (see dzagram) may be regarded as a great pool of energy 
W~at determznes t~e energy that goes Into tle production of f~o@~ 
~hat determmnes the dlrectmon of t] is energy~ 

Let us examlne the prlce and profmt mecr~anl~m. These 
people here (Organlzers) are those In buslness fo ~ proflt to the end 
t~at t~ey may themselves use thelr proflts to supply t~emr wants. 



But ~hat these people will produce ms deterz!~ed by ~ors±derat~ons 
of Foney ~aklng and profzts, not by servi~e directly They 
prob%bly make profits to the extent that t;ey render servlce, 
but the smount of t~is ~otel t~at goes Irto ~e production of food 
as against the production of luxurmcs is dependent upon corsldera- 
tions as to whmch wml~ pay ch6m better - to produce more clothlng 
or shift to other thzngs. It depends on how muc~ ar~ ho~ rapidly 
they can shift. The texhmle industries, because of certain 
developments, are nard put - t~ey cannot shzft at once Some of 
them get cleaned out. In ~ny glven industry you have a number ~f 
conesrns producing at different costs I want to dmscuss the 
marginal prln~ple. Here ~e have four dzfferent business establlsh- 
merts produclng goods of a certaln t~pe - the first costlng 1.0C, 
the s~cond, ~.9~, - ~.8~, e%c , etc. Let us assume t~at the demand 
for ~hat p ,t~cular co~mnodity falls of~ Let us say it is shoe 
leather hen people begmn to rmde in autorob!l~s they do not 
wear out so ma~y shoes T~e demand goes down Przces go dove. 
Unless the ~io00 man ~an reduce hls costs, he ms ore of the rany 
business failures %e ~ear about. Then the ~ D8 fellow ms crowded 
out The ~ 8~ fellow 0ust gets by, etc The change on the part 
of the desires of the people ~akes this price elange and produce ° 
industrial leadjustmert Now that nanufacturer ~my ~clde to get 
znto anot?er imne, or he may retlre, but the workers are through 
out and tke problem arlse~ as to how to shift these laborers to 
some ether act~vlty That ms golng on all trio tlmc in business, - 
snmfting of labor, shmftmng of capmtal cqumpm~nt it ms not easy 
to make thls shmft There are loss~s to in4zvlduals - but the 
prlce has fallen. 

Now ~e Gum to th~ economlc problems of war tlme Let 
me make one thmrg cigar, to begln wmth. You ~oar flgurcs about 
the cost of a war belrg ~q bzll!on dollars, or O0 b111ion dollars 
The cost of a ~ar as ~xpres~ed on thong flgur~s is exaggerated. 
Suppose we shlft a milllor men from peace pursuits to war pursults 
Those men have to have clothlng furnlshed t1~em wh~le they ~rG mn 
the army, they have to have food. That ms not flgured in the 
natmon's cost because those people w~re not naked before. They 
would f avc worn clvillan clothes ~nd they ~ould have catch 
They would have had shelter. Looking at it from the standpoint of 
the natlonal t~asury, the cost is Increased, but additional money 
passes through t~u Treasury ~vlthout n~c~ssarmzy being lost to th~ 
nation Th~ puople In the army ha~e consumed roughly the oamc 
amount of food, etc , that they would have consumed in private llfe 

Now the blg problem in tlmu of war _s to shift a portion 
of the energy that goes into ordmnary peace-time rece~sltlcs ~nd 
luxurles to war goods. You cut off a part of this ordinary con- 
sumptlon and put mt down here (l~ar Acquzremcnts - So~ Diagram ) 
You do not have to make a complet~ divorslon. This m~chin~ ms ucver 
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workmng at 100% mn ordmnary %mmcs. In ~a~t, they only ~ork about 6~% 
or 8C~ of thczr m~xmmum ~apacm+y. ~hcr~ is a~wavs a groat deal of 
unemployment In ~ar, we~n arc bemng broaght mn and old~r men 
suppl~m~nt the ~ork~ng supply. 

~hat ms t~c m~c~anmsm by whmch we g~t thms dmversmon to 

~ar requmrcmtnts~ I ~ave sa~d already +hat we mzght purchase less 
shoes, and loss food of a cr~mn kmnd, more of some things - and 
that wou±d affect prices and g~adually forc~ ~ead3ustm~nt , the 
motzvatlng power and dmr~ctmng fo~ce b~mng prm~es and profmts The 
bmg qucstmon that all n~tmons face mn time of ~ar partm-ularly ms; 
'Can ~e rely wholly upon thms prmce and profm% m~chanmsm to effect 
the shmftmng from these ordmnary ~onsumptmv~ goods to the supply of 
the necessary war goods~" That ms the bmg qu~stmon Ca~ you rely 
upon a przce and profmt mochan~sm~ ~le havo; ~n fact, rclmed upon 
that m~chanmsm too much mn tmm~ of war. ~ars generally, however; 
hav~ been waged on the assumptmon that you do not bavo any fundamen- 
tal ~hange mn mechanmsm (In the great ~or]d ]ar, ~c modmfmed ~t 
profoundly ) 

I am gomng to mn%roduce money now. i have talked about 
land, raw matcrmals, people, c~pmtal goods, and I bare talked about 
cons~mptmvc goods, hon~y ms th~ ~echanmsm by ~ea~s of ~vhmch the 
whole machmn~ is operated 

Natmonal ~onetary Income 

Thms (square on dmagram) I wmll call the Natmonal Monetary 
Income ~{ages of all people flow into thms natmoral rcsGrvomr 

Also, rent dermvcd from the use of land, bumldmngs, ctc , ~blch is 
monetary mncomo to certain people. ~mso interest rccemved on 
rapmtal mnvosted and profmts. ~hore are 12r mmllmon Am~rmcan 
people who r~cemve in the coursu of ~ach yea~ - let us s~y, 
300 bmllmon dollars That actually com~s to us m'n th~ form of 
izqumd resources,- ~onotary purchasmng power wh!ch can bu used mn 
purc~asmng thmngs No~ what do we do wmth ~he money we have r~ccmv~d~ 
ICe do three thmngs wmth it 

There is a certamn amount of monetary mncome ~hmch re 
spend through dmstrmbutmve channels The r(taller and ~ol~saler 
paso mt on to the manufacturer and produ-er T~c sp~ndmng of tbms 
money sets un a rhaln of dcm~nds. Another porimon of mt is s~ved. 
That goes mnto banks of varmous kmnds, savmngs balks, m~sularce 
companmes, otc The bankmn~ znst!tutmon~ do two t1~ings ~rzth mr. 
Part goes as addmtmons to plants, equmpTrcnt, etc. It gets mnto the 
hands of exzstmng msnuf~turers and they }mrc labor and use ra~ 
matermals %o bumld addmtmons %o the~e plants ard equmpment One of 
our problems ms to ~lakc sure that we exp~nd our plants, equmpment, ~tc., 
so we wmll have mor~ capmtal to do mt ~mth Thst ms vorked out by the 
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dlvlslon on the part of the people between what they s~ve and ~vhat 
they spend. The thlrd part is taxes ,fhz~h the Goverr~enf extracts 
from us. The Government, by vmrtue of ~ts authority dermved from 
the people, can take a portmon of this total from us and pu~ zt ~n 
the U S. Treasury, state treasuries, etc. bhat does the Treasury 
do~ In ordinary peace times the Treasury does a variety of th~ngs. 
There ms the problem of running the ~overnment mtself, but ~n addition 
to that they are expanding the Navy - and they ought to be expandi~g 
the Army - they are bu~Idmng postoff~ces, ~mprov~ng rmvers and harbors, 
and various kmrds of publ~c works. ~hen t~ey do that, to some extent 
they add to socmety's capmtal equipment in the form of Navies, 
m~l~tary roads, public wor~s, ctc You see That thms income ~h~e~ 
we, the people, have, is really lamd out mn t~ree different avenues. 
The amount goin~ through the Treasury depends upon Governmental policy 
The dmv~smon between saving and spendmng depends uoon both the total 
of mncome available and the habits of the people. 

bhen we come to war tlme, what happens is this the first 
thing we have to do !s to increase the flow of funds into the Treasury 
What does the Treasury do~ The Treasury sends the nanufacturer of 
iron and steel an order. Let us say thls manufacturer has been turn- 
ing out iron and steel a~ 01.00. The Governnent says "We would hke 
to place an order with you at ~1.90 for certain iron and steel products " 
But at the same tlme, thls producer has h~s regular customers He is 
selling iron ~nd steel at a p, oflt and if the next fellow wants the 
goods very badly he buys mt at ~I.I0 The Government has got to have 
~t so they pay ~i 20 That is exactly v~t happened in the war, - 
the competltlon between prlvate and Government needs° be also had 
competltzon between dlfferent deparLments of the Goverp~ent. It 
was up to the army to ~et its needs supplled and it was up to the 
Navy. They both wanted to render the naxmmum of servlce Iron and 
steel prices ~ere sl~rrocketed as a result of compeVitmve bzd~mng. 
The same was true of food. If you are going to rely on this prmce 
and profit mecha'nmsm to get you what you ~snt, the Government has got 
be bid high enough to attract labor and capmt~l into the production 
of goods needed by the Government. The price has to go up and 
industry will adjust mtself to where the profmts are largest That 
ms what happens first of all, but it has its ~e~Fnesses In the flrst 
place, shey could make good profits in pro(luczng iron and steel and a 
miscellany of goods for ordinary distributzon~ oartlcularly ~$en a 
lot of slark is taken up in the labor ms~et ~ere merabers of the 
fsmzly work and the purchasmng power of th~ fomi!y ms increased. There 
zs a tendency for the demand for luxuri6s to be increased in time of 
war. 

One of our/s~ "Business as usual." ogans ~ras Now is It w!se 
Lo have business as usualV Th~s co~petltzon between ordinary neces- 

f 

sltmes and luxurmcs means that we do not get into production as last 
as we ought Thls ralses the questmon as to whether we should not nave 
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conscrmntmon of mndustry. Suppose the Goverrment, mnstead of bmdd¢ng 
agamnst przvate producers ard trymng to get t~osc engaged ~n turnmng 
out some kznd of d~soensable commodmty to shmft themr plants to the 

productmon of war supplzes, ~ompels them to shmft. Suppose the 
Government, by an offzc~al pronouncement zn tmme of war, s~md that 
Company ~ shall cease produczng ~ts regular ~o~mod~t~es and turn 
zts attentzon to somethmng else~ ~e might force them to shmft and 
g~ve them a reasonable profmt. 

Now comes labor Labor has the altern~tmve of v¢orkmng ~n 
the productmon of a d~spensable ~ommodmty or shmftmng to war supplm~s. 
Labor wants to work there the ~rages are hmghest and agos ~mght be 
h~ghes% mn tb~s d~spersable l~ne. 1% has been su@~ested that we 
cons~rmpt labor If you look at thzs from the standpoznt of eff~cmency, 
there cannot be any questmon that the wmse thzng to do in tmme of war 
would be to say that such and such factormes must turn out ~ar supplmes 
and such and such laborers must be snmfted to ~ar work Tl~ere are, 
however, reasons why you cannot go to that ~xtreme Take labor fmrst. 
The laborer ms a human being who has rmghts as ar Amermcan cmtzzen. 
We dad compel men to go ~nto the Army but mt ~s a question as to 
who%her we cou]~ get them to a~ree to b~ conscrmpted for mnd~str~al 
purposes A gr~at many mndmvmduals would be p~rfectly wmllmng. 
He,ever, the Am~rzcan Federatmon of Labor as an organmzat~on ~ould 
o~pos~ zt and then p~rhaps the people would fe~l that ther~ was a 
restrmct~on of the rmghts of the ~ndzvm@ual ~hmch eve~ a war would 
not ~ustmfy ~e have to face +hat, as a fact, ~nd ~ake the most of at. 

You may oct agree ~imth thls, but in my judgment you would 
not have mu~h dlfflculty in gettlng a large nu~uber of mndustrmes to 
agree to do the Govornment's bmOdmng mn shmftmng. It probably is 
not necessary, however, to go as far as to co ip~l them to do it. 
lie have developed other moans of domng zt -tno Przorzty system 
]~hzle }co do not compel a certaln manufactuler to s~if~ from peace t~m¢ 
productmon to war t~me produ~tmon, we t~ll then t~ ey ~mll have dmf- 
f~culty mn gettmng coal and raw matermals, <t~ You wzll ~ave to t~-o 
what ms loft, otc That was a kznd way of gettmng the sam~ r~sult 
~[e fool~d them ante belm~vmng they wore dozng as They pleased ~e 
dmd not have enougZ ~oal and we had to give mt to the nest mmportant 
• ndustrzes fzrst. 

Now ~vhst zs belng undertaken by the ~ ar Department ms pre- 
plannlng mn tbzs whole f!cld ~,,e uld not have any pl ~ns mn the last 
tar. Germany dld not ~mther, wroth all h~r ~ffmcmoncy, s~e dad not 
make any ~eal plan in advance for industrlal uobllmzatmono She 
belzeved mt would be over at the end of smx w~ks, or throe morths, 
and she had enough supplies for that ~zme. But once Germany was 
through the fmrst few r~on4hs and had used up that accumulated stock 
~nd settled down to a long ~ar, she h~d the problom of gettmng into 
~ar productlon She bogan falrly Garly to wor~ out m~thods for thms 
readjustment In England, they had "busmness as usual" for a year or 
two on th~ theory ohat mf you keep everybody at ~ork on the s~me th!ngs 
and allow women ~nd the unemployed to gave the n~c~ssary expansmon, 
you ~ould be all rmght It took them a year to fmnd out. Le got 

- 5 - 



mnto mt later ard Yad t~o advan+age of European experience, but 
even then ve dmd not understand t~e nec~ssmty for shmftzrg. ~eney 
w~ll wmn the war", we samd. They asked us +o subs~rzbe ~o Lmberty 
Bends and we d~d and when they could not get all the money they 
wanted from the p~ople they got mt from the banks. ~hen Vhey got mt 
that way all they dmd was to ¢~pand the total amount of money avazl- 
able and rut up prmces. Money dmd not wmn th~ war. Money was only 
the means by whzch we got ~r suppl~es Shells were what was needed 
and shlps~ and we w~re ~ust on the surface of thzrgs when we talRed 
about money It was a necessary mns~rument but mt was not the basmc 

thmng. 

At present we are trylng to flnd out by industrmal surveys 
what industrlal Gstabllshm~nts can do in the Gvent of war to expard 
thelr productmon~ and unless we should get into a war under condltmons 
s!mmlar to what we had zn the last war w~erc t~Gr~ were tremendous 
requmremorts and mmperatmve ne~esszty for speed~ I should be zn~_mn~d 
to belmeve that wmth the krow!edge as to where t~¢re was possmbmlzty 
of expansmon, wzth arrangements partly completed mn advance, we could 
very qumckly get great augmcntatmon of supply of war requzrements. }~e 
would not do mt ~er¢ly through price mecbanmsm. The Treasury would 
have to have more money, but znstead of our former m~thod, now we are 
gomng to have worked up means by w~m~L we kno~ where we are gomng to 
get zt and row quickly, and fmrst of all what we would do weald be ~o 
speed up mndustrzal mobmlm~,tmon tremendously ~e ~ou!d prevent 
enormous skyrocke+~ng of prices The great costs of war are often 
manmfested mn the Dost-war purchases - the read3ustm~nts made n6~essary 
by the fact that the war was naturally oxpersmve° 

Q. Nhy ms it not possmble to mncrease the assessment of taxes 
and then as you fmght the war, to pay for mt apd then at t}e tlme of 
the armlstlce you wmll not ~ave that porlod of resdjustment~ You can 
reduce the productlon of non-essentmals and ~hen mt ms ~ii over it ms 

pamd for. 

A. You would flnd among economlsts ,Jomplete assent to that 
prln~iple Namely, increase taxes suffl~mently to pay for the war ms 
you go Economlsts have, however~ sometmmes lost slght of pr~tlcal 
dlfflcultles It takes tlme to get thls t~x machlnery to ~ork and you 
have got to have money very qumckly and you may have to borrow some 
of mt from the banks. You ~hou!i pay for as much of mt ¢~t of taxes 
as mt is posslb~e to do Just one other polnt. You really have to 
pay for a w~r as you go, ~nyv,ay mn the fundamental sense of the word, 
assu~mng that you cannot borrower from oth¢r courtr~es We pald for mt 
as we vrent in that mt was the labor t~at produced th¢ slell~, etc. 
These 120 mllllon AI~erlc~n people produced t~e food, supplles, shmps, 
~te. that were necGssary as we went. however, whmle thms ms true mn 

- 6 - 



the terms of t~e basl~ supply, tle me~hods ased for flnaneing l~ 
built up a huge Goverr~ert debt to th~ ~er~an people and com 
pllcat~d its flscal problem for years to come It took us ~everal 
years to get over it. The European ~oan÷r~es are not over ~t yet. 
You have %o pay for a war anyway in the sense t ~ a~ you h~ve to 
produce shoes, food, shelter, et~ If you do it wlth taxes you do 
not ~ave any aftermath ~omparable wm+~ what you do if you borfo~ 
from the Governm~n+. T~at wzll be followed by a perzod of readjust- 
ment. 

December 21, 1928 
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