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I am ags~n appoarmng under a handmcap. I have h~d another 
of those oral oporatmons. I o~ beginning to d±smntograt~ and ~s 

result, one by one, I am losing those necessary appendages and I 
talk ~th s l~ttlo dmffmculty. I hope you ~vmll boar w~th me and 
be able to understand my somc~hat mnartmoulate romarks~ 

I thought I mmght do as I trmod to do last year and thor 
ms, paznt a ~ord p~cturc of what the scmonco and the fmold of 
oconommcs ms. I know that mn those more o~ loss troublesome tmmos 
the term oconommc~ ond economy hsvo boon so much used end dmscussod 
that the average person ms mncl~nod to bolmovo that ~t ~s a very 
dmffzcult end mntr~cato subDoct. Ho~ ve~, that ms not true -nd I 
shall try mn the tmmo thor ~ allotted me to draw you a pmcture of 
Oust th~ f~old of ~ct~v~ty which ms covered by the scmcnce of 
oeonomzos, and I shall try to do so mn a ~ay thst may be oasmly 
understood. 

The scmonce of oconommcs ms subject to m~ny defmnmtmons; 
that whmch perhaps mllustratos it better than any other ms that whmch 
says ecenommcs ms a scmonoo whmch studmes two thmngs~ fmrst, the 
nature and character of those wants to whmch you and all of us as 
human bolngs ~re subjoct~ and secondly, the wanner or means ~Jheroby 
these ~nts are gratmf~od~ That is the ontmre scope of the subject 
of econommcs, human wants and themr grat±fmcatmon. All hu~n wants 
are subject of satmsfactlon by the possess!on ~nd utlllzctmon of 
what the econommst terms ~'~Jant gratmfymng goods" end mf ~e understood 
the character of man and the nature of hms wcnts end then mf we kn~ 
the mature ~nd character of want gratmfymng goods s~d c~n rGl~te the 
ore to the other, we know the whole scmonce of oconomlcs© Those 
want gr~tmfylng goods whlch ~ro the entlro basms of the subject of 
economzcs msy further be dmvlded as bemng of one or two klnds~ 
everythmng thst you or I doslre ms clao~mfmed by the economlsts as 
a want gratmfymng good. All of those ~ant gratlfymng go~ds ~re 
cl~ssmf~ed as emther a free good or an eeonommc good. The d!stmnctmon 
be~veen the ~vo ms s rel~tlvely small o~e, ~ free good llke the amr 
we breathe exlsts for us in a relatlve]y unlm~Ited quantmty and 
becsuse mt comes to us as o result of no ~ctlve ~ffort on our part 
to obt in mr, the econommst calls it a free good, end smuee mt ms 
unlmmmted mn ~uantz%y ~nd requmres no conscious effort to obtamn 
mr, the econommst ms no longer concerne£ wmth man mn hms relstmen 
to free goods because they offer no problem. Amr and ~a~er ere 
typ~csl free goods. On the other hond, the vest ms~ormty of our 
~ants are not so easily satisfied, that ~s, they are ~ot satisfied 
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by the slmplo possession of good ~hlch Is unllm~ted ~n quantity 

and &~ch ~s easy for us to obtamn. So there ~s a vast ~ant~ty 

of goods uh~oh ~ o need to satisfy our ~cnts and they are called 
by the economist "oconomac goods~ ~ The d~stluct~on bet~een free 
good ~nd an ooonommc good ~s that the former exists in unlimited 
q~antmty and requires no effort to obtain, whereas %he latter ms 

l~m~tod in quantity and requires conscious scouomc actmvlty to 
obtain, ~horoln lmos the real economic problem. These economic 
goods a~c capable of further subd~wslon because they too are 
of one or ~o kmnds, they ore o~ther ~ntangmble or tangmblo. The 
• nt~ng~ble economic goods ore called "scrvmces", the t~ng~blo 
goods ore more o~ loss loosely termed "~oalth", and the importance 
of th~s dmst~nct~on ms that ~t sho~s the rolatlve pos~t~on ~n the 
f~old of economic act~wty of those tangmble goods ~hmch ~e recognmze 
as ~oalth ~nd those ~t~nglblo sorv~co~ ~h~oh arc 3ust an necessary 
for ~ho croatmon of economic ~ell-be~ng as arc the tangmblo goods. 
~o can s~y ns to the relative ~mportanco to you and to me of the 
possession of those gratifications ~h~oh come ~s the result of the 
performance by some other person of a scrwco, by comparmson or mn 
contrast to the possess±on of such tangible goods as food, clothing 
and shol~erV It ~s Dust as necessary ~o veer and to my oconommc 
~oll-be~ng %hat ~o on3oy the services of those ~,ho perform them as it 
• s that ~o hove bad our breakfasts th~s morning; perhaps ~ot to 
the ssme d~gr~e bit of r~l ~mportanco ~n The ~ell rounded economic 
state of ~ell-be~ng. So those economic goods ar~ omthor tangible, 

c~llod ~e&lth, or ~ntang~blo, called services, and ~f sorwcos as 
~oll as ~ea!th, are an ocononuc good then ~o are able to say that 

those he p~rform those sorvmcos for us are oust as truly oconommc 
producers as those ~ho ore to the tong~blo k~nd of economic goods 
~hmch we have called ~ealth, 

The 9~estlon mlght arlso~ "What good does a pollcemon 
dD ~ Is he an econom!c producer or en oconomlc parasltoe" He 
produces cnd~rostos a very Important servlce, e sa~ that demon- 
stratcd some years ago in on~ of our ma3or cltlos - Boston. Wh0n 
the nocesslty arose there ~Jore no police and if ~e over doubted the 
Importnnce of the pollcoman or the Pollco Dep~r~mont we lcarned tholr 
ocononuc Imoortance then. By perforn~ng a service ~Jh~ch ms necessary 
for our econommc ~ell-belng a policemen Is Oust as much an economlc 
producer as is a man ~vho by the exerclso of tremendous physlcal 
force, nlded and abetted by impl~monts of capltal ±s able to produce 
a foodstuff. And so those ocononuc goods, the possesslon of whlch 
• s the ~m and end of all economlc actlv~ty, are ~ither tanglblo 
called ~ealth, or int~glble csllod sorwces. 

The economlc goods called ~voalth are dlvlde£ into ~vo 
k!nds, The t%nglble oconon~c goods - those thlngs we can see and 
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w touch an@ taste and smell - those thmngs ~hmch we creste not in thelr 
present form or deslgn but ~Jhlch we create as a result of the 
appllcatlon by man or men of hls own ]ngen~ity, braln and muscles 
to those complements or alds of nature ~hmch have resulted In the 
oroatlon of a physlcal product to satlsfy a human want - those are 
dmvmded mnto emther a consumer|s good or a producer's good~ Th~s 
~s a very mmportant dmstmnetmon because mt shows the dmst~nctmon 
be~.een %V~alth and capital. The dmst~ct~on Between a producer's 
good and a consumer's good ms the dmst~nctmon between a doughnut 
and a plow. A doughnut ~as obvmously created as a result of the 
efforts of man for the purpose of sat~sfymng some temporary p~ss~ng 
fancy ~h~ch he mmght have for that partmcular ~mnd of foodstuff, 
but when man created ~ plow he cro~tcd ~t because he knc~ that by 
the use of mt ~n the apphcat~on of hms o~n labor to land h~s 
offmc~oney would be tremendously mult~plmed, end by ~ts use he 
~ould be ab3o to h~ve more doughnuts~ And so a consumer's good ~s 
a tang~bl~ ~ economic good ~h~ch satisfies a haman ~ant as all 
economic goods do~ but whmch was erected b! man for the one purpose 
of satmsfy~ng a p~osent and passmng economic desire hko a doughnut, 
whereas a producer, s good ms l~ke~v~so a tangmble economic ~snt 
gratifying good ~hmch, as all economic goods are, ms Immured mn 
quantmty, roqumrmng co~scmous oconommc actmv~ty on man~s part to 
produce, but uhmch is created not fo~ the purpose of sa+~sfymng s~mo 
tomporory or passing pleasure but ~hmch ms created for the purpose 
of amdmng hmm mn future productmon. There lmos, to the oconommst, 
the ~mportant dmstmnct~on bo~oon wealth and capmtal ~hmch arc 
alike ±n the sense that each ms a tangmblo econommc want grat~fy~n~ 
good~ But the dmst]nctmon bo~oon them ms that that k~nd of +~ngmblo 
ocono~mo want gratmfy~ng good which m~n hss adapted to the o~rposo 
of amdmng Lmms~lf ~n future productmon ms called by the oc~ ~n~st 
"capital", whereas all other kmnds of tangible oconommo ~au ~ 
gratmfymng goods created only for that temporary present fa~pose 
are called "wealth". 

So thoroln llos the subject matter of the fl(ld of 
oconommos~ If wc had ~n undorstandmng of our o Jn natures as 
Indlvldua] s ~nd if we could relate mqn, b~ing Jhat he ms as 
~o knov hlm, to those Jant gr~tlfy~ng goods, tanglblo and 

intanglblo, ~ealth ~nd cnpltal 0 we ould bo fully convorsqnt wlth 

the on~lro somonco of ocononucs, because thero~n hos mrs sub3cct 
matter - men and oconomlc goods, 

For the purpose of oonvonlonco the oconommst h~s ~mvldo6 
the study of hls subject Into four pmrts ~nd I shall, ~ th your 
pormmsslon, indmoato those four br~ncbos and try to sho~ you the 
fmeld ~hlch oath covers ~nd plck from ell of the four those e~tstandlng 
characters ~h~ch arc p~rhaps most import nt mn the b~nchos of oconomlo 
actlvlty, 
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The flrst is ca]led "consumptlon" - "ooonomle cons~mptlon': 
The second ms called "econommc productlon". The thmrd is called 
"cconomlc oxcahango" end the last ms termed "cconomlc dlstrlbutmon". 
Economlsts usually bogln the study of the subject wlth a dlscusslon 
of the nature ~nd character of ocononmc consumptmon, ~nd the reason 
is apparent because oconommc Qonsumptlon moans only the ut111zatlon 
of those ~nt gratlfylng goods ~hlch vo have just dqflnod for the 
purpose of satmsfymng human rants. Obvlously therefore, slnco 
oconom!c constunptlon concerns itself wmth the utmlmzat~on, whmch 
sometmm~s although not necessarily mnvolvcs the dostructmon of those 
oconommc goods, oconommc consumptmon ~s %he end of all economic 

actmvmty. ~en the doughnut ms consumed ~t ~s, to all ~ntonts and 
purposes, complctcly u~ml~zod and destroyed and therefore mt ~s 
obvmous mn the fmold of ~conom~c consumptmon that ~hon the 
consumptmon of goods takes place econommc effort qnd act~vmty hss 
ended. So oconommc consumption ms not only the ~ud of economic 
actmv~ty - mt ms the beginning. It ms the loss ~¢ f~na mn 
oconommc consumption which furnmshos the motmvatmng force that 
causes all oconommc actzvmty. It ms bocausc m~n ms constmtut~d 
as he ms that he works at all~ You ~nd I bcvo hoard a man 
descrmbcd, cmtho~ lmv~ng or dead, es hcvmng worked for the more 
love and pleasure of work. ~ll, there may have boon one such; I 
never knew hzm. Tho average man, you ~nd I, work omd engage ~n 
economic act~vmty because ~o hav~ to. ~on I say ~o have to 
wor~ I don't moan that ~e ~ll starve ~f ~o don't. There arc many 
men ~ho could l~vo mn comfort the- rcst of their laves ~ho are 
~orkmng, yet those men york because tho~o ms some kmnd of urge 
wmthmn us as a result of whmch, no matter how much we possess, no 
matter how great ms our abml~ty to command oconommc goods for the 
purpose of satmsfymng our passzng ple~suros, ~o s%~ll have the 
desire to consume more, and so mt ~s the very nature of man hmmself 
whmch furnmshos the motmvat~ng force as found mn the study of 
economic consumptmon ~nd whmch results mn econommc actmvmty mn 
order that there may be created those ~ant gratmfymng goods whmch 
are necessary to satisfy the dosmros of man ~nd all m~nk~nd. 

A 

W 

Now mn the flcld of oconomlc consumption we come in contact 
wlth t~vo ~und~mentol econonuc laws, There are porhcps a half dozen 
oconommc l:~ws whlch cro commonly quoted or msquotod in the press 
wzth ~vhlch we must come In contact if ~o llvo at all, and before 
indlcatlng the nature of those two fundam~,ntol economic laws I want 
only to say that cconomlc law ms not l!ko the clvll la~ or m~lltary 
lnw, it Is not a conduct whmch is proscrlbed by competent authorlty 
for the observance of the govornod~ It is not of that character at 
%11. An economlc law is only a rocltatlon of what has boon found 
to be man~s conduct ~Jhon related to a gmven oconomzc phenomenon. 
For example, thor ms a very actlve cconomlc la]J called "Greshamls 

law". Gresham was the master of the mlnt for Queen Elmz~tboth and 
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shortly after she ascended the throne she h~d Groshsm make a 
survey of the comn~go or monetary condmtmons ~n England as a 
result of whmch he found %hat there wore very few good comns 
mn cmrculatmon. Nest of them wor~ what you ~nd I mmgh% call 
"phonoys", It had been the practmco of the eminent prodocos or 
of Elmzaboth when the full w~mght gold comns c~o mnto the 
treasury to deduct some of the gold nnd replace mt wmth baser 
motel and put mt back mn cmroulatmon. There wore some good comns 
left but not mn cmrculatmon, and as a result of that observatmon 
Gresham was gmvon credmt for formulatmng Gresham's law whmch tells 
us that mf there are two kmnds of money mn czrculatmon, one good 
and one bad, the bad will drmve the good out of cmrculatmon. 
That ~s Gresham's law. If you put your hand mn your pocket and 
find four quarters and three are now and the other ms a Canadman 
quarter, the fmrst thmng you do ~s try to get r~d of the Canadian 
quarter, e try fmrst to ge~ rmd of the one about whmch we are 
not sure. If you have two bmlls, one new and one so~led, you pass 
the somled one fmrst, yet one ms as good as the other. Thms ms a 
szmple way of saymng that you and I ]~ould Collow Gresham's law, 
not because he was master of the m~ot and made the law but 
because the very nature of economc la~ ms that expermence has 
shown that under a g~ven set of ocono~mc facts man w~ll act as he 
does, ~d the strongest motive behmnd ell econommc laws ms self- 
mnterest. 

So i n  t h e  f i e l d  o f  o c o n o m m c  c o n s u m p t i o n  w e  c o m e  z n  

contact wlth ~o fundamental and very importonb economlc laws, 
The ~irst we call the law of multlplmc!ty and the second, whmch Is 
perhaps more often ouotod, ms called the law of dlmlnlshlng ut111ty. 
These laws !n themselves are of relatlvely llttle importance, but 
taken mrto con3unctlon and indlcatlng a tendGncy, they are of 
tremendous mmportanceo The flrst of these laws ~as, some years 
ago anils today, frequently illustrated by a comlc strlp ~meh was 
called "koopmng up wlth the Jon~es." You P~o~ our tendency ms to 
expand expenses upon any mncrease ~n our mncome~ ~en w~ are 1~klng 
~3,000 a year and spendlng it all ,~o fool that if we hod another 
@l,O00 a year all our worrlos would be over, but when we get that 
other thousand we are Dust as bad off because man Is so constltuted 
just as soon as he has completely satzsfmed one pross!ng group of 
oconomlc desmres, l~edlately another comes Into exlstcnco and ss 
soon as we have satisfied all the wants w~ thmnk we have, we wake 
up ~mo mornmng and fmnd there ms still somethmng we want, and as 
a result we are Impelled on to mncroasod oconomlc effort in an 
attempt to keep pace wmth our wants. ~a are so constituted that 
our oconommc doslres will slways outrun our ablhty to overtake 
them. That is a slmple statement of the law of multlplmcmty of 
human ~ants whmch tells us that they are cxpanslvo and they tend 
to increase beyond our indlvmdual abmlmty to keep paco wmth them. 
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The second, the law of dmmmnlshmng utmlmty tells us that 
mn the cons~n~ptlon or utmllzatlon of those tang±ble eoonomlo goods 
or ~tanglblc sorvlcos the consumptmon of succeedlng unmts of the 
some good brlngs a dlmmnlshmng amount of utlhty. F~rst let us 
dofmno utlhty to exp!aln that. Utlllty Is the abllmty of an 
economlc good to satlsfy a human want. Utlllty ms that which an 
economic good possesses whlch makes us want It. I sald In the 
bogmnnlng that all of the thlngs nan ~vants ere eontalned mn the 
one word "goods". He wants goods and these goods aro olther 
free or oeonomlo, t~nglblo or mntqng~blo, ~ealth or c~pmtal. 
That ~;bmch those goods possess which makes us want them ms the 
utlllty of the good. We want a glass ef wator~ the ut~lmty 
of a glass of w~tor ms mrs facu]ty to quench thlrst. If we wore out 
In The mmdst of some groat desert snd there was no water and no 
ab~llty to ~ot to It, there Is still the same ~blhty mn the glass 
of water to satlsfy hhc want. I tell you lh!s to sho~ ho~ utmlmty 
ms dot(rmmnod. Th~ utmlmty of the good depends on two thlngs~ 
fmrst on the ob~octlve utlllty of the good Itself to do that whmch 
mt ~as created to do, and secondly, It depoDds on the mntonsmty 
of the desmr( of the person brought ±~to contact ~mth that good. 
So th~ utmlmty of the good ms ob3ectmvoly alw%ys the same but 
because of Its rclatmon to the sub3cct of desmrc of the mndmvmdual 
varmos ap~reclably from pc~son to porsou and for the same person 
from tmmc to tmmo. That ms an mmportant consmdoratmon zn the 
atlempt to oxp]~mn oc~nommc phenomena. Chmngo~ mn wlu~ are 
based upon the pr~nomplo that th~ value of the good depends on mrs 
ut~lzty ond utmlmty depends not altogether on the subjective or 
ob3~ctmv noturo ef the good bit on the mntonsmty of the desire 
brought mete rclatmonshmp wmth the good. I mllu~tr~to that mn thms 
way. Pr~or %o several years ago the stcnd~rd of v%luo mn Amormcs was 
a gold dollar which v.o~ghod Z5.8 gr~ns and ~hmch was 9/10ths fmno, 
containing therefore some 22 and 28/100ths gramns of pure ~old. 
Thor v~as the standard or nuqrkct value, The value of all other money, 
nmck~Is, d~os, smlv~r cortzfmcates, Fodor~l Reserve notes, qnd 
all of the sewn k~nds of pnpor money mn cmrculmtmon obtnmnod themr 
vzlue from that standard - the go%d d~llar. Then by act of Congress 
c~rly mn 193~ the content of the gold dollsr was out approxmmaboly 
~0%, That ~s, By Executmvo 0~der after an on~bhng Act of Congress 
the Prosmdont decreed that the stendard of value was no longer a 
gold dollar womghmn~ 25.8 gramns but ~ gold dollar womghmng 25.8 
gramns mmnus 40%. You would expect that as a result Amermcan 
commodmtmes would sho~ an apprccmablo change up to 40% but 
pract~cclly no change at all occurred, ~nd the reason for that ms 
that th vqluo of the dollar, lmko the value of the gl~ss of water, 
depends %~n~he gold content of the dollsr but on mrs sbmlmty 

a 
%o s~t~fy~d also on the mnamvmdual. Th~r~ ms much psychology mn 
vqluo because of the attmtudo of the mndzvmdual. 
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There was no approc!ablo change in the value of the gold 

dollar oven though It ha~ lost gO%, or in the price of commodltles 
whloh are related to the przco of the standard dollar, aud that was 
the purpose bohlnd the doproolstlon - an ottompt to false prlccs, 
but that rlso that dld come may be attributed to other factors, 
That ms the nature of utmlmty , that abmhty whmch these ~conommc 
goods have to do the thmng for whmch they wore creqtod - the rater 
to sstmsfy thirst, the doughn~t to satisfy hunger. So the, utmlmty 
of these var~ous ocouommc goods ms made to depend fmrst upon thomr 
ow~ ob3octmve ab~hty to do the thmng for whmch they ~oro crested 
and secondly upon th~ m~tons%ty of ~he ~osmro of the m~dmvmdual 
who comes ~n conts~t wmth that economic good. You know how nmco 
a eh~zr seems when you ore torrmbly ~mrod yet ~hen you are strong 
and well mt does not seem so much to you. So ~o soc by the law of 
dmmmnmshmng utmhty that when you consume s number of unzts of the 
same good the utmlmty of the succoedmng unmTs t~nds to dmm~nmsh~ 
and ~vo know that the utml~ty dmmmnmshos not because there ~s any 
change mn ~ho good mtsolf but because there ms a change mn our 
dosmro for mr. I am thirsty, I drmnk a glass of ~ator, I am stmll 

thmrsty end I drmnk a ~ocond glass of ~atcr, but I stop ~omo tzmo 
because there ms s change mn the mntensmty of my desire ,mmch 
soon becomes satiated or completely satzsf~edo So we have all 
cxpormencod the ,~orkmng of the law. Often after a good d~nncr 
you have ~hat appears to be a partmcul~rly good cup of coffee, 
so you hav~ another. It ms tbo s~auo kmnd of coffee but you say 
mt ms not as good as the fmrst. Your desire for coffee has been 
somewhat d~nnnmsnod by #he fact that VOU bare alresdy had a cup. 
If you smt hero mn thms room for some bmmo and then go out and have 
an opportunmty to smok~ a omgarotTe, how good mt tastes when you 
have been don~cd mr. But mf you hght a second one ~ou probcbly 
won:t fmnmsh mr, your dosmre fo~ a ezgsroTto has changcdo So ~o h~vo 
thms so-called law of dzmmn~sbm~g utmhty that says men ms so 
eonstmtuted that he ms ultm~ately satmsfmod mn the consumptmon of 
oconommc goods. 

lq~at ms the zmportanco of those %~0 lq~s ~ ',re s~ the 
appllcatmon of those laws of multlplmc]ty and d]mmnmshmng utmlmty 
and %bey are rather mn~or~stmng, but thomr ]mport~n~oo Is thms- 
If you mndmvmdually hod tmmo you could smt down and wrlto on a 
p] coo of paper all of the thmngs you want, and you would have a 
long Im~t. Then mf someone told you you could have fmve of those 
throngs you ,~ould go over the ]m~t and pmck out the fmvc most 
pressmug. Then that person nmght say "No ~ t~ke from the fmvo, 
throe" and you ~vould elmmmnato zwo, My purpose ms to show you 
that human wants arc all of dlfferent degrees of 3_ntonsmty. l~e 
could if wo ~ould, choose for ourselves that one ~ant ,~hmoh ms 
most romper%hi of all the ~ants ~e have. Each of us could, mf 
nccossmty °rose, determmno for hlmso!f that ~ant ,vhlch ms to 
us most mmporatlvo. If mt ~Joro not for the fact that the la~ of 

%j 
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dlmlnlshlng utlhty says that any one human want ms capable of 
full and complete gratlflcatlon qnd mt ms because as you contmnuo 
te utzlzzo that good the utml~ty d~n~shos untzl mt would have 
no utmhty at all, so ~f wo can select the one most mmporat~vo 
want ~d mf ~e arc told mn the applmcstmon of the law that one 
human ~v~nt ms oapsble of full and complete satisfaction, then 
we arc con~olod by the fact that havmug fully gratmfmed that want 
w~ c~n then b~nd our effort to the g~atmf~catmon of our second, 
and then ~hon the ut~lzty of that zs d~mmnmshod to the po±nt 
of sst~sfactmon we can bend our eff~ts to sot~sfymng the others, 
The ls~v of dmm~nmshmng utm!~ty creates the opportunmty and the 
lemsure as a result of ~hmch ~e are able, through the moans of 
that leisure to satisfy other prossmng dosmros. But we are 
told by t~e l~w of multmpl~c~ty that never can wo roach the 
p~mnt wher~ ~o can sotmsfy all of our oconommc desires, so man ms 
constantly urged and mmpolled to ~ncro-sod oconommc actmvmty mn 
order thor he may attempt to catch up ~zth hms rapmdly oxpandmng 
dos~rcs ~nd, being ~ble by the law of d~mmn~sh~ng ut~l~ty to 
satmsfy a smnglo desire he ms then able to bend hms efforts to 
catchmng up under the la~ of multmplmczty. So thcs~ t~o lays, 
the la~ of d~nznmshmng utmlmty and the law of multiplicity, show 
us that hum%n progress ms ~ado possmbl ~ for two reasons f~rst, 
because ~an does ~ot have to spend all of h ~ s  t~me ~n h~s attempt 
to satmsfy hms most pressing deszrc, end therefore has opportunmty 

to use ~ms addmt]*n%l tmmo mn the attempt to satmsfy hms constantly 
oxpandmng dosmres, end because they s~e constantly expondmng ~nn ms 
always show~ng ~ncrosscd effort ~n ~ttomptmng to keep pace as best 
he can. ~o would not h~vo our dmvorsmfmod mndustrmos, our automobmlos, 
our radmos, or n~quy of ~ur luxurzes ~h~ch have become part of our 
1]v~s ~f mt were not for the fact that the human constmtut~on ~s as 
~t ms. ~/o Nould be spondzng t~mc to produce the crude%t kmnd of 
f~od end clothmng qnd shelter, but because ,re are thus constituted, 
~e have leisure and opoortunmty to spend chasmng the ramnbo~. 

There is just one other l~J somet!mos cited - that Is 
referred t ~ at th~ M~Ithuslan thGory of porulat]on. It is of 
hlstorlcal Int~r~st and cannot be entirely desrog~rdedo An 
Angllcqn clergyman namGd Nalthus made ~ survey end ssa result 
found that ~opuls%lon unrestricted tends %o double itself every 
twenty-±ivc years, but thor the food sup ,ly ~las not able to be 
d~ublcd proportionately boc~uso the ~aturc of land Is such that It 
t(ud ~ through us~ to lose some of its mochonlcal and chommcal 
prop<riles for roproductlon ~nd tends to cxhaustlon, so he 
formulated the prlnc~ple that as p0pul~tl~n tends to mncroase in 
g~ometrlc~l progresslon, food suppllcs incre~sc only in arlthm ~loal 
progresslon. That is, a~ popul~tlo~ ~ould increase 1,2,4,8,16,32, 
6&, 128, food supply would only incro,~so 1,2,3,4,S, 6, ~nd the 
h]~tus bet,'con the numerals represents 25 yaar porlods of tlmo 
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durmng Thlch the population Jould tend to d~ublo. If that wore 
true it would be obvious that at the end of ~ relatmvoly short 
porlod of tlmo the p~pulatlon ~ould be so multlplled that th~ro 
~1~uld net b~ enough food to go around ~nd starvation ~ould be 
the necessary ~vil. Po~r ~vTslthus was ioundly crlticlzed for ~io 
reasons first, because he ~as misquoted, snd secondly bocsuso 
things hero hapoonod slnc~ then ~hlch ~ven h( could not oxplamn. 
H~ could he kno~ thor it ~ould be poss~b!e to dolmver fresh 
boor to thc cmty of London~ or that C~usde and Austral~a ,ould 
supply England ~mth all thc foodstuff she needed. He o~uld not 
l~ao~ of the transportatlon of com~oa ties, of ~odcrn rofrigoratlon~ 
etc. He ~s un$ustly crltic~zod boceuso it ~es said he advocatod 
c<rtoin restrict ons upon population. He did not say it doubled 
every t~enty-fmvo years. He sold "pop,~l~tmon unchoc~od ~ould 
be doublod~'. ~fhon ~skod how, he sa~d _t could be done in a 
number of ~ays, the most popular then ~or~ ~vars, fammno ~nd dzsease. 
They wore eifoctlvo restraints upon populstmon and he ~as cr~tizod 
because poaplo sold he advocated war, pestilence and d~soaso in 
order thot populatlon might be chocked. Of course he dmd not; 
hc merely recognized those offoctzvJ restraints or chucks upon 
populotlon~ So I clto Malthus's thoor# of pJpul~tmon merely for 
its bmstorical mnteres% snd because mt el~ays creates mn ~ur minds 
the possibilmty that future gonoratmo~s may porhops expormonco 
the effect of the olon of Na!thus - that mf ~ve do not ko~p pace by 
increased methods of productivity, ~hich ~o have, snd we do not~ 
by conservation measures protect the abillty of the soml to produce, 
snd we do, the burden wmll bc on the unborn gonor~tmons. 

The second brsnch of the fio]d of oaonomla actlvlty is 
cslled product!on, end ~o have heard much sald about this second 
br~nch in recent tlmese Our system of cc~nDmmc production ms ~Jh~t 
ms called or designated as a capztalmstlc system of production. 
~fhen I soy a caplta!mstlc system of prcduetlon I do not, of courso~ 
imply that capltal here is some klnd of giant ~vith o Issh mn his 
hend who ms sub$ugating ]obor to his o~n ends. I use mt in the 
true economic sense, I merely moan thor ours ms a round,bout a 
indirect method of production. If ~ mort wanted to meko a p~ir of 
shoos he could make some kind of a p~Ir ~Jhmch might to some degree 
satlsfy hls needs, but they ~vould not be very satlsf~ctory. It ms 
much oaslor to buy them from somebody clso- someone sp~ciallzlng 
in t~e manufacture of shoos. That ~n@ivlduol dld not make shoos 
wlth hls hands but wzth hmghly dovclopod tools ~nd machines. That 
zs ~hat ~vo moon by the capltallstmc system of product~on~ ~hor~mn 
production ms the result of the use bv l~bor of highly specialized 
tools and machlnery. The tools and the ~l~chinory are capital, 
tnoy ~re the things man h~s crc~tod - like plo~s, not hko 
doughnuts - for the purpose of eiding hln in crootlng more wealth 
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mn the future. So our system of oconomzc productmon ms a capmtalmst~c 
socmcty. It mnvolves the cro~tzon of those th~ngs ~o call ut~lmt~cs; 
the economist creates utml~t~os which ~ro found ~n economic w~nt 
gratmfyzng goods. I have a desire; I satisfy mt mn oconommc 
~onsu~pt~on. As ~ result of that desire omthor I or someone clsc 
engaged mn economic actmvmty creates ~n econommc good whmch possesses 
utmhty, ~vhmch utml~ty ms necessary to the satmsfactmon of the 
dcsmro I originally had, showmng sga~n that eonsumptmon ms the 
begmnnmng os well as the end of oconommc ~ct~v~tyo 

So economlc produetlon does not involve the ere tlon of 
~atter. There ms just as much matter in the world tod~y as there 
was ,hen Adom end Eve ~w, re flymng around that mythmcal garden, but 
there l~ a tremendous zncreaso in the amount of ~Jorldly wealth 
slnce that tlme and the reason for that increase has boon the 
creatlon by ~an of econommc utmlmtleSo Thos~ ~tlhtlos whmch man 
creates to sotmsfy human wsnts ~re of four kinds, form, tmmo, 
place, and po~sossmon, The whole sabD~ct of econommc productmon 
centers about the crc~tmon of form, t~me, pl~cc end possession® 
There ar~ cortamn commodmtzos, for ~nstsncc, flour, yeast, mmlk 
and wat~ r, ~f we ore hungry I suppose ~,c could drznk the m~lk, oat 
the solt, ~tc°, but mf somebody who knows how would take those 
commodities and ccmbmno them end allow natural forces to take 
plsce, ~nd subDcct the whole to heat ~o would have a n~co loaf 
of bread ~hmch would satmsfy our desire for food much bettor 
th~n th~ ~nd~vmdual commodmtmos ~n their native states° When 
the losf h~s been made there ms no more matter than there was 
before. A change has taken place mn the form of the exmstmng 
matter~ o ~e have created a form ut~lmty. That ms the nature of 
econom~c productmon~ no creatmon of matter but a rearrangement of 
ex~s~mng matter so that mn mrs new form zt wmll be better able to 
satisfy our needs° because the change ~nvolves an ~nerease ~n the 
utmhty. 

~en the bread has been made I mmght not be anywhere 
near mt so the bread as baked wmll have no utmlmty to satisfy my 
desmre unless mt Is ~onvenlently located so that I mlght procure m%. 
Those agencies whmoh are responslblo for brlngmng the bread from 
the place of manufacture to the place ~ere mt Is to be consumed 
also create utmlmtmes, and these ut~htmes are called place 
ut111tles° It ~s necessary to grow the wheat and produce the 
salt, etc.~ but productlon of these eolm~odltles has only begun 
when the form utlhty has been created. It Is 3ust as much a part 
of the productmon process to brlng the form utmllty from the place 
where It has been created to the plsco of ultlmate consumptlon 
as it ~as that mt was p~oduced at all. A palr of shoes mn the 
factory in New England does not help mo unless some agency brmngs 
that pamr of shoes to the polnt wherG I mlght consume mtt It has 
got to be in the hands of some retaTler or wholesaler ~Jho holds 
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I% unto! I want !%. Th~s is called placG ut~hty and it Is Dust 
as mmportant mn an econommc sense as the creatzon of the utmlmty. 
So our transportatlon fa~llltlos arc lust as mmportant mn our 
oconommc structure as are the factorles or farms, because they 
create a form of utllmty called place utllltyo I may ~nt the shoo 
today or maybe throe months from today, so we have an agency ~hmch 
holds tanglblo eeonommc goods untll such goods shall bo ~n domamd 
by the ultlmate consumer, c~ootlng ~at ms called tlme ut!llty. 
Our groat warehouses where agrmcultural co~modmtles are stored, 
the groat factormos whlch hold them subject to the whlms and deslros 
of the !ndlvldual, are Dust as truly oeonommo producers because 
they create tmme u%mlmtmes. It ms just as important to me that 
the utml~ty be brought to my personal pos~esslon so that I 
~ndlv!dually mmght consume It as mt is the% It ~vas ormgmnal]y 
created, so all of the morchandmsmng cstabllshmonts whether they 
be chaln store or department stores or spoclalty shops wnleh 
ultlmatoly make the sale of the tan&mble oconommc goods to me, 
create the last stop in the ehamn of oconommc productmon - cre~tlng 
what ms known as possess!on utmhty, because not untll consumptlon 
began~ has productlon ended, and productlon does not ~nd untll the 
four utmlmtlos h%voboon created - form, plaoo, tmme and possession. 
Frequently mt ms samd that these wholesalers and mmddlo men ~ho 
~ntorvono mn the croatzon and consumptmon of goods arc unnoeosssry , 
The question ms asked "Is not ther~ too much handhng of goods ~ 
There ms a ~mdo varmaneo between prmeos at the factory and prmcos 
to the consumorso ~ ~oll~ as we all know, there aro countless 
methods whereby the product of the factory ms brought to the consumer. 
~e road the advortzsomen% "From factory to you". You can go out to 
the farm and buy mmlk ~nd butter, but see mf you save any money by 
domng mr. You c~n ol~mmnato the mm@~lo man but not hms functmon~ 
The factory ms oqumpped to make shoes but not to transport thom~ 
nor ms ~t oqumppod to hold them untml you sro ready to buy them. 
Those functions of transportmng or holdmng goods untml dosmrod bare 
to be performed by someone. The creatmng of the form, place and 
tmmo utmlmtmos zs of equal mmportance so far as ~ou and I are 
concernod. The transportatmon agoncmcs, the great ~varohousos. the 
whol~sole~s ~j~t~Iors, are all c~c~e~yJ~duccrs bocauso thoy 
too or ~ t o % ~ .  Ho~ ere t h e ~ g ~ ~  created ~ By the 
combined act±vzty of four factors - 1 ~d, l~bor, capmtal and 
h~smnoss cntorprmso. They eombmno thomr setmvmtmcs - land, labor, 
capital ~nd entorprmso, for the purpooc of croatmng those utmhtzos 
of form, tmmo, place and possession, 

There arc throe foundatmons on mhmch our capmtallstlc 
produoz!vo society h~s boon bumlt, fmrot, the mnst±tutmon of prlvato 
property, secondly, the freedom of co~tract, thmrdly, compotltmono 
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Our ~ap~tahstmc productmve socmety has b~en built, f~rs%, the 
mustztutmon of prmvate property, secondly, the freedom of 
co~tract~ thirdly, competition. Our capitalistic society has 
been predmcated on the r~ght of prmvato property, the rmgh% of 
the ~ndmvmdual to freely contract for h~s o~n labor or for the 
s~Ic of n~s own commodities, and the exist(nee of competition. 
Naturally, that phmlosophy has undergone a change. The change has 
b<en more rapmd mn the past fe~ years but mn the past fmfty years 
we have changed the concept of cap~tal~st~c productive society. 
There ~as a t~mo ~hon the rmght of prmvate property was an 
absolute rmght. If I o~med a p~oco of p-operty I could do w~th 
• t ao I pleased, todsy ~e have zoning rogulatmons, fmre rogulatmons, 
etc. Just because you own a house you haven't the r~ght to set 
f~ro to ~t, you ~ould endanger the property of ether people. 
Your rmght of ownershmp and r~gh% of u~o ~st not ~ntorfore ~th 
the rmght of othors~ 

At one tmmo the rzght to freely contract for our sorvmces 
or the ~mlo of our comood±tmos was an absolute rmght; ~von bcfo~o 
the changes of the past fe~ years the freedom of contract ~as no 
longor an absolute ~ght unless there ~;as oquahty of contractual 
pov~or, You could not freely contract ~mth a capmtal~st boo%use the 
bargamnzng ~as not equal, mt ~as more mmportant to lnbor to got a 
job than for the capmt~lmst to hmro hmm, So ~e org~nmzod labor 
mnto a group to make mrs bargamnzng pc ~er more nearly equal to the 
b~rga~n±ng po~or of capital. 

So wlth compotltlon - it tends to become dostructlvo, so 
by ro~ul~tlon we altered the ablllty of cortaln klnds of buslness 
orgsnlz~tlons to compote. So the corrcrstono of capltallstlc 
soclety ms the mnstltutlon of prlvatc pzoporty, freedom of 
contract, ~nd competitlon. 

The thlrd blanch !s the flold of oconommc exchange. It Is 
an ~mport~nt flcld and serves thls purpose in cconoumc consumption 
we t~lk~d about the utmhzatlon of utlhtlos, In oconomlc productlon 

~re cow,corned wlth th~ creation of utlhtlos, !n oconomlc 
o~chango we are concerned wlth balanclng one agalnst the other to 
deform!no thelr rospoctlvo valueo The purpose o5 the study of 
economlc exchange Is to convolute utlllty, that ms done by 
balanclng one ag~inst ~notner in order %o doten~ine the resp~ctlvo 
values of cache Balance a glass of ~Jator ag~inst an apple and sos 
whether you con make an exchange, If you ~anted the water bad 
enough you mlght glvc an apple for o glass of wster. There are 
certamn clrcumstancos under whlch you mmgh% glvc a million dollars 
for a glass of water, and others when you would not glvo an apple. 
So ~h~n you bolancc ut~llty you mnst r~ember i% can only be done 
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W aS one tmmo and place, bocauso values change. Potatoes may be 

$1.00 a bushel today, and 40# tomorrow~ the roason for the varmatmon 
would be that the v~luo of potatoes tomorrow ms not ~hat mt ms 
today. That depends on what value ms, If we understand the nature 
of value then we can understand how and why economic utmlmtmos 
balanced one agsmnst another %o show respective values vary wmth 
the ~ndzv~dual and at dmfforent tmmos. Th~ th~ng all oconommsts 
moan by value ~s the power of attractmon, Dust ss we know that gravmty 
~s the attractson the earth has for a physical body. Vslue ms the 
po~or of attraction an oconommc utmlztyhas ~hmch ~mpals us to gmve 
somot~mng mn order to get ~t. The wluo of a glass of water to me 
ms the power of attraction that a glass of water has for me as a 
result of whmch I ~ vm!imng to gmvo some other utmhty mn exchange 
for mt~ and what I am wmllmng to gmvo w~ll depend on what utm!~ty 
• t has to me by comp~rmson to that which I am w~ll~ng to gmve for 
• t. If I g±vo a nmckel for mr, ~t moans that the water has a 
grouter ut~hty than the n±ckcl. 

So the flold of economlc oxch~uge concerns itself ~ith 
%ha balance of utlllt!eS one agalnst anothur mn order to dotormmno 
thomr rospcctmvo values, and the value of an economic utmlmty ~s 
measured by mrs power of attractmon ~hmch mmpels us %o gxvo somothmng 
to obtamn mr, In order that mt nmy be more convonlent to dmscuss, 
the economist has datermmned upon a standard of value ~hmch ms a 
measure of thms power of attr%ctmon. So ~o have the dollar as the 
standard of value and oconommc exchange mnvolvcs not only the 
problom~ of supply and demand but the study of money, whzch ms the 
standard of value, and the study of prmce, which ms value expressed 
zn terms of money~ and than the study of money subsbmtutos - the 
use of credmt as an economy mn the usa of money9 oxtondmng of 
varmous kmnds of crodmt, and lastly, wzth the study of the entmre 
fzold of fmnanca and bankxng whmch xs the basms of all crodmt, 

The fourth branch of our so, once is called dlstrlbutlon 
and dlstr~but!on Is today perhaps oven more omphaslzod mn modern 
bu~l~oss than the flold of cconommc #roduct~on~ Dlstrlbutlon is 
somotmmos mn sundorstood~ that ms, you undoubtedly use the term 
dlstrmbutlon mn an ooonomlo sense when you have !n mlnd physlcal 
dlstrmbutlon of oo~modmt]os all over the country. ~en you talk 
about it you have mn mlnd the moans .hereby a wlde group is marketed. 
That ms a problem ms ocorommc production because as I trlod to polnt 
out, the croatlon of those form utllmtlas Is only one part of the 
branch of aconomlc productlon, The pbyslc~l dmstr~butlon of those 
commoamtlos from cantors of product!or to cantors of consumot~on 
Involvlng the factors of place, tlmo and possessmon, ms a part of 
oconomlc productmon. The problem of ~mqrkctlng ms a productlve 
problem, not a dmstrlbutmvo problem. The problem of dlstrlbutlon 
mn mrs oconommc sense means the dlvlsmon or allo~atmon of the 
natlonal dlvldend among those who arc rosponszblo for its cro~tlon. 

-!3- 



As ore oconommst says, ~Wo are a]l boarders st the national table". 
Thost who produce only ss much as they consume are retarding 
progress, those who consume more than they produce are parasmtos. 

The national d!vldend Is made up of the sum total of 
economlc utllltleS produced ever a glven permod of tlme, In 19~8 
nlnety bllllons of dollars of value was produced by Amerlcan land, 
labor, capltal and buslness enterprxse, The task of dlstrlbutlng, 
or dlvldlng that ~remendous fund of value - that t~mendous 
quantlty of ut111tles, Is the fleld of economic dlstrlbutlon. 
Economlc dlstrlbutlon !s dlvlded into 19retest, wages, proflt and 
rent. It is a very dlfflcult fleld. It mlght be easy enough to 
say that a palr of shoes is worth @2. and were made by land, labor, 
capltal and enterprmse, so we w~ll gmve buslness enterprmse one- 
fourth~ land one-fourth for rent~ let us glve capltal one-fourth 
for the use of the equmpment, and one-fourth to ]abor. If i% were 
that easy you could dmvldo the value among theme But would you 
glve the same share to the man who cuts the leather and the glrl 
who merely stamps the name on the llnlng of the mnner ~le? You 
can't compare the oconommc value of the vsrmous functzons of labor 
and Gvon if you coald your problem has only just begun. There are 
varmous klnds of capmtal. Is the stamp whlch the glrl used as 
Important an instrument of capmtal as the machlno whlch stmtched the 
upper to the lowor~ So mf you gmvo one-fourth to capltal you would 
have to allocate a portlon to each unlt of capltal or labor 
co~mnonsurato ~mth the cost of the part It pl~yod mn the produotmon. 
The cconomlst has evolved a prmnclplo called "margmnal unlt of 
productlvmty ~ whlch shows tendency, whore normal forces are 
pormlttod to operate wmthout interference, to g!vo to each unlt 
(labor, capltal, etc.) by way of a dlstrlbutmvo ~aro that amount 
of oroductlvlty whmch ms used by the n~arg~nal unmt of that factor~ 
If ~vo knew ~,hat the productmve or marginal unmt of labor was, 
th~s theory says that that margmn tends to ostablmsh the mncomo 
of unmts of equal productzvmty~ There ms only one way to dotormmno 
that and mt can't be done, mt would be to take your unmt out of 
productmon and measure mr, then put zt back sgamn and measure the 
return of product~vzty because of mrs presence, then you would 
have ~ts value. Just mmagmne takmng a unmt of labor out of a stool 
gmrdor and measurmng mrs value. It ms dzffmcult to measure, yet 
not mmpos mblo. It ms a sound theory ~f mt could be worko~ 
because mt would make the mndmvmdual dmstrmbutmvo share depend upon 
not umon ~agos but upon the abmlmty of the mndmvmdual to earn 
for mtsolf mn the fmold of economzc productmon. It ~ould measure 
dmstrmbutmon by the only standard i% ought to be measured by, and 
that ms productmvmty. If we could go through lmfe ~n our own 
feeble way trymng to produce some kmnd of sorvmco and mf you could 
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bolzevo that wzthout roforonoo to acts of logzslsturo ostabllshlng 
standards for us, wo could bollovo that you and I ~ou]d bo rowardod 
in proportmon to our ablhty to oporatc, ~o ~ould boa w~ll 
satmsfmod oconomlo group, Thank you, 
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