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INTERNATIONAL DISTRIBUTION OF ECONOMIC POWER

I oftentimes wonder why anyone wants to hear an
sconomist talk after what has happened during the past five
years  The other night T was addressing the banking associa-
tion up in New Hampshire and I said that to Colonsl Bridges.

He said he supposed 1t was 1llustrated best by what happened

to a friend of his the other night. He was coming home from
his club and as he approached his house he saw a man down

on his knees on the lawn apparently looking for something in
the grass. He stopped the man and asked him 1f he had lost
something, The man said "Yes, I lost my watoh.” Well they
both got down and looked but they did not find the watch

but the friend soon discovered that the man was somewhat ths
worse for drink. So he said "Now let's organize this search.
You try to remember somewhere near where you dropped the watch
and we will work in circles from that point." "Well," said the
man, "I dropped 1t across the street about half a block down."
"Then why are you looking here for 1t?" asked the friend.
"Well," said the man, "this 1s the only place where there 1s any
light "

That probably explains where we economists fit in, we
may not know the solutions to your problems but we do know where
the light 1s., We know where you have to look and that i1s more
than some others know in these days. One of the places 1n which
we have to look for 1llumination in these economie problems 1s
exactly this field in which you are interested this morning.

What about the relative economic strength of nations? You,

being charged with the defense of the commonwealth have got to

be informed on that You are intersested in peace at home., I
think the Government might well have availed 1tself of your
servicos 1n many points of business revival, but that 1s seldom
done. The conflicts in which you come to the rescue are conflicts
between nations and in these days of great armies and great con-
sumption of material, the gucstions of the economic power of thess
countries must be matters of most intimate moment to you

Take the question of the Navy. Just what can the world
do to us in the matter of naval power? Forbtunately we speak
English and Great Braitain spoaks English  With thatbond of
union - the common bond behind us -~ I think no ono can say that
Great Britain and the United States do not have economic power
cnough to lick the whole world in the matter of ships. Like all
amateurs I am telling you hew 1t can be dono, but 12t 15 a question
of whethor we can do 1t without burdening ourselves too much.



As far as cconomics 1s concerned, thore i1s no question at all
about being able to do i1t.

You are intorested now in goods and services - in things.
Onc of the great difficulties in all econemic thought, and one of
the things that has led us into this morass, 1s that we are con-
tinually losing ourselves in the intricacies of financial ‘techniguo.
That 1s a mouthk-f1lling sentence but a good one It 1s not
original with me. We lose ourselves in the intricacies of
financial tochnigque. If you go to a director's meeting the moment
somebody says "inflation" somc one olse says "What 1s inflation?"
and they are off They arguc for tho rest of the day and finally
they pass a fow motions and adjourn, Anything saxd 1lluminates
the subject very little, 1t 1s a difficult problem and the ordinary
man does not undcerstand it. "Crodit inflation," "eredit expansion" -
most of 1t 1s just talk in which people are wandering around
having lost themsolves in the intricacics of technique.

We arc not going to get anywhere in tho mattor of
cconomics at all until wo get away from that kind of thing.
Unt1l we coneern oursclves with fundamental economic problems
we won't got anywhero the problom of the capacity of this nation
and other nations, their ability to produce those things which are
scarce in the world, things you want. In dealing with quostions
of social problems you want plonty of things - food, e¢lothing,
books, music, so that tho great mass of tho people can have a
higher standard of living.

You arc dealing with national defense. You have got
to knew what you have got and how to use 1t, what the supply is
and how abundant You are dealing with things that are scarce,
that 1s your economic problem A good way of putting that home
to a less intelligent group 1s to remand them that 1t 1s not a
new problem but an old one, and to drive 1t home by tollaing
thom that the first supplication in the Lord's Prayor is an
gconomic one "Our Father, Who art in Heaveon, hallowed by Thy
nama  Thy will be deno -" You have askod for nothing yet, 1t
1s Just a sales talk. Any client coming in and asking for a
loan would do that. Having said that, however, then comes tho
first supplication "Givo us this day our daily bread." For
1900 years that has gone on and the world is not through yet

with that simple economic roguest for the fundamontal thing
that 1s scarce.

Whon you are comparing power ~ the international das-
tribution of economic power -~ you ask yoursclf simply how the
ability to produco goods 1s distributed among the various nations.
If you want to get a morc dramatic title you can say "How rach
15 Europe?" That has somec fight and some sex appeal. "How rich
1s England, and France, and Gormany, and Japan®" Five years ago
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whon I got through with some of my notions to illustrate i
international power, somo chap piped up and said "What about
Japan?" That was long before th. public press got on the subjeot,
That 15 a problem. TVhen a nation has a great amount of products
of all kinds then 1t 1s offoctive on the economic side. That
1s fundamcntal = what 1s their capacity to produce goods?

You ean get some books on the national income., I have
done a great deal of work on that. Some ycars ago I was called
to th. Treasury and wo planncd the war taxos, and we planned
them well., We had to. If you are fighting a war you need taxes
and heavy taxcs, Socrotary MeAdoo felt that the war was going
to last another year (that was in April, 1918) and that we ought
to covoer about onc-third of the cost by taxes. He said wo would
probably spend about ‘twenty-fivo billion dollars that year and
about eight of 1t should be raisod by taxes. Tho task assigned
was the very simple one of working out a plan of taxes that would
not cause too much sguawking. We had a dosk and a stonographor -
that was all. Well, we made at, but I have nevor mado a tax that
was popular, That i1s just as impossible as 1t 1s to be in love
and act wisely T have never made a tax plan that did not raiso
money That is important, espcoially when the Army i1s at the
front and 1t 1s very difficult when you aro not a rich nation.

Coming back to my subject - How do we comparc with
thesc other nations? The Burcau of National Economic Resoarch
started with that task and we have ailluminated that a good bat,
but 1t does not help you very much becausc the purchasing power
1s differont and we havo not too well standardizod methods of
computing 1t  Wo nocd somec more dircct approach to the subject.
I lcarncd that in Eurcpoe by listening to the Fronch and Britaish
debate as to which had to pay the heavier taxes. You have got
to have a more simple and dircet way of attack that shows you
the things that overy man knows. Whon you talk about foeod, and
houses, and eotton, he knows what you arc talking about. I
think that 1s ono of tho rocasons we have so very much uninformod
talk, so little illumination. I don't mean in Congress - among
intolligent people all the bime.

Supposo you had tho task of deciding on the oconomic
power of the United States, France, Gormany, Italy, and Russia.
How would you go about 1t? Well, you would probably salute,
cursc thc boss, and go ahead  But how would you go about 1t? If
you had that job - and you will have 1t ~ ask yourself first of
all What proportion of their labor powecr 1s absorbed in providing
thom with food and with the elementary btextile fibors like cotton,
wool, and flax. You have got to have food and clothing and some
housing to live. However, the housing is not consumed. That 1s
durable goeds. A house may be fifty or sovonty years old and
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st1ll be a good housc., But tho thing thas you consume currontly
1s the problem  Who are the pcoople who produce food and who are .
the people who produce clothing? That 1s the place in whach to

start It 1s only after you havo that bohind you that yau have

anybody left to produce tho rest, Take tho Consus or Commerce

yoarbook for forcign countrics. Koop 1t at hand and always in

your library, and got a new one every four or five ycars. In

that you will find two pages in whioch are shown people by the

difforent countrics arrangod by occupation, First and foremost

arc thoso in agriculturec, thon mining, thon manufacture, and

trade  Tho thing that amazes you whon you look at that i1s the -
diffarenco in those varaous countries in that respcect.

If you start with the United Statos you will find
that 1n 1930 wo had 22 por cont of thc poople on the lend. Assum-
ing that thore arc tho samc number of workers in ovoery family,
thero arc 22 out of cvery 100 familios on the land. "Gaive us
this day our daily broad."™ Aftcr ninctoon hundrod years His
hrart softenod and He said "™Well I will pick out one country
and give 1t a surplus of food and soo what happons.”" Agriculturc -
boe~me cffici.nt cnough in the United States to supply cvory=-
body and cnough loft over to pay for imports of cotton and tea,
toxtilo 1mports, and with a surplus leoft over. Whereupon
Congross immcdiately appropriatod six hundred million dollars in
order to sece 1f thoy couldn't stop it.

That 1s not economics or anything olso, that is
insanity. Whon I was out an Iowa they asked me about all thesao
agricultural schemes. I said thoy were all schomes for taxing
the consumer in order to got money with which to braibe producers
so thoy will produco lcss so tho consumer will havo to pay mora,
schomos to tax tho consumer in order to get money to brabe
produccrs so tho consumer will have to pay more. I said that
what I thought about that could best be 1llustrated by tho story
of ¢ fricend of mino who was drivaing along a road in Michigan,
whore thoy have an insanc asylum. Thoy have a big yellow wall
around 1t and a chap was on the outside painting tho wall
without any paint on his brush My frioend stopped and watchod
him for a while and said "Good morning. What are you doing -
painting®" Tho chap said "You think I am crazy don't you?

Wwoll, I know what I am doing. I'm not crazy - my family rail-
roaded mo 1n hore. In 1929 I thought tho stock market was
going to fall off and I scld my stocks and bonds and houso and
put all my monoy in the bank. Then in 1931 when England went
off thc gold standard I went to the bank and askoed for gold.
Thon I wont home whoro I was born, bought ton acres and lived
thoro. I took the gold and wont to a troo, marked off 17 paces
south and 22 paccs wost and buricd the gold Whon I get out of
hero I am going back and dig 1t up and live comfortably." My



I e

a0 TR

EQeE pen BTN e mneny” Y TPOTTR ey ey 0 AR NIeRTE TR Ca R T e

[ #

friend said "Do you think you can find 1t%" The man said "Oh yost &

and made a map showing just where it was, My friend said "I'1ll see
you lator" and drove on Later that day my friend went back again
and the man was st121l painting, so he said "I think you are the
biggest liar in four states. I got a shovel and went to that

place, walked 17 paces south and 22 west and I dug and dug. I dug
a hole 150 feet around and 3 feet deep." MA4ll right," said the man,
"qust got yourself a brush."

That 1s what the sconomist thinks about schemes for taxing
the consumor

In 1930 we had 22 families on the land  Germany has 31
por cent living on tho farms and they can't raisc enough. They
scn? out manufacturces to pay for the imports -~ which makes 40. In
Francc thoy are very self-sustaining and thought they would save
themselvos from the dopression. They havo 45 per cent of thear
peoplc sponding thoir time trying to fued thu rost  Italy has
65 por cent and they don't food them v.ry well at that In Russza
they havo 82 per cent.

Tnat 1s the first thing you want %o know  When you know
that you know a lot about the international distribution of economac
POWOY .

Thus, 22 pcople in the Unaited Statos do exactly the samc
thing that 40 do in Francc, 45 1n Italy  They feod 100 familios.
We arc the highest consumers of food, that is, 1f you assumc that
these 22 Amcrican familics cat as much as 82 Russian familios or
45 Fronch familics Onc Amurican farmcr can produce twiceo as
much as a Russian. What they producc i1s cnough to feed 100
familics and provido the textile fibors. That 1s a simple trick
You can walk into any corporation manager's office and ho will
let you stay 1f you start talking about this He can undorstand
that,

Aftor you take thesc 22 pooplc and put them to farming,
the rest arc available for other things minang, production of waw
matorials, hauling that material by trueck or railroad, transpor-
ting the finished product to the place 1t 2s to be consumed, or,
1f 1t 1s building meaterial, to the place of ceroction - all thosc
pcoplc aro available In the United Statos 78 arc available out
of ovory 100 workers, in Germany only 60, in France 55, in Italy
35, and 1n Russia 18 Thore 1t 1s and you can't alter the fact
that 65 por cent have to stay on tho land to try to feod the
rest

All of those 78 in the Unatod States do not work in
industry IFf you take out of that thirty or forty millions who
are gainfully employed in this country, those on the farms, in

{



the mines digging coal and o1l, in railroad work, in manufacture
and construction work, you still have only 70 per cent of the
pooplc availeble to you., You can soc how vory fow peoplo arc
<vailable in Italy and Russia. In Russia thoey have 175,000,000
peopl.. BEightcon tames 175,000,000 would bo 31,500,000 avarlablo
in industry. We havo threoe times that meny availablu, and that
1s tho thing that pcople overlook, It 15 the simplest trick so
far ns analyzing industrial activity and industrial power 1s
concurned

And that 1s not the only differenceo, there is a vast
difforence in the productivity of tho pcoplo It 1s porfectly
obvious that an Amncrican farmecr produces four timos as much as
o Russian farmsr  Of coursoe, ho doos cat morc. He producas
three times ¢s much as an Ital:an but ho doos not work any harder.
Ho produccs twicc as much as tho Fronch and Gorman farmer. They
have a greator yrold per acro becausc thoy work the land so herd,
th y heve wmproved their soil and 1t should improve with continued
cultivation Hor. in Amcrice we had an 1dca that soil worce out,
but 1t actually boeomos morc productive with succcoding years if
1t 1s taken care of, If you teke the rclativo productivity of a
farm.r in the United Statos and call that 100, then in Gormany
1t 1s somcthing like 55, Francc 50, Italy 35, and Russia 25.

That 18 not limitad to farming, cither. It 1s truo an aindustry
I saw an amizing thing in industry in Buropo and I went into 1t
protty thoroughly thero It ncovor foailod 1 saw Amcricans in
menufacture end thuy accomplishod about four times as much as
the Russians. &nd that does not toll half tho story.

In the matter of food, we could expand our food produc-
tion (normously  What Amorica necds 1s fifty million more pecoplc.
W closod the gates to immigration and the birth rate i1s not in-
crcasing We have such oxtreme nationalism that 1t 1s difficult
to got food into forsign countries and got foroign products hore
so wo can pay for food. A nation has got to sond 1ts goods into
othor countries 2f 1t 1s going to buy from them If 1t produces
gold 1t can scll that, and nations takoe i1t without question. You
don't haive to scll gold, 1t 1s absolutely fixced. It 1s not
quit. fixod in England and Franco has 1t at a franc a grain
Th ro 1s onc country, by the way, that has gradually increasod
1ts gold output during the deprossion - Russia, thoy have slightly
over ono million ounces. They produced faivo and a half millaon
ouncas They can producc ton million ovncos abt five dollars an
ounca That will put Russian credit on i1ts foet. The Germans
hw- some slight hoard of gold. Russia cloancd up the crodat
whicn Gormany had cxbtonded and my undorstandaing is that an 1935
they c¢lernod 1t up by making an agrecment with Germany undcr which
sho allowed the Russians to buy marks. They paid gold into the
Gorman treasury and it was usoed to cancel the marks. With threo
hundr.d and fifty million dollars a year in gold production Russia
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can establaish her credit. There i1s nothing with which you can
pay as promptly as in gold., Do that for a few years and you are
off.

It may well be true that 1f you look back on this
depression you will see that the increase in gold production 1n
Russia will be an outstanding fact. She will buy goods abroad
and largely from the United States. We are the people who have
learned to do things the way Russia wants to do them, We have
taken big berritory and developed 1t into the most magnificent
structure in the world. Russia will buy wherever she can get
aredit, Even now in gold production she 1s next to South
Africa, She can throw labor into the mines and produce what she
wants., France has been in the doldrums for three years and she
w1ll get out of the doldrums 1f she can get her tourist trade
back.

It 1s perfectly clear, the American farmer produces
four times as much as the Russian  In spite of the fact that
Germany 1s the most efficient nation, tho German farmer will not
produce more than half as much as the American It 1s largely
due to the fact that the American worker works with more energy.
If you will go through the figures regarding output as I have
you will find that we have fewsr people working than we had an
1920 We had no 1incroaso in people on the farms and & big in-
crease in the factories, but in 1930 no increase in either,

The output of factories doss not vary with the number of peopls
working there, 1t does not vary with the amount of energy
consumed. The whole problem 1s to find new machinery If you
have any fricends who manufacture in Gormany or England you will
fand that 1s their experierce

Take, for example, the Automatic Electric Company -
thoy manufacture in Livorpool  In spite of the fact that they
pay half the wages they pay in Chicago they have not been able
to manufacture s cheaply The difference 1s in the output
Takc a machine that 1s used for wainding armaturcs - our people
here in the factories run at 7500 revolutions per minuto, in
Liverpool they run at 3500 If you ask a worker over there
whaether he couldn't run 1t at 7500 he will say that he might be
able to now, but hc doosn't xnow whother he could at the age of
60  uayboe that 1s commendabls, but 1t gives you half as much
product per worker

In Italy you have the samc thing. In Russia, of course,
they are all just learning together but her percentage of increass
1s groat.



Speaking of Russia again, poople usod to ask in 1931
"What about Russia?" "ihat about the developmont and compotition
of Russia?' by answor was that if sho could stick to hor five~
yoar program, then havo another, and another, then she would bo
a great boon to tho tredo of the United States. You have heard
nothing about the danger of Russian compobition for tho past
throe or four yoars,

If you should ask from that tablo (on blackboard)
whon Russia will bc as officicnt as Germany I would say "When
shc has tho samo standard of living." A foroignor who looks
at this country wond.rs whero tho doprossion i1s. Our pcople
on rolief have a standard of living as high as that which
Gormans had whon they were fully employod, and far highor than
tho Belgians  Why® Bocausc we had food, the farmors producod 1t.
Bocausc of our productivity.

Russia has cut this figurec down from 82 to 60, untal
sho g ts 1t to 50 she has not got a standard of living as hagh
as Gormany or France. Do you know what 1t would mocan to got that
down tc 50% Sho has one hundrod and oighty million people and
half o them aro on the farms - nineby millions. Thet means she
would have %o reduco the people on the farms to forty millaion,
Fifty million pcople have got to bo moved to citics and towns,
hous.s have got to bo builts Fafty citries like Clevoland havo
got to be burlt. That has got to happen before she nas a standard
of living not ovon cqual to Germany's.

What I havo dono 1s to teke you bchind the scenes and
show you how the thing works., Obviously here is somothing that
cv.rybody understands If you wanl to make yoursclf famous you
can write a book on that. I would, 1f I had the time This
deals with cconomics = not the technique of finance. Thore is
Just & barc chance that we could mako pcople see what kind of a
systom we have had up to 1929 and what kind we havo now. That is
a systom that challenges the world, you could not hit 1t with the
bast gun in the Navy. That is the system wo built up.

Then you would ask "What about natural resourcses?™ The
world did nol bugin in 1921 or 1930 Supposo we go back to 1880
In 1880, instead of having 22 per cent of the people on the land
to foc pcople we had 45 - just what France has today. Well, we
had the ssme natural rosources then and tho land was just as
fortile. 1In 1870 half tho poople worc on tho land  One hundrod
years ago we wore liko Italy 1s today. What has happoned in
that time? Woll, I am from Michigan, my grandfathcr bought a
farm in 1846 when he camo from tho old country and later hc bought
more  When conditions get any worsse thal 1s whore I am goang to
take all my depondonts. On tho farm $50 a month will kcep thom
and they will be omployed to beoat the band I will lot two or
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threo well-seasoned Arymy men come out, too. Out therc now, hat
instead of cutting wheat and tireaing 1t by nand, 1t 1s cut and
bound by machinery I saw that evolubion myself. Thero aro
a great mass of improvoments on tho scientific side - plant and
animal broeding. The Dopartment of Agriculture 1s the most
magnificent service organization in the world. We do more
rosoarch in agriculturc than all the other nations put togothor.
Then I got to Germany T was amazed, yot they are the most offi-
crent nation in the world.

Sinec 1900 wo havo not put any additional people on the
farms I camo home from prop school in 1890 and worked on the farm
1 the summers end taught school in the wanters. During those days
the problem was how to koep the population from starving to death,
Until 1912 nr 1914 averyone was concerned with the scarcity of food
in the world In 1898 the whoet supply was the big problem. That
was solved and now we produce food enough for all with only 22 per
cont of the poople on the land. Some will say that 15 per cont
would foed us  Take one-third out and the others would fill the
gap., It 1s nol due to natural resources, 2t 1s duc to the fact
that we have had continuous technological improvercnt, therae has
boen conbtinual chenga.

I was cconomic advisor for tne automobile industry. That
1s ong of the fow porfoctly competitive industrios alive. If you
have a successful car you makc an enormous profit. One of tho
factors 1s that Mr Ford has « unique organization and keops 1t
competitive., Look at the rapidity of thoir changes, how they reduce
prices Thoy have reachod thoe pro-doprossion level of output We
have gone to work and accomplished mere and more by way of invention
and improvement  Thora 1s a good book to be written on the pattorn
of progross,.

In 1900 we had in the United States a larger percontage
of people 1n agraiculturc than we have now. If we had today the same
number of people on the farms that we had in 1900 we would have
5,700,000 peoplc on farms  Now 5,500,000 aro in the automobilo
industry  That means not only pcople who make parts, ctec , but
people who soll thom and build roads and maintain thom, who sell
gasoline and 011l  Altogethor thore arc just about five and a half
million of thom in that industry today  Thoso poople have built a
compleotely now industry and they did not do 1t by discovering a new
natural rcsource, they buirlt 1t out of their minds  We have the
whole automobile industry as a dividend. That is the pattorn of
progress. Tho working hours have bcen shortuned from 10 to 8 for
five days 2 woek  That i1s the way progross works Europc still
thinks 1f you want something you have got to find someone to take 1t
away from. If you want fo be rich and comfortable, produce what you
want  We have beaten the world in that, we are i1mmeasurably in
advance of the others in matorial and power for national defense.
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If we over come to competing with those people, God holp thom!
As soon as W. have more ships and ailrplancs nobody can touch us.
In the matter of theo distribution of occonomic power we arc by
far tho leadors of the world,

It will takc Russia forty years to get anywhere - sho
ecan't do 1t short of two generations. Training artisans 1s a slow
pi-cc of business.

I have lried to give you a picturc of the pattern of
piogr.ss  We wero not always thus. One hundroed ysars ago Britain
had one hundred and fifty million peoplo and we had fourtcen
miilion. Sho 1s no longer supieme. We havo economic powor and no
cnd of 1t. [f we cvor got into a crisis wo will use 1t on a scale
never drcamod of beforo, and we can do it

~=000=--

Q = What about Japan in tnat table?

L = sbout 70 to 72 per cent seem enough to foed them,
docidcdly highcer than Russia and not quito as good as Italy. Thoair
low standard of living has a lot to do with at. That i1s one of
their problems s

Q = Supposc wo should continue that 22 per cunt down to
12 per cent? Would that mean progross? Could we attribute that
to progress or more to unemployment? Would a2t mean certain scientific
progross but political instabilaty?

A - It certainly moans economic progress in the sonse that
you hav: ability to producc a lot of goods As to the unomployed -
that figureo i1s largo, espocially an the height of the dopression.
That raiscs an catirely dafforent problem but 1t does not alter at
2ll your productive capacity and tho moment you get into war the
unemployment vanishes and thae Government s%eps in and puts them to
work., From your standpoint 1t is not thoe problem I used the
oxpression "cconomic change.® T did that becausc I expaected to be
askod this kind of a quostion  Tho darkost spot in industrial
ceonomic seicnco 1s tho problem of unemploymont, It 1s not peculiar
to us by any mcans, England and Germany havo both had 1t for yoars,
but tho amplication that 1t as dus to the fact that thore arc rola-
tively fow pcople on the farms doos not stend cxamination  This is
not tho first poriod of uremploymont -~ not the first industrial
depression.  Wo had ono in tho '90's that was sorious but you are too
young to understand that, Vory fow poople romember 1%, 1t 1s one of
the tragodies. It found a genoration unproparcd. Thgroe had been
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nne from 1871 to 1879 but thosc people wore more propered for it. H
Pcoplo almost univorsally folt that the 1907 banking panic would
bo followcd by a long dupression. It was nots The important
thing for you 1s power, in times of war unomploymont disappoars.
when the N.R.!. was getting under way a bright chap said "Thoy
ary going to try the ¥ R4  to sco 1f that will raise priccs, and
1f that dnosn't work theoy will try anflation, and if that docsn't
work thoy will try war." You put poople to work in war. I wrotoe
a book oncc callod "Profits, Wagos and Pricos. "™ It 1s now out of
print It was about profiteoraing and I called the first chaptor
"The Curse of Pooce," I dad that because a studont of mine had
riddon me about thoe thinge That chapbor msde thoe book so far as
tho publie was concornod. The thing that had struck me was that
horc was a doprossion and overybody said wagos would have to be
cut and theo standard of living reduced, and I said that 1s was
propostorous for us to wasto $25,000,000 on a war. Thosc things
confuscd me at that time just as thoy have confused you in this
doprossion. As you thought 1t ovor you bocame a socialist, Well,
I joincd tho socialist party and votod socialist. I aven paid
ducs to tho socialist local, not because I was radical but becauso
tho whole thing looked ubtorly oconfusing. So I know just how
peoplo of bobweon 25 and 40 felt at thas timo,

It 1s truc that we had unemploymont as scverely hore in
the 70's whon 50% of the pooplc were on the land. Thorae was a popular
1dea that unomploymont was causod by machinery. I ronombor my
matorral grandfathcor onc Now Yoarts Bva. de said "It is perfuctly
obvious why thoy arc unomploycd. Thore was a tamo when I had ten
acrcs of whest and hirod five mon to oradle 1t and they did 1t in two
days. WNow (this was in 1896) thoy start in the morning and two mon
cut 1t 1n & day." Ho had 1t all roasoncd out. So far as I can seo
1t has ~othing to do with the cofficiency of industry. I remembor
onc winter in Chicago when they openoed thoe churchos the whole wanteor
and men ¢amc 1n - hundrods of thom ovory naight - and slcpt o1 the
floor, If you want %o got a picturc of the 90's, got a book called
"If Christ camc to Chicago"™ by Stecad It 1s a flamboyant title but
givos you the picture

What 1sthe causc? I wish I know, tho bost conclusion to
which I have come (and let mc say that my 1gnorancc 1s not duc to
lack of knowledge of tho busincss cycle thoory because I have taught
that subjoot) 1s that thoso dopressions arc not businoss cycles 1in
the sense¢ 1n which we usod to talk about them in tho toxbt books before
1929 - things that Wosley Mitchell wrote about  Those wore shorter
lived, such as that of 1921, although at that time pcoplc bolioved 1t
was going to be a five ycar doprossion  The ono in 1923-24 was pretby
sharp Wo w1ll have such a deprussion in 1937, some will say 1t 1s
bocauso we dad not pass such and such a law, ote, That will be a manor
onc, a8 I sce 1t Tho bost hypothosis 1s that these long doprossions
ere pretty much caused by all cconomic changes that occour in the

-1l=



industrial structurc wrich changes arc attho bottom of this
progr.ss, Fifty yoars ago the U. S. roguired 45 pcople to
food 100 familieos, we got that down to 22 by all thesc ehanges
in agriculture. The same thing applies to the automobilo,

The first car sold for $1200 ond tho fellow who made 1t got
$560 a yoar  Today they soll for $700 and the workers got
£1400 or $1500 a yoar,

Those oconomic changos arc absolutely necessary to
Progross You can't have progress without (conomic change.
I think all of thesc research organizations are going to begin
studying cconomic change Wo arc now going through a poriod of
chango and you have time onough to watch 1t and seco 1f 1t 1s
going to be important and what disturbances it will braing.

Take rayon - that i1s beoginning to be a large industry,
Do you romombor whon the fairst patont was appliod for? Well, thoey
celebrated theoir fiftioth annivorsary of the filing of the patent
in France just a short timoc ago. Ittakes a good many years to
get these things going. Ve have got to study change, we have
got to know something about tho effcct of the laws of supply
upon change  Take tho case of the eloctrical industries - the
telegraph, tclophone and cloctrical powor. What was the latest?
The stroot railway in 1887 opened in Richmond, Va That wes a
most convenient instrumont for the urban dwelloer and by 1922 1t
was larger than the t.lephono, telegraph, and clcctric light and
power put togothor In the doprossion of 1908 theo carnings of
the olcetrie strect railways were not touched, they were a de-
prossion-proof industry - an industry in which you could pubt your
moncy  Now look at 1t, it has gone It never really trained but
onc generation of motormen. The industry has disappeared but 1t
was not big enough i1n volumo to daisturb thangs too much.

The automobilo andustry has done various other things.
It has had a torrific effcet on land valucs - on thoseo old prop-
orties on F and G Strects, for instance. The automobile carries
peoplo out. Look whorce your buildang occurs ~ 1t 1s out four or
fave or cight or ton malces e aro all going to be country gon-
tleomen, wo aro going out into the country at night. Now that we
are coming to a five day weck 1t becomes neccssary. Anyway, we
can't have a six day weck beceause you can't get your investment
out of your car that way. Wo arc going to have a tromendous
building boom due to advanco and change  Change 1s a marvelous
thing but 1t 1s apt to destroy old values. The oponing up of
our amcrican farms in the wost 1n the 60's and 70's dostroyed
Englzsh agriculturc, 1t was cut in hnlf.

Coming back to tho rayon industry a fow yoars ago I
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was down in Bristol, Tonnossoc. I know a chap down thero
who 18 a salesman. Ho could talk you into helping shingle
the chickon coop and make you like 1t. I went thoro to
d~liver one locturc and bofore I got through I was booked
for five. Thcy aro makang plastics, telephones and rayon.
They have built a marveolous industry and this chap asked mo
how 1 thoughtthe Japancso likod 1t Woll, over ain Japan
thoy had tho 1dea of a silk pool to holp thoe farmer. Aftor
the wer thoy had e prico on silk of $10 a pound and thon 1t
wont to $6 and thon $5. ™Whon 1t got bulow that they had o
prol and bought silk fromthe farmers ot a fixod price  They
d1d not have onough money to do 1t so tho banks loanod tho
Imp-rial Japanesc Silk Company monoy and the Government
guarantood the bunks against losscs That was . btight pool.
Thoy bought 15 million pounds of silk botween 1929 and 1932
at an average of $4 a pound. Finally they had to give 1t up,
thoy huad worked off 1 million pounds and sold 14 million pounds
in Now York for $1.15. Tho rayon pooplu boat them to their
knces, I don't belicve you can hold real silk at much moro
than twice the price of rayon.

You dostroy an onormous number of values, you im-
prove o houso with automatic neating, ete., and 1t 1s fino,
but 1t r 1ses Ned with the old houses., Going out from tho
citics you destroy & lot of reoel cstotec valuos and the dis-
turbances you got due to changu are rapidly felt,

Take the mattor of crodit. In 1929 we had gotton
to an over-oxpansion »f crodit. We arce now back to $50,000,000,000.
Beforc the wnd of 1937 1t 1s my prediction that the volumes of
bank c¢redit will be oxactly $55,000,000,000. Then we will havo
a big building boom, Mr. Ecclos has some now 1doas about credit
and he 1s nst going %o stop beforc he usos 1t for the benefit
of the publice Wo will have o boom like you never saw before, 1t
will robuild citios to suit tho needs of a motorized population
Buropran towns were built for push corts

We will have $75,000,000,000 credit expansion in 1950.
I havo told you quite frankly wherc I think you have got to look
for the cause of the deopression. I hope the rosearch organiza-
tions will got togethor waith this Army Industraal Collc ge and
study ¢ hango. You people noed t o study 1t very much, you must
bo intimat ly concerned with all tochnological duvelopment.
Thosc orgenizations may come to be one of the Sourses of infor-
mation <bout cconmmic change. No onc can dony thet we know too
little about changes yet they arc the priaciple cause of the
dopression  You may have to econtrol somo »f thom  That may beo
the answer to th:t wholo quostion.
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Q = What do you think about the prospect of real
inflation i1n this country?

A - That means one of two things to me -~ inflation
like we had in Germany, which 1s not progress, 1is ore. No
nation as nearly self~contained as we are will have to do that,
we owe 1othing abroad and we don't have to import goods and
make payments abroad like Germany was required to do. That
danger of a leng disastrous inflation is removed. A far step
from the German inflation was the French inflation. In the
winter of 1935-26 people thought the franc was going to go
down to nething., I found one man - Julius Hirsch, an able
gconomist - who said the frane would stabilize at not less
than 3 cents., TFrance had no compulsion to make large payments
outside the country but she did ruin her credit in the course of
accomplishing her reconstruction and she paid for all work
with bonds  Her currency fell from 20 cents to 4, 1t went
down momentarily to 2. That would mean that the dollar would
go from 25 8 to 5 grains., We don't expest anything like that
Je wre going to have a big rise in prices. A friend of mine
thinks our prieo levels will double, he does not know when,
but 1t i1s possible with the amount of gold we have =~
$10,350,000,000 Gold 1s st1ll flowing an  All this talk
about gold flowing in =~ that 1s hog-wash., The National City
Bank published a good piece last month on that subject. Where
we used to produce 450 million dollars before the war, now we
are producing over & billion, and China has started de-hoard-
ing gold The whole billion dellars goes into monetary uses.
Besides that, there are two billions of dollars in gold hoarded
1n Europe. If you had great industrial expansion in the world =~
a great cra  of peace and prosperity, 1t maight carry prices up
to where they would be twice the level of 1933. I don't expect
to see 31%. I put myself on record some three or four months
ago to the effect that we would have very little rise in commo-
d1ty prices during thi s period of revivael. I consider we are
in 2 poriod of revival snd 1t will continue for another ysar and
until that index of industrial production runs back to the level
of 1929 In 1926 1t was 1189, which means 119 as compared with
1923 or 1925. fWhen these revivals come you run up to the peak
reached in tho previous boom, and I think there i1s where we are
headed now and 1t 1s my firmly fixed opinion that 1t would not
be unlikely for us to heve a 10% rise in prices. Just for the
moment commodity prices have been sloughing off and I don't
think we will have much rise thers The stock market will have
guite a drop and duraing that prices won't rise  After that we
should get a gradual rise and I think that might carry the whole-
salc index price up 50% That shruld be & big expansion as I
sce 1t,
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Let me tell you what happenced after the 90's, I%
took 32 years to makc this depression, we did not have unemploy-
moent for %2 ycars., After 1896, where we had a steady decline in
prices from 1873 to 1896, that index advanced 50% up to 1910
Wo had then what we have now, a deflated price level, an increas-
ing gold supply (for 100 yoars up to 1898 1t was 14 million
dollars a year, thon ceme thc Alaska and California discoveries
and by 1915 1t was 475 million). Prices durnng that went from
tho bottom to an average of 50%. Pricos of farm products roso
80% It ruined tho woestorn farmer though ferm prices doubled
I should say that a 50% incroasc would bo as much as I can soe.
If wo should got a small depression in 1937-38 and we initiatod
a2 lot of ncw oxperiombns and expanded crcdart and imposed codes
which would make wagos risc, 1t might run boyond that. We have
not got the makings of a groat inflation, the fundamental sit-
uvation 1s our groeat sclf-sufficiency and lack of dcbts abroad.
Bverybody 1s surpriscd that we have not had a greator rise than
we have had, wo dovalued the dollar from 100 ccnts to 59 but
what happencd? Prices had already gone from 60 to 70 and 70 to
80. It was a shock to cconomists just as mush as 1t was to
Prosident Rooscovelt., I think the fact of the matter i1s that we
Just haven't got theo makings of inflation but that does not moan
that wo cannot commit eonough political indiserctions to forec it.
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