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INTErnATIONAL DISTRIBUTION OF ECONOMIC POWER 

I oftentmmes wonder why anyone wants to hear an 
econommst talk after what has happened durlng the past fmve 
years The other nmght I was addressmng the banklng assocla- 
tmon up mn New Hampshlre and I samd that to Colonel Brmdges. 
He sald he supposed it was illustrated best by what happened 
to a frlend of hls the other nlght. He was commng home from 
hms club and as he approached hls house he saw a man down 
on hls knees on the lawn apparently looklng for somethlng in 

the grass. He stopped the man and asked hlm If he had lost 
somethlng. The man sal£ "Yes, I lost my watch." Well they 
both got down and looked but they dld not fmnd the watch 
but the frmend soon d~scovered that the man was somewhat the 
worse for dr~nk. So he samd "Now let's organmze th~s search. 
You try to remember somewhere near where you dropped the ~vatch 
and we wmll work ~n c~rcles from that point." "Well," sa~d the 
man, "I dropped mt across the street about half a block down." 
"Then why a~e you look~ng here for mt~" asked the friend. 
"Well, ~ samd the man, "thms ms the only place where there ms any 
l~ght " 

That probably explalns where we economlsts flt In, we 
may not know the solutlons to your problems but we do know where 
the llght ms. We know where you have to look and that is more 
than some others know In these days. One of the places In whlch 
we have to look for lllumlnatmon in these economme problems is 

exactly thls fleld in whmch you are mnterested thls mornmng. 
Z~at about the relatlve economlc strength of natlons~ You, 
bemng charged ~mth the defense of the commonwealth have got to 
be informed on that You are interested In peace at home. I 
thmnk the Government m~ght well have availed itself of your 
servmcos mnmany pcmnts of buslness revmval, but that ms seldom 
done. ThG confllcts zn whlch you come to the rescue are confllcts 
between natlons and mn these days of great armmes and great con- 
sumptmon of materlal, the qucstlons of the economlc power of these 
countrmos must be matters of most Intlmate moment to you 

Take the questlon of the Navy. Just what can the world 
do to us in the matter of naval power ~ Fortunately we speak 
Engllsh and Great Brltaln speaks Engllsh With thatbond of 
unlon - the common bond behlnd us - I thlnk no one can say that 
Great Brltaln and the Unlted States do not have economlc power 
enough to llck the whole world in the matter of shlps. Like all 
amateurs I am tolllng you hew it can b~ done, but it is a question 
of who%her we can do It wlthout burdenlng ourselves too much. 



As far as oconomlcs ~s concerned, there ~s no question at all 
about bolng able to do ~t. 

You are mntorested now mn goods and servmces - In thlngs. 
One of the great dlfflcultles In all econommc though% and one of 
the thlngs that has led us into thls morass, Is that we are con- 
tlnually losxng ourselves mn the Intr~cac~es of fmnancmal technique. 
That ~s a moutk-flll~ng sentence but a good one It ms not 
original w~th me. We lose ourselves ~n the mntrmcacmes of 
flnanc~al tochnmque. If you go to a d~rector's meeting the moment 
somebody says "mnflat~on" some one else says "What ~s mnflatlon ~'' 
and they are off They argue for the rest of the day and fmnally 
they pass a few motions and adjourn. Anything sald ~llum~nates 
the sub,oct very l~ttle, mt ~s a d~ff~cult problem and the ordmnary 
man does not understand mr. "Credmt mnflatmon," "credmt expansmon" - 
most of mt ~s 3ust talk an whlch people are wandering around 
havmng lost themselves mn the ~ntrmcac~os of technmque. 

We are not gomng to got anywhere In the matter of 
economlcs at all untll we get away from that kmnd of thlng. 
Untll wc concern ourselves wmth fundamental economlc problems 
we won't get an~here the problem of the capaclty of this harmon 
and other natlons, thelr ablllty to produce those thlngs whlch are 
scarce in the world, thlngs you want. In deallng wlth qucstlons 
of soclal problems you want plenty of thlngs - food, olothlng, 
books, musmc, so that the great mass of the people can have a 
hlgher standard of llvlng. 

You are deallng wlth natlonal defense. You have got 
to know what you have got and how to use it, what the supply Is 
and how abundant You are deallng wlth thlngs that are scarce, 
that Is your economlc problem A good way of puttlng that home 
to a less Intelllgent group is to remlnd them that It Is not a 
new problem but an old one, and to drlve it home by telllng 
them that the flrst suppllcatlon in the Lord's Prayer is an 
eeonomac one "Our Father, ~A~o art an Heaven, hallowed by Thy 
name Thy will be done -" You have asked for nothlng yet, at 
is 3ust a sales talk. Any chent comlng in and asklng for a 
loan would do that. Having sald that, however, then comes the 
flrst supplleatlon "Gmvo us thls day our dally bread." For 
19OO years that has gone on and the world ms not through yet 
wlth that slmplc economlc request for the fundamental thlng 
that is scarce. 

When you are comparlng power - the Internatlonal dls- 
trlbutlon of economic power - you ask yourself slmply how the 
ab111ty to produce goods Is dlstrlbutod among the varlous natlons. 
If you want to get a more dramatlc tltle you can say "How rlch 
is Europe'" That has some flght and some sex appeal. "How rlch 
Is England, and France, and Germany, and Japan~" Five years ago 
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when I got through wlth some of my notaons to illustrate 
internataonal power, some chap plped up and samd "~qat about 
Japan ~'' That was long before th~ publac press got on the subject. 
That ~s a problo~a. When a natmon has a great amount of products 
of all kmnds then at ms effectmve on the econommc s~de. That 
~s fundamental - what as their capacity to produce goods~ 

You can get some books on the natmonal income. I have 
done a great deal of work on that. Some years ago I was called 
to th~ Treasury and we planned the war taxes, and we planned 
them well. We had to. If you are flghtlng a war you need taxes 
and heavy taxes. Secretary McAdoo felt that the war was golng 
to last another year (that was an April, 1918) and that we ought 
to cover about onc-tRlrd of the cost by taxes, He sald we would 
probably spend about twenty-flvo balllon dollars that year and 
about elght of It should be ralsed by taxes. The task asslgned 
was the very slmple one of workang out a plan of taxes that would 
not cause too much squawkmng. Wo had a desk and a stenographer - 
that was all. Well, we made at, but I have never made a tax that 
was popular. That as Dust as amposslble as mt ms to be an love 
and act wlsely I have never made a tax plan that dld not false 
money That Is Important, especmally when the Army as at the 
front and it ms very dlffmcult when you are not a rlch natlon. 

Coming back to my sub]oct - How do w~ compare wlth 
these other natlons¢ The Bureau of Nataonal Economac Research 
started wmth that task and we have allumlnated that a good bmt, 
but at does not help you very much because the purchaslng power 
Is dlfferent and we have not too well standardmzod methods of 
computmn~ it We need some more dlrect approach to the subject. 
I learned that an Europe by lmstenlng to the French and Brltmsh 
debatG as to whach had to pay the heavler taxes. You have got 
to have a mere smmple and dlroct way of attack that shows you 
the thlngs that every man knows. When you talk about food, and 
houses, and cotton, he knows what you are talkmng about. I 
thlnk that is one of the reasons we have so very much uninformed 
talk, so llttle illumlnatmon. I don't mean in Congress - among 
intolllgent people all the tnne. 

Suppose you had the task of decldlng on the oconomlc 
power of the Unlted States, ~rance, Germany, Italy, and Russaa. 
How would you go about it~ Well, you would probably salute, 
curse the boss, and go ahead But how would you go about It ~ If 
you had that job - and you wall have at o ask yourself flrst of 
all BRat proportlon of thear labor power as absorbed an provldang 
them wlth food and wlth the elementary textalo flbors llko cotton, 
wool, and flax. You have got to have food and clothang and some 
houslng to lave. However, the housang as not consumed. That is 
durable goods. A house may be fafty or seventy years old and 
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still be a good house. But the thang that you consume currently 
is the problem ~o are the people who produce food and who are 
the people ~ho produce ~lothlng~ That as the place in whach to 
start It is only after you have that bohand you that y~u have 
a~ybody loft to produce the roSto Take the Census or Commerce 
yearbook for forclgn countrlos. Keep I% at hand and always an 
your l~brary, ~nd got a new one every four or fave years. In 
that you wall fand two pages an ~hmch are shown people by the 
different countraos arranged by occupation. Farst and foremost 
are those an agraculture, then manang, then manufacture, and 
trade The thang that amazes you when you look at that ~s the 
dafferenco an those various countries ~n that respect. 

If you start wath the Unlted States you will flnd 
that ~n 1930 we had 2B per cent of the people on the 18nd. Assum- 
ang that there are the same number of workers in every family, 
there are 22 out of every 100 fam111os on the land. "Give us 
thls day our dally broad." After nlnetoen hundred years H~s 
h~art softened and He sald "Well I will plck out one country 
and glv~ It a surplus of food and see what happens." Agrlculture 
boc~me efflca~nt enough an the Unlted States to supply every- 
body and enough loft over to pay for amports of cotton and tea, 
toxtlle amports, and wlth a surplus loft over. ~ereupon 
Congress immcdlately approprlatod slx hundred mallaon dollars in 
order to see If they couldn't stop at. 

That Is not economlcs or anythlng else, that is 
insqnlty. ~on I was out in Iowa they asked me about all these 
agricultural schemes. I sald they wore all schemes for taxlng 
the consumer in order to get money wlth whlch to brlbo producers 
so they w~ll produce loss so the consumer will have to pay more, 
schemes to tax the consumer in order to get money to brlbe 
producers so the consumer will have to pay more. I sald that 
what I thought about that could best be Illustrated by the story 
of s frlcnd of mlno who was drlvlng along a road in Mlchlgan, 
whore they have an mnsano asylum. They have a blg yellow wall 
around it and a chap was on the outslde palntlng the wall 
wlthout any paant on has brush My fraend stopped and watched 
ham for a while and sald "Good mornang. What are you dolng - 
palntlng ~" The chap saad "You thlnk I am crazy don't you~ 
~oll, I know what I am doang. I'm not crazy - my family rail- 
roaded me an hero. In 1929 I thought the stock market was 
goang to fall off and I sold my stocks and bonds and house and 
put all my money in the bank. Then in 1951 when Eugland went 
off the gold standard I went to the bank and asked for gold. 
Then I went homo where I was born, bought ten acres and llved 
there. I took the gold and went to a tree, marked off 17 paces 
south and 22 paces west and buraod the gold Ighen I get out of 
hero I am goang back and dlg at up and llve comfortably." My 
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frmend samd "Do you thmnk you can fmnd mtg" The man samd "Oh yes" C~ 
and made a map showmng 3ust where it was. My frmend sa~d "I'll see 
you later" and drove on Later that day my frmend went back agaln 
and the man was stmll pamntmng, so he sald "I thmnk you are the 
bmggest llar 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." "All rmght," samd the man, 
"Dust got yourself a brush." 

That ms what the economlst thlnks about schemes for taxmng 
the consumer 

In 1830 we had 22 fam111es on the land Germany has 81 
per cent llvlng on the farms and they can't false enough. They 
scn~ out manufactures to pay for the mmports - whmch makes 40. In 
France they are very self-sustalnmng and thought they would save 
themselves from the dopressmon. They have A5 per cent of themr 
people spondlng thomr tlme trylng to f~ed thu rest Italy has 
85 per cent and they don't food them v~ry well at that In Russma 
they have 82 per cent° 

That ms the fmrst thlng you want to know When you know 
that you know a lot about the mnternatmonal dmstrmbutmon of economlc 
power ° 

Thus, 22 people in the Unlted States do exactly the same 
thlng that 40 do mn France, 45 mn Italy They feed 100 famllmos. 
We are ±he hmghost consumors of food, that ms, mf you assume that 
these 22 Amor~can fammhes oat as much as 82 Russman fammlmos or 
45 French fam!Imos 0no Am~rlcan farmer can produce twlco as 
much as a Russman. l~at they produce ms enough to feed lO0 
famllmos and provmde the textmlo flbors. That ms a slmplc trmck 
You can walk into any corpora%men manager's offlce and he will 
lot you stay If you start talkmng about thls He can understand 
that. 

~ftor you take these 22 people and put them to farmlng, 
the rest are available for other thlngs mlnlng, produetlon of yaw 
matorlals, haullng that materlal by truck or railroad, transpor- 
tlng the flnlshcd product to the place It Is to be consumed, or, 
If it !s bulldlng materlal, to the place of Qroctlon - all those 
people are available In the Unlted States 78 arc available out 
of every lO0 workers, in Germany only 60, in France 55, In Italy 
35, and in Russla 18 There it Is and you can't alter the fact 
that 65 per cent have to stay on the land to try to feed the 
rest 

All of those 78 In the Unltcd States do not work in 
Industry If you take out of that th!rty or forty mllllons who 
are galnfully employed In thls country, those on the farms, in 
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the mmncs dlggmng coal and o31, ~n ramlroad work, mn manufacture 
and construction work, you stmll have only 70 per cent of the 
people avamlsble to you° You can see how very few people are 
~vamlablo mn Italy and Russma. In Russma they have 175,000,000 
peopl~. Eighteen tlmos 175,000,000 would be 31,~00,000 available 
mn mndustry. We have three %mmos that m~ny avamlabl~, and that 
ms the thmng that people overlook. It ms the smmplest trmek so 
far as analyzmng mndustrmal actmvmty and mndustr~al power ms 
tOne,riled 

And that ms not the only difference, there ms a vast 
dlfferoncc mn the product]vmty ef the pGoplo It ms polfectly 
obvmous that an Amermcan farmer produces four tmmos as much as 
a Rus~man farmer Of course, he does eat more. He produces 
three tmmos ss much as an Italman but he does not work any harder. 
He produces twmce ms much as the French and German farmer. They 
have a greater ymeld per acre because they work the land so h~rd, 
th ~ h~v~ mmprovcd thcmr soml and mt should improve wmth contmnued 
cu!tmvatmon Hero mn Amermca we had an mdea that soml wore out, 
but mt actually becomes more productmve wmth succeodmng years If 
it is taken care of. If you tske the relatmve productmvmty of a 
farmer mn the Unmtod 8rates and call that lO0, then mn Germany 
mt ms som~thmng lmko 55, France 80, Italy 85, and Russla 25. 
That Is not hmmtod to farmmng, omthor. It ms true mn mndustry 
I saw an am~zlng thlng mn mndustry mn Europe and I went mnto mt 
pretty thoroughly there It never fsmled I saw Amcrmcans mn 
manufacture end thcy accomplmshed about four tlmes as much as 
the ~ss~anSo ~nd that does not tell half the story. 

In the matter of food, we could expand our food produc- 
tlon ~normously ~at Amorlca needs Is flfty mllllon more people. 
~r closed the gates to imm~gratlon and the blrth rate is not in- 
crcaslng Wo have such extreme natmonallsm that mt is dmffmcult 
to got food Into foremgn countrles and got foremgn products here 
so w~ can pay for food. A natmou has got to send mrs ~oods into 
other countrmos ~f mt is golng to buy from them If It produces 
gold it can sell that, and natmons take mt wmthout questlon. You 
don't h~vo to soll gold, It ms absolutely fmxcd. It Is not 
qult~ fmxed mn England and France has mt at a franc a graln 
Th re ms one country, by the way, that has gradually increased 
its gold output durlng the deprossmon - Russma, they have slmghtly 
over one mmllmon ounces. They produced fmvo and a half mlllmon 
ounces They can produce ten mmlhon ounces at flve dollars an 
ounce That wmll put Russman credmt on mrs feet° The Germans 
h~v ~ so~ slmght hoard of gold. Russla cleaned up the credlt 
whlca Germany had extended and my undorstandmng ms that mn 1935 
they cl~nod mt up by makmng an agreement wmth Germany under whlch 
she allowed the Russmans to buy marks. They pald gold mnto the 
German treasury and mt was used to cancel the marks. Wmth three 
hundred and fmfty mmlllon dollars a year mn gold productmon Russma 
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can establmsh her credit. There ms nothmng w~th whmch you can 
pay as promptly as mn gold. Do that for a few years and you are 
off. 

It may well be true that if you look back on thls 
depresslon you will see that the increase in gold productlon in 
Russma w~ll be an outstanding fact. She w~ll buy goods abroad 
and largely from the United States. We are the people who have 
learned to do th~ngs the way Russma wants to do them. We have 
taken bmg terrmtory and developed ~t mute the most magn~fmcent 
structure ~n the world. Russia w~ll buy wherever she can get 
credmt. Even now mn gold productmon she ~s next to South 
Afrmea. She can throw labor mute the mmnes and produce what she 
wants. France has been ~n the doldrums for three years and she 
wmll get out of the doldrums ~f she can get her tourist trade 
back. 

It is perfectly clear, the American farmer produces 
four t~mes as much as the Russlan In splte of the fact that 
Germany is the most efflelent natlon, the German farmer will not 
produce more than half as much as the Amerlcan It ms largely 

due to the fact that the Amerlcan worker works wl~h more energy° 
If you will go through the f~gures regardlng output as I have 
you will flnd that we have fewer people worklng than we had in 
1920 ~e had no increase in people on the farms and a blg In- 
crease In the factorlos, but in 1930 no Increase In elthor. 
The output of factorles doe° not vary wlth the number of people 
worklng there, it does not vary wlth the amount of energy 
consumed. Tho whole problem is %o flnd new machlnery If you 
have any frlonds who manufacture In Germany or England you w111 
flnd that is thelr experle~ce 

Take, for example, the Automatlc Electrle Company - 
they manufacture in Liverpool In splte of the fact that they 
pay half the ~ages they pay in Chlcago they have not been able 
to manufacture ss cheaply The dlfference is In the output 
Take a machlne that Is used for wlndlng armatures - our people 
hero In the factorles run at 7500 revolutlons per m!nute, in 
Liverpool they run at 3500 If you ask a worker over there 
wh~th~r he couldn't run it at 7500 he will say that he mlght be 
able to now, but he doesn't F~ow whether he could at the age of 
60 ~aybe that is commendable, but it g!ves you half as much 
product per worker 

In Italy you have the same thmng. In Russla, of course, 
they are all just learnlng together but her percentage of increase 
is groat. 

~ v~ ~. 
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Speakmng of Russia agamn, people used to ask mn 1931 
"~%st about Russxa ~" "What about the development and compotmtxon 
of Russ~a~" ~,y answer was that mf she could stmck to her fmve- 
year program, then have another, and another, then she would be 
a groat boon to the trade of the United States. You have heard 
nothmng about the danger of Russian compet~tmou for the past 
three or four years° 

If you should ask Item that table (on blackboard) 
when Russia wmll b< as efficient as Germany I would say "When 
she has the same standard of lmv~ng." A foromgnor who looks 
at th~s country wondors where the depression ms. Our people 
on relief have a standard of l~v~ng as h~gh as that which 
Germans h~d ~on they were fully omployod, and far h~ghor than 
the Belgians Why~ Because we had food, the farmers produced mr. 
Because of our productivity. 

Russ!a has cut thls flguro down from 82 to 60, untll 
she g ts ~t to 50 ~he has not got a standard of llvlng as hlgh 
as Germany or France. Do you know what It would moa~ to got that 
down to 50~ She has one hundred and elghty mllllon people and 
half of them are on the farms - nlnety m1111ons. That moans she 
would havo to reduce the people on the farms to forty mlll~on. 
F~fty m~lhon people have got to be moved to c~t~os and towns, 
houses have got to be built. F~fty c~t~es l~ke Cleveland have 
got to be built. That has got to happen before she has a standard 
of l~v~ng not oven equal to Germany's. 

~at I have done Is to tske you behlnd the scenes and 
show you how the thlng works. 0bvlously hero is somoth!ng that 
cv~rybody understands If you ~aut to make yourself famous you 
can wrlto a book on that. I would, if I had the tlmo Thzs 
deals wlth oconomlcs - not the technlquo of flnance. There is 
just ~ bare chance that we could make people see what klnd of a 
system we have had up to 1929 and what kmnd we have now° That is 
a system that challGnges the world, you could not hlt it wlth the 
bo~t gun in the Navy. That is the system we built up. 

Then you would ask "~at about natural resources ~'' The 
~orld dld not bogln In 1921 or 1930 Suppose we go back to 1880 
In 1880, inste~d of havlng 22 per cent of the people on the land 
to foe people we had 45 - just ~hat France has today. Well, we 
had the some uatural resources thou and the land ~as 3ust as 
fertile. In 1870 half the people wore on the land One hundred 
years ego wc wore l~ke Italy is today. ~at has happened In 
that t±mo e Well, I am from N1chlgan, my grandfather bought a 
farm in 1846 when he came from the old country and later he bought 
more ~on condltlons got any worse that is whore I am golng to 
take all my dependents. On the farm$50 a month w111 keep them 
and they will be employed to boat the band I will let two or 
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throe ~ell-soasoned Army men come out, too. Out there now, 
instead of cuttmng wheat and tlemng mt by hand, it ms cut and 
bound by machlnory I saw that evolutlon myself. There are 
a great mass of improvements on the scmentlfmc smde - plant and 
anmmal breedmng. The Department of Agrlculture ms the most 
magnmflcent sorvmce organlzatlon in the world. We do more 
research mn agrlculturo than all the other natlons put together° 
]~en I got to Germany I was amazed, yet thay are the most effl- 
cmcnt natmon zn the world. 

Smnco 1900 we have not put any addmtmonal people on the 
farms I came homo from prep school mn 1890 and worked on the farm 
mn the summers end taught school mn the wluterso Durmng those days 
the problem was ho~ to keep the population from starvmng to death. 
Untml 1912 or 1914 everyone was concerned w!th the scarcmty of food 
In the world In 1898 the whost supply was the blg problem. That 
was solved and now we produce food enough for all wlth only 22 per 
cent of the people on the land. Some will say that 15 per cent 
would feed us Take ouo-thlrd out and the others would fmll the 
gap. It ms not due to natural resources, mt ms due to the fact 
that wc have had contmnuous tochnologmcal mmprove~ont, there has 
boon contlnual change. 

I was economlc advlser for tno automobmle mndustry. That 
ms one of the few perfectly eompetltmvo industrlos almve. If you 
have a successful car you make an enormous proflto One of the 
factors Is that Mr Ford has a unlquo organlzatlon and keeps mt 
eompetmt]Veo Lo~k at the rapmdlty of their changes, how they reduce 
prmces They have roached th~ pro-depression level of output We 
have gone to ~ork and accompllshed more and more by way of mnventmon 
and mmprovement There ms a good book to be wrmtten on the pattern 
of progress° 

In 1900 w e  had In the Unltod States a larger percentage 
of peoplo In a~rlculture 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 people on farms Now 5,500,000 are in the automobile 
industry That means not only people who make parts, etc , but 
people who sell them and build roads and malntaln them, who sell 
gasoline and ell Altogether there are just about flve and a half 
m1111on of them in that industry today Those people havo built a 
completely no~ industry and they dld not do it by dlseoverlng a new 
natural resource, they built mt out of thclr mlnds We have the 
whole automobile industry as a dlvldcnd. That ms the pattern of 
progress. The ~orklng hours have been shortoned from lO to 8 for 
fmvo days a week That Is the way progress works Europe stmll 
thlnks mf you want somethmng you have got to fmnd someone to take mt 
away from. If you want to be rmch and comfortable, produce what you 
want We have beaten the world mn that, we are mmmeasurably mn 
advance of the others in matermal and power for natlonal defense. 
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If we ever come to competmng w~th those people, God help them! 
As soon as w~ have more sh~ps a~d a~rplanos nobody can touch us. 
In the matter of the dmstrmbutmon of econommc power we are by 

far the leaders of the world° 

It w~ll take Russia forty years to get an~vhere - she 
can't do mt short of two generatmons. Tramn~ng artmsans ms a slow 
place o~ business° 

I have trled to gmve you a pmcturo of the pattern of 
plogr~ss ~e wore not always thus. One hundred years ago Brmta~n 
had one hundred and fmfty mlllmon people and we had fourteen 
mmllmon. She ms no lon~or sup~emeo ~e have oconomlc power and no 
Gnd of it. if we over ~ot mnto a cr~s~s we w~ll use ~t on a scale 
never dreamed of before, and we can do mr. 

--O00-- 

Q - ~Vhat about Japan In that tabl~ 

A - about 70 to 72 per cent seem enough to feed them, 
doe!dcdly h1~hcr than Russla and not qumte as good as Italy° Thelr 
low standard o~ llvm~g has a lot to do w~th mr° That ms one of 
their problems 

Q - Suppose we should contmnuo that 22 per e~nt down to 
12 po~ cent~ Would that mean progross~ Could we attrmbute that 
to progress or more to unemploymont~ Would it mean certaln sclentmflc 
progress but polltmcal mnstab!Imty~ 

A - It certalnly moan~ economlc progress in the sense that 
you hay ab111ty to produce a lot of goods As to the unemployed - 
that flgure is large, espeela]ly in the helght of the depresslon. 
That raises an ontlrely dlfferent problem but It does not alter at 
all your productlve capaclty and the moment you get into war the 
unemployment vanlshos and the Government s~teps in and puts them to 
work. From your standpolnt it is not the problem I used the 
express~on "oconomlc change." I dld that because I expected to be 
asked thls kind of a questlon The darkest spot in industrlal 
oconomlc science is the problem of unemploymonto It is not peeulmar 
to us by any means. England and Germany have both had mt for years, 
but the mmplmcatmon that ~t ms duo to the fact that there are rola- 
tlvcly few people on the farms does not stsnd oxammnatlon Thms ms 
not the flrst perlod of u~employmont - not the first mndustrmal 
doprcsslon. ~To had one mn the '90's that was sorlous but you are too 

young to understand that. Very few people remember it, it ms one of 

tho tragodles. It found a generatlon unproparedo There had been 
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one from 1871 to 1879 but those people wore more propsrod for mr. 
People almost uu~versally felt that the 1907 banking panmc would 
be followed by a long dopressmon. It was not. The ~mportant 
tbmng for you ~s po~er, ~n t~mes of war unemployment dmsappears. 
~en the N.R.~. was gettlng under ~ay a bright chap samd "They 
arc going to try the N R A to see mf that wzll ramso prmces, and 
if that doosu't work they w~ll try mnflat~on, and ~f that doesn't 
work they w~ll try war." You put people to work in war° I wrote 
a book once called "Profits, Wages and Prlcos°" It ~s now out of 
print It was about profiteering and I called the f~rst chapter 
"The Curse of °Dace." I d~d that because a student of m~ne had 
rld~on me about the th~ng. That chapter m~do the book so far as 
the public was concerned. The th~ng that had struck me was that 
here was a depression and everybody sa~d wa~os would have to be 
cut and tbo standard of l~v~g reduced, and I sa~d that ~s was 
preposterous for us to waste $25,000,000 on a war. Those th~ngs 
confusud me at that tM~o Dust as they have confused you ~n thls 
depression. As you thought ~t over you became a socxal~sto Well, 
I jo~nod %ho socialist party and voted soclallst. I oven pa~d 
duos to the socialist local, not because I was radxcal but because 
tho whole th~ng looked utterly confus~ngo So I know Dust how 
people of between 25 a~d ~0 felt at th~s t~me. 

It ms true that we had unemployment as sevoroly hero in 
the 70's ~hon 50% of the people wore on the land. There was a popular 
idea that unemployment was caused by machlnery. I remember my 
materpal grandfather one Now Year's Eve. He sald "It is perfectly 
obvlous why they are unemployed. There was a tlmo when I had ton 
acres of ~host and hlrod flvo men to cradle it and they dld It in ~o 
days. Now (thls was In 1896) they start lu the mornlng and two men 
out it in a day." He had it all reasoned out. So far as I can see 
It has ~othlng to do wlth the offlclency of ~ndustry. I remember 
one wlntor in Chleago when they opened the c~rohos the whole wlntor 
~nd men came in - hundreds of them every nlght - and slept eu the 
floor. If you ~nt to got a plcture of the 90's, get a book called 
"If Chrlst came to Chlcago" by Stead It ~s a flamboyant tmtlc but 
g~vos you the p~cture 

~at is h he eauso~ I wlsh I knew, the best concluslon to 
whlch I have come (and lot me say that my ignorance l~ not due to 
lack of knowledge of the buslnoss cycle theory because I have taught 
that subDoct ) Is that these deprosslons are not buslnoss cycles in 
the sense in whlch we used to talk about them In the text books before 
1929 - thlngs that Wesley Mitchell wrote about Those wore shorter 
llved, such as that of 1921, although at that tlmo people bolloved It 
was golng to be a flve year depresslon The one In 1923-24 was pretty 
sharp We will have such a depr~sslon in 1937, some will say it Is 
because ~o dld not pass such and such a law, o%c. That will be a mlnor 
one, as I s~o it The best hypothesls Is that these long depresslons 
~re pretty much caused by all oconomlc changes that occur in the 
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~ndustrmal structure ~h~ch changes are at the bottom of thm~ 
progress. F~fty years ago the U. S. required 45 people to 
food I00 fam~lmos, we got that down to 22 by all these ~hanges 
mn agrmculturs. The same thmng applies to the automobmloo 
The f~rst car sold for $1200 and the fellow who made ~t got 
@560 a year Today they sell for @700 and the workers get 
~l@00 or $1500 a year. 

Those economic changes are absolutely necessary to 
progress You can't have progress w~thout ~conom~c change. 
I th~nk all of those research organlzatmons are going to bog~n 
studymng oconommc change We aro now go~ng through a pormod of 
change and you have tmme enough to watch mt and see mf ~t ms 
going to bo ~mportant and what dmsturbances ~t wmll bring. 

Take rayon - that ms beglnnlng to be a largo industry. 
Do you remember when the flrst patent was apphod for? Well, they 
celebrated tholr flftloth annlversary of the flhng of the patent 
In ~ranco Oust a short tlmo ago. Ittakos a good many yGars to 
get th~so thlngs golng. Ze have got to study change, we have 
got to know somethlng about the effect of the laws of supply 
upon change Take the case of the eloctrlcal IndustrIGs - the 
telegraph, t~Iophone and oloctrlcal power. ~at was the latest~ 
The street railway In 1887 opened In Richmond, Va That was a 
most convenlont instrument for the urban dweller and by 192~ it 
was larger than the t~lephono, telegraph, and eloetrlc llght and 
power put together In the doprosslon of 1908 the earnlngs of 
the olcctrlc street railways wore not touched, they were a de- 
prosslon-proof industry - an industry in which you could put your 
money Now look at ~t, ~t has gone It never really trained but 
one generation of motormen. The ~ndustry has d~sappoarod but mt 
was not bmg enough ~n volume to dzsturb thmngs too much. 

The automobile industry has done varlous other thlngs. 
It has had a torrlflo effect on land values - on those old prop- 
ortles on F and G Streets, for Instance. The automobllo oarrlos 
people out° Look wherc your bulldlng occurs - It is out four or 
flvo or clght or ton miles We are all golng %o be country gen- 
tlemen, we are golng out into the country at nlght. Now that we 
are comlng to a flvc day week it becomes necessary° An~vay, we 
can't have a s~x day week because you can't get your investment 
out of vour car that way. We are golng to have a tremendous 
bulld~ng boom due to a~vanco and change Change ks a marvelous 
thlng but it ms apt to d~stroy old values. The opcnlng up of 
our ~mcrlcan farms in the west in the 60's and 70's destroyed 
Englmsh agrlculturo, it ~as cut in h%lf° 

Comlng back to the rayon Industry a few years ago I 
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was down in Brlstol, Tennessee. I know a chap down there 
who ms a salesman. He could talk you into holplng shlngle 
the chleken coop and make you l~ke mr. I went there to 
d~l~vcr one lecture and before I got through I was booked 
for f~ve. Th(y are making plastics, telephones and rayon. 
They have built a marvelous mndustry and thms chap asked me 
how I thought~dqe Japanese liked ~t ~ell, over ~n Japan 
they had the ~de~ of a s~Ik pool to help the farmer. After 
the mr they had a price on s~lk of $10 a pound and then ~t 
~ent %0 $6 and then $5. %~on ~t got b~lo~ that they had a 
pool and bought s~Ik from~qe farmers at a f~xod prmee They 
dzd not have enough money to do mt so the banks loaned the 
Imp~rmal Japanese Smlk Company m~noy and the Government 
goarantood the b~nks against losses That was ~ t~ght pool. 
They bought 15 m~ll~on pounds of smlk bo~oen 1929 and 1932 
at an average of $~ a pound. Fmnally they had to g~ve ~t up, 
they h~d ~orkod off 1 m~llmon pounds and sold IA m~ll~on pounds 
~n New York for $1.15. The rayon poopl~ boat them to their 
knees. I don't bohevQ you can hold real s~Ik at much more 
than twice the price of rayon° 

You destroy an enormous number of values, you mm- 
prove ~ house wlth automqtlc neatlng, etc., and it Is flno, 
but It r Ises Nod wlth the old houses. Golng out from the 
cltles yOU destroy a lot of reel cst~tc values and the dls- 
turbances you got due to change are rapldly felt. 

Take thG matter of crodl%. In 1929 we had gotten 
to an over-expansion of crodlt. Wc are now back to $50,000,000,000. 
Before the ~nd of 19S7 it ks my prcdlctlon that the volume of 
bank credlt will be exactly $55,000,000,000. Then we will have 
a blg bulldlng boom. Mr. Ecclos h~s some now Ideas about credlt 
and he is not golng to stop before he uses It for the boneflt 
of the publlco ~o will have a boom llke you never saw before, it 
will rebuild cltlos to sult the needs of a motorlzod populatlon 
European towns were built for push corts 

l~e w111 have ~75,000,000,000 credlt expanslon In 1950. 
I ~ave told you qulte frankly whor( I thlnk you have got to look 
for ~he cause of the dopresslon. I hope the research organlza- 
t~ons will get together wlth thls Army l~dustrlal Coll~ go and 
study chango. You p~ople need t o study it very much, you must 
be intlmat ly concerned wlth all toehnologlcal dovclopment. 
Those org~nlzatlons may come to bc one of the sours~s of infor- 
m~tlon ~bout oconomlc change. No one can deny that we know too 
httlo about changes yet they arc the prlqelplc cause of the 
dopresslon You may have to control some of them That may be 
the ans~cr to that whole questlon. 
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Q - ~at do you think about the prospect of real 
inflatlon In this country ~ 

A - That means one of two thlngs to me - inflation 
llke we had in Germany, which is not progress, is ore. No 
nation as nearly self-contalned as we are will have to do that, 
~e owe lothzng abroad and ~e don't have to Imp@rt goods and 
make payments abroad llke 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 
wlnter of 1925-26 people thought the franc was gozng to go 

down to nothing. I found one man - Julius Hmrsch, an able 
economist - who said the franc would stabilize at not less 

than 3 cents. France had no compulsion to make large payments 
outslde the country but she did ruin her credlt in the course of 
accompllshlng her reconstruction and she paid for all work 

with bonds Her currency fell from 20 cents to 4, it went 
down momentarmly to 2. That would mean that the dollar would 

go from 25 8 to 5 grains. We don't expect anythlng llke that 
fe ~re golng to have a big rmse in prices. A friend of mine 
thinks our pri~e levels wmll double, he does not know when, 
but it Is possible wmth the amount of gold we have - 
@10,350,000,000 Gold is stmll flowing in All this talk 
about gold flowing in - that ms hog-wash. The National City 
Bank publmshed a good pleoe last month on that subDect. Where 
~e used to produce 450 mlllmon dollars before the war, now we 
are producmng over a bmlllon, and China has started de-h~ard- 
ing gold The whole billion dollars goes into monetary uses. 
Besides that, there are two billions of dollars in gold hoarded 
~n Europe. If you had great mndustrlal expauslon In the world - 
a gr~at era of peace and prosperity, it might carry prices up 
to whore they would be twlce the level of 1933. I don't expect 
to see ~t. I put myself on record some three or four months 
ago to the effect that we would have very little rise in commo- 

dlty ~rlces durlng thl s period of revival° I consider we are 
In q Ferlod of revival end it will contlnue for another year and 

untll that index of industrial productlon runs back to the level 
of 1920 In 192~ it was I19, whmch means ll9 as compared with 
lq23 or 1025. ~hen these revivals come you run up to the peak 
reache6 in the previous boom, and I think there is ~here we are 
headed now and it is my firmly fixed opinion that it would not 
be unlikely for us to hsve a 10% rise in prices. Just for the 
moment commodity prlces have been sloughing off and I don't 
thln~ we will have much rise there The stock market will have 
quite a drop and during that prices won't rise After that we 
should get a gradual rise and I think that might carry the whole- 
sale index price up 50% That should be a big expansion as I 
SCO lto 
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Let me tell you what happened after the 90's. It 
took 32 years to make thls depresslon, we dld not have unemploy- 
ment for 72 yaars. After 1896, where we had a steady decllne in 
prlces from 1873 to 1896, that index advanced 50% up to 1910 
We had then what we have now, a deflated prlce l~el, an Increas- 
ing gold supply (for I00 years up to 1898 it was 14 mllllon 
dollars a year, then came The Alaska a~d Calmfornla dmscove~mes 
and by 1915 It was 475 mmllmon). Prlces during that went from 
the bottom to an a~orage of 50%. Prlcos of ~rm products rose 
80% It rumned the western farmo~ though fe~m prmcos doubled 
I should say that a 50% mncroas~ would be as much as I can see. 
If we should got a small depressmon mn 1937-38 and we mnmtmated 
a lot of new oxpermomtns and expanded crodmt and mmposed codes 
whmch would make wages rmse, mt mmght run beyond that. We have 

not got the maklngs of a gr~at inflatmon, the fundamental slt- 
uat]on ms our great solf-sufflclency and lack of debts abroad. 
Everybody ms surprmsod that ~e have not had a greater rmse than 
we have had, we devalued the dollar from I00 oents to 59 but 
what happened~ Prmces had already gone from 60 to 70 and 70 to 
80. It was a shock to economists 3ust as mu~h as mt was to 
Prosmd<nt Roosevelt° I thmnk the faot of the matter ms that we 
3ust haven't got the makmngs of mnflatlon but that does n~ mean 
that we cannot commmt enough polmtmcal mndmscretmons to ~rce mt. 

--o0o-- 
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