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I am agean appearing under a handicape I have h.d another
of thosc oral oporationgs I am beginiing to disintegrate and ~s
a4 rasulb, onc by onc, I am losang +thosc ncccssary appondages and I
talk with o little dafficulty. I hope you will bear with me and
bo able to undorstand my somcwhat inarticulato romarks,

I thought I might do as I tracd to do last year and thot
1s, paint a word picturc of what the seioncce and the ficld of
cconomics 18e I know that in thosc more or loss troublesomo times
the tcrm cconomics -nd cconomy heve been so uwch usced ond discussod
that the average person i1s ainclined to belierve that 1t 1s a very
difficult end intricate subjeoets Ho. ver, that 1s not truc ~nd I
shall try in the timc thol 1s allotted me to drew you a picture of
Just the ficld of activity wnich is covered by the scicnce of
cgonomicg, and I shall try to do so in a 'ay thet moy be casily
undorstoods,

The scionce of cconomics 1s subject to many dofinitionsg
that which perhaps 11llustrates 1t botler than any othor is that whach
says cconomics 1s & scicncc which sbudies two thingssy first, the
naturc and character of thosc wants to which you and all of us as
human boings arc subjoct; and sccondly, the manncr or mcans whorcby
those wents arc gratifiods That a1s tho ontirc scope of tho subjoct
of ccomosmics, human wants ond their gratification. A1l humen wants
arc subjoct of satisfaction by the pos-cssion and utilizetion of
what the cconomist torms Mwant gratifying goodsh -nd 1f we understood
tho charactor of man and the naturc of his wents ~nd thon 1P wo know
tho naturc -nd charactor of want gratifying goods ond e~n rclate the
orc to thc othor, we know the wholo scicnco of cconomicse  Thoso
want grotifying goods which < ro tho cntirc basis of the subjcet of
cconomics mey furthor be dividod as being of onc or two kindss
overything thet you or I desire 1s classificd by the economists as
o want gratifying goodse All of those want gratifying go.ds ~re
classified as erther a free good or an sconomic goods The distinetion
between the two 1s o relatively small one, ~ free good like the air
we brecthe exists for us in o relatively unlimited gquantity ond
becouse 1t comes to us as ¢ result »f no ~ctive effort on our part
to obt in 1%, the sconomist calls 3t o free good, ctnd since 1t 1s
unlimited in oguantity and requires no conscious effort to obtain
1t, the econmomist 1s no longsr concerned with man in his reletion
to free gocds because they offer no probleme. Air and watver ore
typicel free goodse On the other hond, the vest wejoraty of our
wonts are not so easily satisfied, that i1s, they ars not sabtisfied
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by tho simple pos.ossion of good which i1s unlimited in quantity

and /hich 1s easy for us to obtains. So thore 1s a vast guantity

of goods uwhich 1 ¢ nced to satisfy our “ients and they are called

by the cconomist "oconomic goodsst The distiuction betweon free

good ~nd aon cconomic good 1s that the former exists in unlimited
guantity and requires no effort to cbtoain, wheroas tho lattor is
limitcd in quantity and requires comnscious soonomic activaty to
obbain, thorein lics the real cconomic probleme These cconomie

goods aic capably of further subdivision boecause thoy too aro

of onc or two kinds, they oro cither intangible or tangible, Tha
int~ngiblc cconomie goods ore called "scrvicos™, the tangiblo

goods .rc morc o1 loss looscly tormed "woalth", and the importance

of this distinction is that 1t shovs the relative position in the
f1eld of cconomic activity of thosc tangible goods which we rcecogniza
as woalth cnd those 1ntingible serviecs vhich arc just an noeccssary
for the creation of cconomic ucll-becing as arc the tangiblc goodse
"ho cen sey s to the relative importonco to you and to me of tho
pos=cssion of thosc gratifications .hich come as the result of the
performance by some other porson of o scrvicc, by comparison or in
concrast to the posscssion of such tangible goods as food, clothing
and shelbtor? It 1s just as ncecs.ary ro your and to my cconomic
icll=being that ve onjoy the scrvices of thosc who perform them as 1t
1s that wo hove bhad our broakfasts this morming; poerhaps .ot to

the seme dogree but of real importance in the well rounded cconomic

stato of moll-boings So thosc occonomic goods are oither tangable, .
¢.lled wedlth, or aintangible, called scrviccs, and 1f sorvices as

well as wealth, ore an cconomic good thon we arc able to say that

thoso ho porform thosc serviecos for us arc just as truly cconomic
producers as thosc who cre.tc the btongible kind of economic goods

which woe have called wealthe

The question mght ariscs "What good docs a policomen
d>? Is ho an ceonomic producor or on cconomic parasite?" Ho
produccs ond Croetos a very important sorvico. ¢ saw that demon=
stratcd some yoars age in on~ of our major oitiss - Bostons When
the nccessity arose thoro werc no police and 1f we cver doubted tho
imporbtonce of tho policomon or tho Polacc Depertment we learncd thoir
cconomic importancce thons By porforming a service uhich is nccossary
for our ccenomic well-being a policomen 1s Just as much an oconomic
produccr as 1s a man who by tho oxcrcisc of tromondous physical
foreo, nidod and abottod by implements of eapital 1s able to produce
a. foodstuffs, And so thosc cconomic geods, the possession of whach
15 the aim ond end of all cconomic sctivity, arc wither tangible
callod woalth, or intangiblc celled sorvicose

The economic goods called wealth arc divided into two
kindse. Tho tangible cconomic goods = those things we can soc and
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touch and taste and smell - those things which we creste not in their
prosent form or design but which we creale as a result of the
application by man or men of his own ingenvity, brain and muscles

to those gomplements or aids of naturc which have resulted in the
eroation of a physieal product to satisfy a human want - those are
divided into erther a consumer?s good or a producorts good. This

15 a very important disbtinction because 1t shows the distinetion
betireen Wealth and capital. The disbairction botween a prodvcer's
good and a consumer’s good 1s the distinction between a doupghnut
and & plow, A doughnut was obviously crested as a result of the
efforts of man for the purpoce of satisfying some temporary passing
faney which he might have for that particuler Find of foodstuff,
but when man creatod o plow he eoreoutcd 1t boeauso he know that by
the usec of 1t in the application of his own labor to land has
officicney would bo tremondously multiplied, cnd by 1ts use he
would be eblo to huave more doughnuts. And so o consumer's good 3s
o tangable cconomic good which satisfies a human wvant as all
coonomie goods do, but which was crented b; man for tho onc purpose
of satisfying a prosent and passing cconoric desiro like a doughput,
wheorcas a produccr's good 1s likewisc a tangible cconomic went
gratifying good ithich, as all occonomic goods arc, 1s limited 1n
guantity, requiring corscious cconomic activity on manis part to
produco, but which 1s croated not for tho purposo of satisfying semo
tomporory or passing pleoasurc but which 1s created for the purposc
of aiding ham in futurc production. Thorc lics, to tho economist,
tho important distinetion betwoon wealth and capital which aro
alike in the scnse th.t cach 1s a tangiblo cconomic wont gratifying
goods But tho distinction botweoen tlhem 1s that that kind of tangible
esonomic wanbt gratifying good whaich mrn hes adapled to the purpose
of aiding lLams.lf in future production is called by the ccc. rmast
"oop1tal®, whorecas all othor kinds of tangiblo cconomic want
gratifying goods created only for bthat tomporary proscnt parposo

arc called "“woalth",

So theroin lics the subjcet matter of tho ficld of
ceonomiose If we had ~n undorstanding of our om naburcs as
individuals -nd 1f we could relaute mn, being that he 1s as
1o knov him, to thosco Jant gratifying goods, tangible and
intongiblo, woalth and capital, we onld be fully convorsant with
the ontivro soicnce of coonomics, becauso therein lics 1ts subject
mattor - men and oconomic goodss

For tho purposo of convenioncce the oconomist hos dividod
tho study of his subjecet into four paruvs .nd I shall, wm th your
permission, indicate thosc four branches and try to show you the
f1cld which oach covors wnd pick from £1l of tho four thoso catsbanding
enaractors which arc porhaps most import nt in tho bronchos of cconomic
activitye

-3~



The first 1s called "consumption" = "ogonomie consumption”
The sccond 1s called Mcconomic production™. Tho third 1s callod
"occoonomic oxenhango" ond the last 1s tormed Mcconomic distribution".
Economists usually bogin the study of the subjcet with a discussion
of the naturo wnd character of oconomic consumpbtion, and the roason
1s apparont beeause cconomic consumptiron moans only tho utilization
of thosc want gratifying goods which ve have just defincd for the
purposc of satisfying humon vants. Obviously therefore, sancc
cconomic consumption concorns i1tsolf wath tho utalization, which
somotimes although not nocessarily involves tho destruction of theseo
coonomic goods, cconomic consumption is the ond of all cconomic
acbrvity. ‘'hoen Ttho doughnut 1s consumod 1t 1s, ‘to all intonts and
purposcs, complotely ukilized and dosliroyecd ond thoreforo it ais
obvinus in tho ficld of wconomic consumption that whon the
consumpbtion of goods takos place ceconomic cffort nnd activity hes
cndede  So cconomrc consumpbtion is not only tho ond of cconomie
activity - 1t 1s tho boginming. It 1s the loss woe'fina in
ceconomic consumption which furnishes the motivaling foreo that
causcs 21l oconomic activitye It 1s buosausc man 1s constitutcd
as he 1s that ho works ot alle You .nd I hove heard o man
doseribed, eathor living or dead, es heving worked for the mcre
love ond pleasurce of work. Jcll, therc moy have beon onc suchy I
novor knew haims The average man, you ~nd I, work ~nd ongage in
ceconomic activity becausc we have bo. Thon I say we have to
work I don't mean that we will slarve if we don'te Therc arc many
men ho could live in comfort the rest of their laives who arc
working, yot thoso mon vwork bocausc thorce is some kand of urgoe
within us os o rosult of which, no mattor how much we posscss, no
matter how greoat 1s our ability to command cconomic goods for the
purposc of satasfying our passing pleasurcs, we still have tho
desire bo comsume more, and so 1t 1s the very naturc of man himsclf
which furnishces the motivating force as found in the study of
cconomitc consumption and which rosults in cconomic activity in
order that thors may be croated thoso mnt gratifying goods which
are ncecssary to satisfy the dosiros of man and all mrnkind.

Now 1n tho fi¢ld of oconomic consumpbtion wo comc in contact
with two fundment~l cconomec lawss Therc arc perheps a half dozon
cconomic laws which cro commonly quotad or misquoted in thoe press
with hich we must come in contact 1f weo live at all, and bofore
indicating the naturc of thesc two fundamontel cconomie laws I want
only to say that cconomic law 1s not like tho civil law or malitary
law, 1t 1s not a conduct which 1s prescribed by competent authority
for the obscrvanco of the governod; 1% 1s not of that character at
2lls An cconomic law is only a rcecitation of what has boon found
to bc man's conduct vhon rclatoed to o givon cconomic phonomcnon,
For cxamplec, thor 1s a vory acbive cconomic lav eallod “Grosham!s
law"s Grosham was the master of the mint for Qucon Elizaboth and
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shortly aftor sho aseonded the throne she hnd Groshem meks a
survey of the coin~ge or mon~tary conditions in England as a
result of which he found that thero wore veory fow good coins

in circulation. Most of thom wore what you ~nd I might call
"phonoys"s Il had bcon the praetice of the ominent predeces or
of Elizabeth whon tho full woight gold coins came into the
trecasury to deduet somo of tho gold and roeplacce it iath basor
metel and put 1% back in ciroulation, Thore worc somc good coins
left bub not in circulation, and as a result of that obscrvation
Gresham was given credit for formulating Gresham's law which tells
us that 1f there arc two kinds of money in circulation, one good
and one bad, the bad will drive the good out of circulation.

That 1s Gresham's laws If you put your hand in your pocket and
find four quarbers and three are ncw and the other i1s a Canadian
guarter, the first thing you do 1s try to get rid of the Canadian
quarter, o try first to geb rid of the ono about which we arc
not sure. If you have two bills, ono new and one soiled, you pass
the soiled one first, yet one 1s as gnod as the others This 15 &
simple way of saying that you and I would {ollow Gresham's law,
not bocause he was master of the mint and rade the law but
becavse the veory nature of economic lavs 1s that experience has
shown that under a given set of oconomic facts man will act as he
does, and the strongest motivo behind ell economic laws 1s self=-
intoraste

So in the field of cconomic consumption we come in
contact with two fundamental and very importoent economc lawss
The rirst we call tho low of mulbtiplicity and the second, which is
perhaps more often cuoled, 1s called the law of diminishing utility.
These laws 1n thoemselves are of relatively little importance, but
taken irto conjunction and indicating a btendency, they are of
tremendous 1mportances The first of theso laws was, scme years
ago amdis today, froquently i1llustrated by a comic straip vhich was
called "kooping up with tho Jongese"™ You know our tondency 1s to
expand expenses upon any 1ncrease 1n our 1ncomee ‘'Thon we aro making
$3,000 a yoar and spending 1t all we fool that 1f we hed another
$1,000 a ycar all our worrios would be over, but when we get that
other thousand we are just as bad off becausc man 1s so constituted
Just as soon as hc has completely satisficd one pressing group of
coconomic desires, imrediately another comes into oxistonce and as
soon as we have satisfied all tho wanbs w¢ think we have, wo wako
up some morning and find there 1s still somothing wo want, and as
a result we are 1mpclled on to incroased occonomic offort in an
attompt Yo keep pacc with our wants., 7o arc so constibuted that
our cgonomic desires will always oubtrun our ability to overtake
thome That 1s a simple statement of the law of rwltiplicity of
human wants which tells us that thoy arc cxpansive and thoy toead
to incrcasc beyond our indivadual ability to kecop pacce with them.
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The second, the law of diminishing utilaty toells us that
in the consumption or utilization of thesc tangible cconomie goods
or 'rtangiblc sorvicos tho consumplion of succooding vnits of tlhe
some good braings a diminishing cmount of utility. PFirst let us
defino utility to explain thats Utility is the ability of on
cconomic good to satisfy a human want, Utiliby is that which an
cconomic¢ good possossos which makos us want 1te I scid in tho
boginning that all of the things man wants ere contained in tho
ono word “goods". He wants poods and these gouds ars oithor
frec or osconoric, tongiblo or wntangiblo, woalth or cepital.

That wbich bhosc goods possecss which makes us went thom 28 the
utility of tho goods We want o glass of wator} the utilaty

of & glass of w~tor 1s 1ts faculty to quonch thirst. If we wore out
1n the midst of somo groat desort end thore was n> water and no
abirlity to ~ut to 1t, there is stall tho somo .bility in the glass
of wator tc satasfy thc want. I tell you thas to show how ubrlity
1s detcrmineds The ubilaity of the good depends on two thingss

first on the objecetivo ulility of the good 1tsclf to do that which
1t was croated to do, end sccondly, 1t deponds on the intensily

of the desirc of tho person brought into contact with that goode

So the ubtility of the good 1s objeetively always the same bub
bocause of 1ts relation to the subject of dasirce of the individual
varics aporcelably from peison to person and for the same person
from tame to times That 1s an important consideration in the
atlompt to oxplrin ceo nomie phunomena. Changos in velue arc

bascd uvpon the principlo that th. valve of the dood depends on its
utrlity ond utility deponds not altogether on the subjcetive or
obj.ctiv noture of the gond it on the intonsity of thoe desire
brought 1nto rclationship with tho gocde I 11llustrcto that in this
ways Prior to scveral yoars ago the sbendard of value in Amorice was
a gold dollar which woighed 25.8 grains and which was 9/10th fino,
gontaining thorcfore some 22 and 25/100thsgr¢1ns of purc gold.

Thet was the standard or markot valuce Tho value of all »%her monoy,
nickcls, dimes, silver cortificates, Federol Roscrve notos, ond

all »f the scvin kinds of poaper moncy i1n circulation obtained thoir
valuce from that standerd - tho godd dollar., Then by act of Congross
¢.rly 1n 1933 the contont of the gold doller was cut approximabely
40%s Th~t 1s, by Exccutive Oidor after an canbling Act of Congross
tho President deercced that the stendard of value was no longer o
gold dollar woighing 25.8 grains but = gold dollar wwoighing 25.8
grains miaus 40%. You would oxpoct that as a rosult Ameracan
commoditios would shou an appreciable change up to 40% butb
practicclly nn change at all cecurred, ond the rcason for thabt 1g
that th value of the dollar, liko the valuc of the glass of wator,
depends nofb WMo gold contont of the doller but on 1ts ebalaty

to sati~fy /and also on the 1naividuals There 1s much psychology in
valuc beecausc of tho atbitude of the aindivadual,
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Therc was no appreciable change in tho value of the gnld
dollar uvven though 11 hae lost 40%, or in the prico of commoditics
which arc rclated to the prico of the standard dollar, and that was
the purposo bchind tho deprecietion - an o ttempbt to raisc priccs,
but that riso th~t did comec may bo attiibuted to othcer factors,
Thet 1s the naturc of uwtility = that ability which thesce cconorie
gnnds have to do the thing for which they were crcated - the water
to setisfy thirst, the doughnut to satisfy hungere. So the, utilaty
of thusc various ccomomic goods is mado to depond first upon thear
owp objoctive abilaty to do the thing for which thoy wore creotod
and sccondly upon th¢ irtunsity of tho desire of the individual
who comos in conteat with that cconomic goods You know how nico
a chcoir scoms when you erc torribly bired yet vhen you arc strong
and well a1t does not scom so much tn yous So we soc by the law of
diminishing utility that whon you consume ¢ number of units of tho
samo good lho utilaty of tho succccding units t.nds to daiminishg
and we kaow that the utility diminishes not becausc theroe is any
change 1n tho gond 1tself but beecause therce 1s a change in our
desiro for 1te I am tharsty, I drink o glass of wator, I am still
thirsty end T drank a sccond glass of vater, bubt I stop .ome timo
boecausce th.rs 1s e change in the intensaity of my desiro smich
soon beonmes satitbtod or completely satisficde So we have all
oxporrcncod tho working of tho laws Often aftcor a good dinacr
you havo what aprcars to bo a particularly good cup of coffso,
so you hav. anothers It 1s the same kind of coffcc but you say
1t 1s not as good as the first. Your dosarc for cnffcc has beon
somcwhat dimnisncd by the fact that you bhave alrcody had a cup.

If you sit here in this room for some bime and thoa go out and have
an opportunity to smoke a caigarotte, how good 1t tastes whon you
have been deniod 1t, Bub 1f you light a sceond one you probebly
wontt fainish 1t, your desirc for a cigerottc has changcd. So e heve
this so=called law of diminisbhing utility that says men 1s so
constituted that he 1s ultimatoly satisficd 1n the consumption of
oconomic goodsse

fhat 1s the importance of thosc two laws® o saw tho
application of thesc laws of multiplicity and diminishing wtility
and ihey arc ratucr inbtorustaing, but their importance 1e this-
If you individvally hed tame you could sit down and writc on a
prcco of paper all of the things you want, and you would havo a
long licts Then 2f someconc told you you could have faive of theso
things you would go ovor the list and pick out tho five most
prossings Thon that porson might say "Nov take from the five,
throce" and you would elimnato two. My purpnsc 1s to show you
lhat human wants arc all of differont degrees of intensitys ho
could 1T we would, choosc for oursolves that ono want which is
mrst importsnt of all the wants we havoee Each of us could, 1f
neecossity ~rosc, dobormino for himsolf that want which 1s to
us most imporatives If 1t woro not for the fact that the law of



diminishing utility says that any onc human want 1s capablc of %
full and complote gratification and 1t 1s bocausc as you contimuo
to utilizo that gond tho ubilaty diminishes until 1t would havo
no ubility at all, so 2f we can sclcot tho onc most imperativo
want ~nd 1f we arc told in the applicetion of the law that one
humon want 1s capeble of full and completce satisfaction, thon
we arc consoled by the fact that having fully gratifiod that want
wr ¢~n thon bend our offort to the gratafication of osur sccond,
and thon when tho utilaity of that 1s dyminishod to the point
of setisfaction we e¢an bend our cffcrts o sotisfying tho othars,
The lew of diminishing utility croates the opportunity and the
leisure gs o rosult of which we arc able, through the mcans nf
that leasurc to satisfy other pressing dosirces. But we aro
tnld by the low of multiplicity that acvor can we reach the
print where we can sobtaisfy all of our cconcomic desircs, so men is
ermstently urged and impclled to incre~s.d cconomie activity an
order thet ho may attompt to catch up uith his rapidly expanding
desircs <nd, boing ~ble by the law of diminishing utilaty to
satisfy a singlo dosire he is thon ablo tn bond hig offorts to .
cabtching up undor the law of multiplicaty. So thesce two lavs,
the lav of diminishaing utility and the law of multiplicaty, show
us thet hwan progross i1s made possibl- for two rcasons farst,
boecauss man doos rot have to spand all of his timec an his atiompt
to satisfy his most pressing desire, ond theorcefore has opportunity
to use his addatronal time 1n tho atlompt to satisfy his constantly .

oxpanding desircs, ond bocausc they acro cnnstantly oxpending man 1s
always showing incrorscd offort in ~ttompting to kecop paco as bost

he cane "¢ would not hovo our davorsificd industrics, our automobiles,
our radios, or many of ~ur luxurics vhich havc become part of our

liv.s 1f 1t werc not for Lhe fact that the humon constitution is as

1t 1se o wnuld be sponding time to produce the crudett kand of

faod snd clothang -nd sholter, but bee~usc we arc thus constitutoed,

ic have loisurc and opworbunity to spcnd chasing the rainbow,

There 1s gust onc obher lau sometimos cited - that is
rofcerred t~ as the Malthusian thoory of population. It 1s of
histrrical intcrcst and cannot be onlarely desrogarded. An
Anglican clergyman namcd Malthus made o survey ond es a rosult
found that populetzon unrestricted toads to double 1tsclf overy
tuonty-11ve yoars, but thot the food sup 1y -ras not ablec to bo
doubled proportisnately bocausce tho rature of land 1s such that at
tcnde througn usc ta lnso some of 1ls mochonical and chomical
propcrbres for reproduction ~nd tonds 1o cxhaustion, so ho .
formul~ted the principlo that as populstaion tends to inercasc in
geometricenl progression, food supplics inercasc only in arithm vtical
progression. That 1s, as populatior vmuld inercaso 1,2,4,8,16,32,

64, 128, foud supply would only inecrcasc 1,2,3,4,5,6, ~nd the
hiatus bebtircon thu numerals reproscats 25 year moriods of tamo
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during rhich the population muld tond to drubles If that wore
truc 1t would bo obvi.us that at the ond of o rolatively short
poriod of time tho prpulation would be so multaplied that thire
u~ld rnot be cnocugh food to go around ~nd starvation would be

the nocessary ovile Poor selthus was 1oundly criticizod for tuo
roasons first, bocausc ho vas misgu.ted, cnd sceondly boceusc
things heve happoned sinc. thon vhich vven he could not cxplaine
Hotw envld he know thot 1t would be possible to deliver fresh

buef to the caby of London, or that Cnede and Australia wuld
supply England with all the foodstuff sho ncededs He could not
Imov of the troansporbation of commoa btics, of nsodern refrigeration,
ctes He wos uajustly craticized bocouso 1t wes said he advocated
ccrboan rostrict.ons upon populations He did not say 1t doubled
ovory tucenty-five yoars. Ho soad "mopulation unchecked vould

boe doubled™. Whon asked how, he sard _t could be done in o

numbor of vays, tho most popular thon rerc wars, fomime 'nd discasce
They were cifcetive restroints upon populction and he vas critized
bocausce ponple seid ho advocatod war, pestilonce and discaso in
ordor thet population might be checkode O0f coursc he did notg

he mercly rocognized these coffeetivs rosbraints or choeks upon
populetions So I cito Malthus's ftheory of populetion morcely for
1ts bisborical intorcst end beeauso 1t elways crervtos 1n rur minds
tho possibality that futurc gencratinns may porhops oxporicnce

tho cffegt of the pl-on of Malthus - thaet 1f we do not kec~p pacc by
increasod nothods of productbiviby, which we havo, ond we do not,
by comscrvation mcasurcs protoet the ability of the soi1l to produca,
and wo do, the burden will be on the uaborn gencr tionse

Tho sacond brench of the fiold of cconomic activity 1s
galled production, ond wo havo hoard much said about this sccond
branch in rocunt tiinose Our systom of cernomic productlion is wthat
1s callcd or designated as a capibtalisbic systom of production.
Whon I sey a capitalistic systom of precduction I do not, of courso,
imply that capital herc 1s some kind of giant with ¢ lesh in his
hend who 1s subjugataing Jebor to his oun cndse I usc 1t in the
true ccomomic scnse, I merely meoan thot ours is a roundabout,
indircet mothod of productions If ~ ron wanted to meke a poir of
shnes he could make some kind of a pair wvhich might to some dogrco
satisfy his nceds, but they would not be veory satisfactoryes It 1s
much casior tn buy them from somcbndy c¢lsc = somconc sp.cializing
in thoe monufacturo of shosse That 1ndavidu~l did not make shoos
with his hands but with highly dovclop.d tools and machincs. That
1s what we mcon by The capitalaistbic systum of production, vhoriain
productisn 15 the result of the use by labor of highly speeializaed
tools and machincry. Tho tools and the machinery arc capital,
tney arc the things man hes crcoted = like plows, not like
doughnuts « for tho purposc of ciding him in cro~taing mdore wealth

-0



in the futurce So our systom of cconomic production i1s a capitalistic
sncictyes It involvos thoe croation of thosc things wo call ubzlatics;
the cconomist croates utilitics which aro found in cconomic wont
gratifying goodse I havo a deosires I satisfy 1t in ceconomic
sonsumrption, As » rosult of that desire oirthor I or somconc clso
cengnrged in cconomic activity crcatos on ccoonomic good which posscessos
utility, which utaility 1s nocessary to tho satisfaction of tho

desire T originally had, showving egoin that consumption 1s the
beginning ¢s well as the ond of ceonomic activitys

So cceonomic production docs not involve the ere tion of
matter, Thero 1s just as much matter in the world tod~y as thore
was 'hon Adem end Eve were flying oround that mythical gardon, but
thore 1s a tromendsus increasc 1n the a mount of worldly wealth
since thrt bimo and tho rcason for that increcasc has been the
crcation by man of ceonomic ubtiliticss Thes~ wtilitics which man
gcroentes to sntisfy human wents arc of {our kindse form, timo,
placc, and posscssion, The whole subject of cconomic production
contors about tho crcetion of form, time, place end posscssicn,
Thorc arc cortain commoditios, for instence, flour, ycast, milk
and watcr, 1f we erc hungry I supposc +c could drink the mill, ocatb
the selt, (tee, but 1f soncbody who knows how would take thoso
comnoditi.s and combine thoem ond allow natural forcos to take
plece, ~nd subjecel the wholo to heat wo would have a nico loaf
of brcad uvhich would satisfy our desire for food much botter
then the i1adividaal commoditics in thoir native stites. When .
tho loef h.s boon made thoro 1s no more mabtter than there was
befores A change has taken place in the form of the existing
matter, o we have created a form utilitye That 1s the nature of
econrmic production, no creatron of matier but a rearrangement of
existing matter so that 1n 1ts new form 1t will be better able to

satisfy our needs, because the change 1nvolves an inecrease 1n the
utility.

When the bread has been made I might not be anywhere
near 1t so the bread as baked will have no ubility to satisfy my
desire unless 1t 1s conveniently located so that I might procure 1t,
Those agencies which are resppnsible for bringing the bread from
the place of manufacture to the place there 1t 1s bo be consumed
also create ubtilities, and these utilities are called place
utilitiese It s nccessary to grow the wheat and produce the
salt, etc., but production of these comrodities has only begun
when the form utilaty has been createds It 1s just as much a part
of the production process to bring the form ubtilaity from the place
where 1t has been created to the plecc of ultimate consumption
as 1t vas that 1t was produced at alls. A pair of shoes in the
factory in New England doos not help mc unless some agency brings
that pair of shoss to lhe point where I might consume i1te It has
got to be in the hands of somo retaller or wholesaler who holds
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1t unt1l I want 1%, This 1s called place ufility and 1t 1s Just

as 1mporbant in an economic scnsc as the oreation of the utilitye.
So our transportation faeilities arc just as amportant in our
geonomic structure as are the factories or farms, because thoy
croate a form of utility called placc ubility. I may want the shoo
today or maybe throc months from today, so we have an agency which
holds tangible economic goods until such goods shall bo in domamd
by the ultamate consumecr, creeting what 1s called timo utilitye.

Our grcat warehouses whore agricultural commodilies are stored,

the groat factories which hold them subject to the whims and dosaroes
of tho individual, are just as truly cconomic produccrs bccause
thoy croate taime udarlities. It 1s just as imporbant to me that

tho utility be brought to my personal possession so that I
individually might consume 1t as 1%t 1s thet 1t was originally
created, so all of the merchandigzing cstablishmonts whother thoy
be chain store or dopartment storces or specralty shops wanich
ultimately make tho salc of the tangiblc cconomic goods to me,
creata the last step in the ehain of oconomic production = creating
what 1s known as possossion ubilaity, becausce not until consumption
begang has production ended, and production doos not .nd until the
four uvtilitics have boon corcated - form, place, time and posscssione
Frequently 1t 1s sai1d that thesc wholesalcrs and middlc men who
intorvenc 1n the crcation and consumption of goods are unncccossery
The quostion is askod "Is nol there too much handling of goods?
Thorec 1s a wadc variancc botwoen pricos at the factory and pricos
to the consumcrs.® Well, as we all know, thoro arc countloss
methods wheroby tho product of the faebtory is brought to the consumcr,
Ve road tho advortiscment "From factory to you". You can go out to
the farm and buy milk wnd butter, bub sce 1f you save any moncy by
doing 1te You can climinate the middle man but not his functions
The factory 1s oquipped to make shocs but not to transport thomg
nor 1s 1t cquippod to hold thom until you erc rcady to buy thom,
These functions of transporting or holding goods until desired have
to be performed by somconce Tho crosting of the form, placc and
time utilities 1s of cgnal imporbtancc so far as you and I arc
concerncds The transportation agenecics, the great warchouscse tho
wholcselors g wetailors, aroc all of leFproduccrs becauso thoy
too cr-atc EEdilhddese Hov 2rc thood seemste=es crcatced? By tho
combined activity of four factors - 1.ad, labor, capital and
businoss cntorprisoe Thoy combinc their sotivatics = land, labor,
gapital ~nd cnterpriso, for tho purpos.c of crcating thosc utilities
of form, btimec, placc and posscssion,

There aro throe foundations on which our capitalistic
productive socicty hus beon burlt, fair.t, the institution of private
property, sccondly, the frcedom of coaitract, thirdly, competition.
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Our capitalistic productive society has beon buirlt, farst, the
institubion of private property, secondly, thc freedom of
conbracty thirdly, competition, Our capitalistic scecreby has

been predicated on tho right of pravatbe property, the right of

the 1ndivadual to froely contract for his own labor or for the
s~le of nis own commodities, and the existenco of competition,
Naturally, that philosophy has undergone a changces The change has
bcen more rapid in tho past feu yoars but in the past fifty years
wa havo changod the concept of capitalistie productive sociatye
There was a time when the right of private property was an
absolutc rights If I ouned a prcecc of proporty I could do with
1t a< I pleased, todsy we have zonming rcgulations, firc rcgulations,
ctce Just beeausc you own a housc you haven't the right to sob
fire to 1%, you would ondangor tho property of other peoplec,

Your right of owncrship and right of u.c must not intorfore with
the right of othorss

At ono time tho right to freoly contract for our sorvices
or tho salc of our comnodiftios was an absolute raghby; cvon boforo
tho changes of the past fow years the frcedom of contract was no
longer an absoluto right unloss theore vas oquality of contractual
powers You could not frooly contract vith a capitalist because the
bargaining was not cqual, 1t was morc imporbant to labor to got a
Job than for the capitrlist to harc hime So we orgenizcd labor
into a group to make 1ts bargaining poicr more necarly cqual to tho
bergaining powcr of caprtal,

So with competition = it tonds to becoms destruetive, so
by rerul-tion we altorad thoe ability of cortain kinds of businoss
orgeniz-tions to compotce So the corrurstono of capitalistic
soglecty 1s the institution of praivatc properbty, froecdom of
contract, ~nd compoctitione

The third branch 1s tho ficld of cconomic exchango. It is
an imporlant ficld and scrves this purposo in cgonomnic comsumptlon
wo talked ~bout the utilization of utilitics, 1n cconomic production

w~ro concerned with th. erocation of utilitics, in ccoenomic
o~ change we arc concorncd with balancing onc against the othor to
determinc their respeetive valuce The purpose of bthe study of
oconcmic cxchango 1s to convolutbe ulility, that is donc by
balancing one agrinst nnotner in ordcr to doterminc the respeetive
valucs of cache Balancc a glass of watcr agninst an applc and scc
whether you con mako an oxchangoe If you wanted the water bad
onough you might give an apple for o glass of weter. Thoro arc
certain circumstances under which you might give a million dollars
for a glass of water, and others when you would not give an applce
So hen you bolance wtirlity you must romomber 1t can only bo dono
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at ono time and ploco, bucausc valucs changos Potatocs may bo

$1.00 a bushcl today, and 40¢ tomorrows tho roason for the variation
would be that the valuo of potatocs tomorrow is not vhat 1t 1s
todaye That doponds on what voluo 1s, 1f we understand tho naturo
of value then wo can undorstand how and why cconomic utilatiocs
balanced onc ageinet anothor to show rospoctivo valuos vary with

the indaividual and at difforont tiwose The thang all cconomsts
moan by valuc is tho powor of attraction, just es we know that gravity
1s tho attraction tho ocarth has for a physical bodys Veluc 1s tho
poicr of abtraction an ceonomic utility has which impols us to givo
sometr 1ng in order to got ate Tho voluc of a gless of water to me
1s tho powor of attraction that a glass of wator has for mo as a
rosult of which I am willing to give some othor ubility in oxchango
for 1ty and what I am willing to give will dopond on whet ubiliby

1%t has to mo by comparison to that which I am willing to givo Por
1te If I give o nickel for 1b, 1t moans that tho water has a
groator utility than the nickel,

So the fiold of cconomic oxchango concorns 1tsolf with
tho balance of ubilaitics onc against anothoer in order to doterminc
thoir respcetive valucs, and the valuce of an oconomic utilaty is
measurcd by 1ts powor of altraction which impels us to give somethang
to obtain 1te In order that 1t mey be more coavonicent to discuss,
tho oconomist has dotermined upon a standard of valuc which 1s a
moasurc of this powvor of attracticne 8o we have tho dollar as tho
standard of valuo and cconomic exchange involves not only the
probloms of supply and domand but the study of moncy, which i1s tho
standord of valuc, and tho study of price, which 1s valuc oxprossod
1n terms of moncy, and then tho study of moncy subsbitutes = tho
usc of crcdit as an oconomy in the uso of rnonoys oxtonding of
various kinds of crodit, and lastly, wath ithc study of the cnbire
f1cld of financo and banking which is the basis of all croditb,

The fourth branch of our sciocnec 1s called distrabubion
and distribution 1s today porhaps oven morc omphasizod 1n modern
busiicss than tho fiold of cconomie productione Digtritution zis
somobimes m1sunderstood, that i1s, you undoubtodly usc tho torm
distribubtion 1n an cconomic sonsc whon vou havo in rmind physical
distribubron of commoditios all ovcr the country. Whon you talk
ebout 1t you have i1n mind the moans ‘hercby a wide group is markotod.
That 1s a problom 1s ccoromic produclion becausc as I triocd to point
out, the crcation of thesce form utilatics 2s only onc part of tho
bronch of occoaoric productions The physical distribution of thoso
commocitios from ccnbers of productior to coentors of consumotion
involving the factors of placo, timec and possossion, 1is a part ol
ceconomic productione Tho problem of wmarketing 1s a productive
problom, not a distributivo prcblome The problen of distribution
in 1ts cconomic sense moans the division or alloeation of tho
national dividond among thosc who arc rosponsiblo for its cre~tion,.
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As orc cconomist says, "Wo arc all boardcrs st the national tablo%,
Those who produco only os much as they consumc arc retarding
progress, thosc who consume moro then thoy producc arc parasitose

Tho national dividend 1s made up of the sum total of
economic utilities produced over a given period of times In 1928
ninety billions of dollars of value was produced by American land,
labor, capital and business enterprises The task of distributing,
or daividing that btremendous fund of value - that teemnendous
guantity of utilities, 1s the field of sconomiec distribubion,.
Economic distribubion is divided inlo irterest, wages, profit and
renty It 1s a very difficult field, It might be easy enough to
say that a pair of shoes 1s worth $§2+ aad were made by land, labor,
caprtal and enterprise, so we will give business enterprise one-
fourth, land one~fourth for rents let us gave capital onc-fourth
for the use of the equipment, and one-fourth to labor., If 1t were
that easy you could divido the value among them, Bubt would you
give the same share to tho men who cubs the leather and the girl
who merely sbamps the namo on the lining of the inner sole? You
can't compare the cconomic value of theo verious funetions of labor
and even 1f you coald your problem has only just beogun. Therc aro
various kinds of capitals Is the stamp which the girl used as
amportant an instrumont of capital as tho machino which stitched the
uppoer to the lower? So if you give ono-fourth to capital you would
have to allocabe a portion to each unit of capital or labor
commensurate with the cost of tho part 1t playod in the productiones
The economist has ovolvod a principle called Mmarginal unit of
productivity"™ which shows tendency, whoro normal forcos are
permitted to operate without interferonce, to givo to cach unit
(labor, capital, ctc.) by way of a distributivo sharo that amount
of productivity which 1s used by the marginal unit of that factor,
Iff woe knew vhat the productive or marginal unit of labor was,
thig thoory says that that margin tonds to ostablash the income
of uniis of ocqual productaivitys Therc 1s only ono way to determino
that and 1%t can't be done, 1t would be to bake your unit out of
production and moasurc 1t, thon put 1t back sgain and measurc tho
roturn of productivity bccausc of 1ts proscnco, then you would
havo 1ts valuo, dJust imagine taking a unit of labor out of a steel
girdor and measuring i1ts valuoe It 1s difficult to measurc, yob
not 1mpos-iblos It 15 o sound theory 1f 2t could bo worked
boecause 1t would make tho individual distributive sharc depend upon
not union wagos but upon tho ability of tho individual te carn
for 1tsolf in tho ficld of cconomic productions It would moasure
distribution by the only standard 1t ought to be mocasurcd by, and
thal 1s productivitye If we could go through lafe in our own
feoble way trying to produco soms kind of sorvice and 1f you could
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bclicve that without roforcnce to acts of logisleturc cstablishing
standards for us, we could bolicve that you and I would be reowarded
in proportion to our ability to operate, vo would be a w.ll
satisficod cconomic groupe Thank you.
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