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I get appalled as year follows year, and I reallze now that thls 

is my eleventh offense, although last raght I was invlted to say a few 

words at the openlng of one of our local law schools, and the dean of 

t_hat law school sald that t!us was my elghteenth appearance, so I 

donlt qulte mlnd the eleventh tlus mornlng. 

A few weeks ago I had what was orlglnally the pleasure, but 

turned out to be a somewhat palnful experience, of attendlng a luncheon 

of a rather large group of Washlngton buslness men. The speaker at the 

luncheon was the American, or I should say, the fore1~ correspondent 

for one of the metropolltan newspapers, and llke most of the newspapermen 

these days, he was wewlng wlth alarm, and the alarm that was hls and 

whlch he expressed to that group of buslness men was,that in the 

eventuallty of war, the consequence to Amerlcan buslness of the qtute 

llkely fact that Amerlcan buslness would be taken over by the mllltary, 

and he was vzew~ng wlth alarm the d~sastrous effect upon Amerlcan Irasl- 

heSS of Its operatlon by the mllltary, another Indlcatlon of the fact 

that all fear Is based on ignorance. I only wlsh that they knew, 

as I have learned in my e~perlence here, of what the mllltary is dolng 

in the fleld of buslness and~In the eventuallty of war, how capable the 

miLtary would be of utlllzlng the buslness interests of the Unlted 

States for mllltary purposes, to the end that buslness Itself would 
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be less ~Llsturbed end the mz!itary, whlch, In the eventuallty of war, 

would mean the country, would be best served, and that was the paln-- 

for me to have to llsten to it, partlcularly when I dldn't have the 

opportunlty to, in a few words, say what I know to be true. 

Once egaln It Is a pleasure for me to be here, and, whale I have 

in my hand a rather formldable "bunch of papers", I g~ess we'll call them, 

I hope that I w~ll not bore you too much, but I want to go back to the 

fundamentals of the sclence of economlcs and in my own humble way attempt 

to palnt you a word plcture of what economlcs as a sclence Is, and in my 

own way to attempt to outllne for you the fleld of the sclence of economlcs, 

and, if perl~ps I can't solve all of the problems of economlcs, at leest 

I can indlcate for you where in the fleld of the sclence a partlcular 

economzc problem may be found. If we know the nature of a problem end 

If we can relate It to Its general fleld, we are well along on oar way 

to solwng the problem itself. 

Now, as a sclence, econommcs came to us about the t~me of the 

Amerlcen Revolutlon Adam Smlth is alleged to be the father of the 

modern sclence of economlcs, who, in the year 1276, wrote has treatlse 

called "The Wealth of Natlons". From that tlme we have concelved 

economlcs to be a soclal sclence whach has as its subgect matter, flrst, 

man, hlmself, and, second, a substance which we call wealth. 

All of us understand man as well as he Is capable of belng understood. 

To the economlst the word "wealth" has a partlcular and a certaln meanlng. 

It zs sometzmes used synonymously w~th the word "good", and the term "good" 
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Is used an the science of economlcs andependent of !ts moral qualaflca- 

tlons, because a good Is such to the economlst--though perhaps actually 

it may not be good for us at all--to the economast, a good as anythlng 

which satlsfles a human want. Sometames, therefore, the term "wealth" 

Is used synonymously wlth "economlc goods", those thangs the possesslon, 

use, and enDoyment of whlch do satisfy a human ~ant. Sometlmes the term 

"wealth II or the term "good wl is used synonymously wlth the term "utallty"° 

Utallty is a most important word la the sclence of economlcs. Ut111ty 

means the ability whlch a good has to satlsfy human want. It as tl~t 

Inherent somethl~g whlch a good possesses wluch Impels men to deslre it, 

and the possesslon and use of whlch subsequently satlsfaes a !roman want. 

Sometlmes It is sald that the fleld of economlcs is a study of the nature 

and character of human wants and the method whereby those wants are 

satlated or gratlfled. 

To make the study more slmple it has been classlfled or d~wded 

Into four groups or four davlslons: flrst, consumptlon, secondly, 

productaon, thlrd, exchange, and lastly, dlstrlbutlon These are not 

independent branches of the fleld of econommcs because they all relste to 

the sane thlng. Consumptlon, for instance, I~ concerned wlth the ut~l~_za- 

t~on of wealth. Productlon ~s concerned w~th the creation,again, of wealth. 

Exchange ~s concerned w~th the balancing of one kmnd of wealth against 

another for the purpose of determ~nlng the respective values of each. 

Lastly, d~str~butmon ~s concerned wxth the allocation of created wealth 

among those who have caused zts productmon, or who are to en~oy mts 

consumption. Let me briefly take each of the four d~v~s~ons and ~nd~cate 
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Its fleld and some of the problems whlch are found thereln. 

In polnt of tlme and loglc the flrst is cons~mptlon. Consumptlon 

is a most importa.ut branch of the sclence of economlcs because it is the 

beglnnlng as well as the end of all economlc actlvlty, Econom!c consump- 

tlon concerns itself wlth a study of the nature of human wants and the 

process whereby those wants are gratlfled. It is the beglnnlng of all 

economac actavlty because it as the demand of man for somethlng whlch 

zmpels lum to economlc effort in the fleld of productlon in order that 

some tsuglble good or some intanglble serwce may be created to answer 

that orlg~nal and perhaps even prlmltave want. Consumptloc Is Lzpor- 

rant, therefore, because It is the impelllng power whlch moves men to engage 

In economlc actlvlty and, therefore, we qulte properly introduce the study 

of the fleld of economlcs wlth the study of the problems of economac 

consumptlon. The consumlng of goods economlcally does not of necesslty 

involve the pl~yslcal deterloratlon or the physlcal consumptlon of goods. 

The p~cture on the wall is belng economacally consumed just as well as 

a cup of coffee whlch may be more apparently and physlcally consumed. 

It is the utlllzatlon or use of an economlc good in the purpose for whlch 

at was created that constltutes economlc consumptlon. 

Now in studying the nature of human wants and the manner whereby 

they are gratlfled, certaln forces, certaln rules, have become apparent, 

and they have been stated as slmply economac laws. Two stand out in the 

fleld of economlc consumptlonmone is commonly referred to as the law of 

decreaslng utlllty, and the other is referred to as the law of the 

multlpllclty of human wants. These two laws are somewhat ~nterest~ng 
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IS 

when related one to the other because it is in an understandlng of both 

t.hat we recognize the existence of two phenomena in our economic soclety-- 

one belng the dlverslflcatlon of Industry, and the other belng the tendency 

of bus~ness organlzatlon to grow and develop. These are dlrectly related 

to these two slmple laws of economc consumptlono It Is because man con- 

sumes as he does that these phenomena of economc productlon are not only 

true but are posslble. 

The flrst is slmple of demonstratlon. The law of decreaslng ut~llty 

Is sometlmes t~mely !llustrated by the llttle boy who had a fmve-aople 

appetlte, and, llke all llttle boys, not maklng provlslon for the future, 

he ate all f~ve, one following the other. But the llttle boy wlth the 

flve-apple appetlte had slx apples, so, hke all llttle boys, he atethe 

slx, and has appetlte belng completely satlated by the consumptlon of 

flve, the eatlng of the last or slxth apple brought ham a d~sutlllty, 

caaslng ham to be wolently ill. Now, if that l!ttle boy were able to analyze 

h~r~self as he successlvely ate the slx apples he would .have stated to us 

that the best of all was the flrst, that the second apple dldult qulte 

come up to the mark whach the flrst had set, and so on down the hne till 

he reached the f!fth, and if he were then capable of expresslng hls feellngs 
when 

he would have told us that/he had flnlshed eatlng the flfth apple hls use 

for apples had entlrely been satlsfled, and he had no use for the slxth, 

but, 3ust belng a llttle boy, he ate it anyway and made hamself slck. 

How often have we, when we b~ve sat here for an hour or more, and 

those of us who llke to smoke, toward the end of the hour begln to feel 

that urge right keenly, and as we get outslde the door or wherever may be 
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the most convenlent place in whlch smoklng Is permitted, that clgarette 

will tast~ very good, and then, perhaps, our deslre bs been pent up for 

so long that that flrst ~igarette won't completely satisfy us and we llght 

a second, but after a few puffs it beglns to taste a llttle bad. We have 

had enough, yet both clgarettes are exactly the same. 

Sometznes you hear it sald the second cup of coffee never tastes 

as good as the flrst. It never does, yet It is probsbly equally good. 

The inherent ablllty of the apple or the clgarette or the cup of coffee 

whlch haopened to be consumed second was Dust as capable of satzsfylng the 

natural want as was the flrst, the d~fference, of course, was in the man 

who consumed it. We are so constituted t~t the ut~_llty of goods whlch 

we consume in successlve unlts decreases, not because of any lank of ab111ty 

in the good to satlsfy a want, but because the htm~n want brought in contact 

or relatlon to that good has been partly satlated. The more intense the 

appetite, the greater becomes the utlllty of the good wh!ch Is used to 

satlsfy that appetlte Therefore, we can draw a concluslon from the fact 

that man Is thus constltuted,and that concluslon Is that there Is no one 

slngle human want whlch Is not capable of full and complete glatlflcatlon 

at one tlme and at one place, whatever the want m~y be, if we brlng to that 

want a st~fflclently large number of economlc goods and let the person 

~ossessed of that want consume them, %Inder the i~ of decreaslng utlllty, 

the tlme will soon come when he w~ll throw hls hands up and say, 'IMy appe- 

tlte is wholly and completely satlsf!ed". Therefore, It is undoubtedly 
in 

true that no one slngle human want is/capable of complete gratxf~cetxon. 

Relate that for 8 moment to the second law of economc consumption-- 

the law of the multiplicity of human wants. This ~sn't a law by arbltrary 
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authorlty--thls is not a law enacted by some leglslatlve body--thls is a 

mere statement of a course of human conduct vlewed from tame immemorlal. 

The law of the multlpllclty of human wants tells us only thls, that man 

• s so constltuted that Dust as soon as he sat~sfles one group of human 

wants, another group comes into exlstence. Wants beget wants. The anclent 

cartoonlst who drew that strlp "Keeplng Up With The Jones" was an economlst 

because he knew that man was so constltuted that Dust as soon as he reached 

the polnt where he apparently had satlsfled hls llfe-long ambltl@n to attaln 

a certaln standard of llwng, he wss amazed to flnd that hls wants expanded 

wlth hls increase and that wants he had never dreamed of before came into 

hls belng. In our own experlence we know that we oftentlmes reach the po!nt 

where "If I could only get that next pay Increase, that would be the answer 

to all of the problems whlch I have no~Ip but Dust as soon as that pay in- 

crease comes we attain a new and a hlgher standard of l~wng, in consequence 

of wh!ch, we flnd ourselves now possessed of wants whach were forelgn to us 
Thls Is 

before. /a mere statement of the n~atural and normal conduct of man, when 

brought Into relatlonshlp wlth those econommc utllltles or goods whlch 

satlsfy bun in the process of economzc consumptlon. Now, as a consequence 

of the fact that man'~ wants are constantly expandlng we can now safely 

conclude thst all human wa~nts are Incapable of full and complete satlsfact~on, 

~ecause they are expandlng, In consequence of whlch each and all of us flnd 

ourselves day after day and year after year bendmng ceaseless and endless 

economic effort ~n the attempt to attamn that xmposszble state where all 

of our wants would be completely sat~sfmed. If that were not true, ~f man 

were constituted otherwise, xf ~t were poss~ble~r us to be completely 
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and economically satisfied, how little progress man would make The Dlwne 

Creator endowed us from an economic polnt of vlew ideally for the purpose 

of economic progress. 

Now, therefore, If It be true, first, that any one single human want 

is capable of full and complete satisfaction by the example of the little 

boy wlth the many apples, and if it be equally true that all human wants 

are Incapable of full satisfaction, then we can see why it Is that economlc 

progress has attained the stage that it has. Then, too, we can see why it 

is that the industries of the typical economic unlt are ~s dlversified as 

they are. Because, if each of us looked Into our o~wn lives and wrote down 

on a piece of paper the wants which are to us most important, we could 

begin with one want whlch was the most important of all and other wants 

would follow in loglcal order. If, therefore, It were not possible to 

completely satisfy a slngle want we would spend the rest of our economic 

llfe in the vain attempt to s~tlsfy one want and would never get to the 

point where we could begin the satisfaction of the second, but because of 

the law of decreaslng utility, we can very readily satlsfy the most presslng 

want and ~oend the rest of our effort in satlsfylng those Innumerable other 

wants which make,flrst, for diversity of Industry and, secondly, for real 

economlc progress. 

There are other problems wbach are related to the field of economic 

consumption, or or two of which ! would like to note in passing. 

One is the necessity for dZVldl~ consumable goods or economlc goods 

according to some standard. The usual standard is to divide the goods 

whlch are consumed In the process of economic consumption into necessities, 

comforts, and luxuries. There are many dlfferent bases upon which goods are 

so divlded. Perhaps one wl~ch is as suatable as any other IS that which 
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classlfles as a necesslty those economlc goods, the possesslon of whach 

Is essentlal to malntaln llfe Itself. Comforts include necessltles, but 

include in addltlon a group of goods whach are sometlmes referred to as 

"conventional necesslt~es", because, over and above the bare necesslt~es 

of llfe, comforts include those goods w.hach have become a necesslty by 

reason of the partlcular occupatlon or fleld in whach the indlvlaual flnds 

hamself employed. The young man worklng as a clerk in a bank has to reach 

a certaln standard of dress, has to have hls clothes neat, llnen neat and 

clean. Those thlngs become for hlm a conventlonal necesslty. They are 

not necessary to sustaln has llfe, but they are necessary by reason of the 

occupatlon in whach he f~nds hlmself engaged, In order that he may malntaln 

the standard of llwng of that occupatlon, and so comforts may be brlefly 

described as the bare necessltles of llfe plus conventlonal necessltles. 

Most economlsts agree that there Is no justlflcatlon for ltomrleso 

L~xurzes are sald to be those goods, the possesslon of whach tends rather 

to destroy than to increase productlve efflciency. 

As I ind~cated, there are many methods whereby econom~_c goods are 

d!wded Into necessltles, comforts, and luxurles. The basls of dlwslon 

I have lald down for you Is only one of the many. 

There is a~qotner problem whach Is found in the fleld of economlc 

consumptlon, about whach I want to say Dust a word. Frequently you will 

have reference made perhaps to the .W~althuslan Theory of Popular!on, wb_ich 

Is a problem usually studled In the fleld of economlc consumptlon. It is 

the restatement of the old theory of an AngLcan clergyman, Sir Thomas 

Malthus, who, after hawng made a study of the tendencles of populatxon 

to grow and the abxlxt~es of population to sustain themselves from the 
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polnt of wew of food supply, came to the concluslo9 that whlle populatlons 

tend to increase in a geometracal progressaon, that food supply tends to 

Increase only an a sxmple arlthnetlcal progresslon In~nsequence, Sar 

Thomas Malthus felt that by reason of the llmlted ab111ty of man to sustaln 

llfe on a f~xed amount of natural resource, that there must be some artlflclal 

lamltat~on upon populatlon. He noted the fact that war, famane, vlce, dlsease, 

and other factors were natural llmatatlons upon the tendency of 9opulataon 

to grow, and, unfortunately, the gentleman was sometlmes ac~ased of advocatlng 

those llmatataons, whach, of course, he dld not. He merely recognlzed them 

as lamatataons upon the natural tendency of populatlon, whlch ~ie~lthus found 

to be to double atself every twenty-flve yeers Well, thst as a doleful 

theory--the thought that af populatlon as unchecked it doubles every twenty- 

fave years, and that the abllaty of man to su~taln lafe upon a flxed amount 

of natural resource would not ancrease correspondar~ly--that the ultlmate 

tame would come when death by starvatlon would be the lot of all. Of course, 

while now and then some edltoraal wrlter, havang nothlng else to do, perhaps, 

will revlve the old theory of Malthus and present it for us, we csn~ot 

accept it an rots entarety, but nonetheless It as a thought whach has lead 

to several economlc phenomena, one of whach has been a more careful conservs- 

taon of our natural resou1~es, another of whlch has been the adaptatlon of 

more effac!ent methods of agracultural productlor~ The antroductlon of 

machlnery, the sdaptatlon of electraclty to methods of transportatlon, have 

tended to postpone, at least, the operataon of the theory of Mmlthus. Llwng 

an England at the tlme of the Amerlcan Revolutlon, Malthus could hardly con- 

ceave that the day would come when London would be suppled by fresh beef 

- lO - 



from the pralrles of the Argentlne. Y~Lthus, of course, could not have 

concelved that more intenslve and more sclentlflc methods of agrlclulture 

would result at the same tlme in the increased productlvlty of the soll 

and at the same tlme tend to postpone the loss of the mecb2.nlcal and cheml- 

cal propertles of the soll by better methods of fertlllzatlon--whlch are the 

reasons for its increased productlvity. 

Thls, briefly, ~s a resume of the fleld of economlc const~ptlon, and 

an indlcatlon of some of the problems whleh are found thereln. 

The second fleld Is that of productlon Economlc productlon is, 

perhaps, sometLmes mlsunderstood Economlc productlon llmlts itself to an 

understandlng of the method whereby these goods or utllltles, wluch we .have 

descr!bed as the subDect matter of economlcs, are created or brought into 

belng NoW, when we talk about the creatlng of economlc ut111tles, we are 

not endowlng man wlth the ablllty to create, whlch he doesn't possess, be- 

cause, as a matter of fact, there is no more wealth, or perhaps I shoulanlt 

say that, there is no more matter !n the world today th~-~ there was at that 

far re, note or dlstant tlme when Adam and Eve were companlons in the Garden 

of Eden ~%n doesnlt create matter and economlc productlon does not concern 

itself wlth the creatlon of matter It concerns itself wlth the creatlon of 

economlc goods, whlch we have deflned as utlllt~es or abllltles to satlsfy 

human wants Therefore, In the fleld of economlc productlon we conslder 

only that man has taken the natural resources whlch nature has provlded for 

hlm and by the exerclse of hls own conscious economic aetlv~ty has re- 

arranged those gooSs, h~s changed thelr form, has kept them from one tlme to 

another, has transferred them from one place to another, or has transferred 

them from one person to another, thus ~ncreas~ng the utll~ty of existing 
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physlcal matter. T~at, therefore, i s  the nature of economlc productlon, 

not t~e creat!on of matter, but the creatlon of utllltles In exlstlng matter, 

and those utll~t!es are of one of four klnds. They are of form, place, tzne, 

or possesslon. An lll~stratlon ~ll perhaps indlcate more adequately the 

character of economlc productlon. 

The chalrs in whlch you are seated were built for the purpose of 

satzsfylng a human want. The human want zs answered by the use to whlch 

you are puttlng that cbalr. }~an dld not create the materlal from whlch 

that chalr came. That was nature's contnbut!on to man's economlc well- 

belng, but while that chalr was a tree in some far dlstant forest, it could 

not satlsfy the use to whlch It is now belng put and so, therefore, man 

created, flrst, a form utlllty, by changlng the materials from the tree 

in the wood to the chalr as it now appears. If the cha!r were leanlng 

next to the tree in some forest, perhaps In the State of Washlngton, it 

wouldn't do us much good standlng here in the classroom. Therefore, It 

became necessary, once the form utlllty had been created, that that chalr 

be made available for subsequent use Therefore, it ~as taken to some 

warehouse and at the tlme it was taken to the warehouse there was no 

Immed~ate use forlt, and so, by keeplng it from the tlme at whlch it was 

created untll a later tlme when a use developed for it, the utlllty of that 

original nmtter was ~ncreased by the creation of a tnne utility. Subse- 

qaently, when it was trsnsported from the warehouse where~n ~t was kept 

to the point where ~t was ultimately sold through a retailer or through 

wholesaler, by the mere transportation from one place to another, the 

ut~!~ty of that existing matter was mult~pl~ed and ~ncreased, and then, 

f~nally, when ~t was sold by some dlstr~butor to the ultzmate consumer, 

possession utility was created. 
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A package of clgarettes doesn't do us any good when ~_t Is in the 

tobacco store on the corner When the sale Is made by the merchant to 

the consumer an increased utl!ity results and so the fle!d of economlc 

productlon concerns Itse!f wlth the creatlon of these utl!Itzes, and 

when we understand that, we have no dlfflculty in answerz_~g the questlon: 

"What is the purpose in the f~eld of economlcs of warehouslng? Of cold 

storage plants? Of transportatlon fac!llt!es, whether by rail, motor, 

alr, or water? ~a~t is the place occupled in theeconomlc sphere of a 

wholesaler? A retailer? A mall order house? A c_haln store?" They are 

all playlng thelr part, not as we sometlmes 8re led to belleve, In the 

dlstrlbat!ve processes, but in the productlve processes. ~iarket~ng, to the 

economlst, ms not a problem in dlstrmbutlon, it is a problem In physlcal 

dmstnbutmon, not economc dlstrlbutlon. Marketlng ms a problem mn econommc 

productmon because the warehouslng facllltmes creatlng tlme utmlmty-- 

keeplng race from the t]]ne it is cut zn the wmnter untml It ms demanded 

In the summer--increase its utlllty. 
ing 

Transportatlon, brln~goods from the polnt where form ut!lmty is 

created to the polnt wh~re they are ultlmately consumed, mncreases utmllty. 

Merchsndlsmng unmts create possesslon utmlltles Therefore, they 

are as truly economlc producers by the creatlon of t!me, place, and 

possesslon utllmtmes, as are those who m~y work wmth thelr hands mn the 

creatmon of form utility. 

The economist does not attempt to dmst~ngulsh d~fferences ~n the 

mmportance between utilities of form, place, tmme, and possession It 

doesn't make any dzfference whether the shoes which we wear are sold to us 

d~rectly by the factory, whet1~er they come to us through the normal process 

of wholesaler, ~obber, and a retail store, or whether we order them from a 
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mail order catalog, the shoe, when created, evidenced the creation of a 

form utlllty, but until It IS actually on our foot being ultimately con- 

sumed by utlllzatlon In the purpose for which It was cre~ted, it might 3ust 

as well not have been created at all. Therefore, It ma!~es no dlfference 

whether the tnne, place, and possession utility are created by one agency 

or by another, the fact remains, the service must be perf_ormed by someono. 

There may be disputed and are disputed theor!es as to whether the 

utlllty of tlme, place, and possession can be better created or performed 

by the same group which created the form utility, of whether they may better 

be created by specialized functlonal middlemen, but again I say It makes 

no difference by whom the service IS performed, the utility must be created. 

These utilities of form, place, tnne, and possession which are the 

sub~ect matter of economic production are created by a combination of four 

economlc factors. ~nere are four factors In economic production wD~ch are 

responsible for the creation of these utilities of form, place, time, and 

possession They are land, which is naturels contribution to the produc- 

tive process, labor, wluch IS the human e]ement In production, being 

defined as human exertion, whether mental or physical, applied in the 

hope of an economic reward, capital, and a fourth factor called buslness 

enterprlse, the unit whlch is responsible for the coordlnat!on of land, 

labor, and capital into a productive organization for the ~rm_rpose of 

creating the utilities referred to above. 

Each of these factors, of course, has its own problem. !end, for 

example, obwously is ~n the first Instance llmlted. The outstandlng 
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character~ zat~on of land as a productlve factor Is the fact that land 

is llmlted° It is nattu~s contrlbutlon to the productlve process and 

nature alone determlnes how abundant or how scarce that contrlbutlon 

shall be One factor we h~ve dlscovered in the use of land for a pro- 

ductlve purpose whlch is farreaclung In Its effect, is the fact that 

there are certaln llmltatlons not only In the quantlty of land, but in the 

ablllty of exlstlng land to produce agrlcultural con~modltles. That llmlta- 

tlon is sometlmes referred to as the famous law of dlmln~shlng returns. 

Not to be confused wlth the law of decreaslng utlllty, the law of dlmln- 

Ishlng returns is a slmple statement of a recognlzed fact, that fact belng 
there 

that In the appllcatlon of unlts of labor and capltal to land ~ will 

ult!mately come a polnt after wbach tne use of sddlt~onal unlts of labor 

and capltsl, while ~ncresslng the total productlvlty, will cause the per 

unlt productlvlty to dlmnlsh. The reason for that is that when that 

polnt has been reached, the mechanlcal and chemlcal propertles of the 

soll tend to exhaust, and, while by intenslve methods of cultlvatlon you 

may increase the total productlvlty, the ~ncresse will not be in proportlon 

to the added unlts of labor and capltal wh~_ch have been appl~ed. 

Labor, too, has ~ts problems. The outstandlng problem, of course, 

in labor Is the recognlt~on of the fact that labor is the only factor 

whlch is at the one tlme a factor xn production and at the same t~me 

a factor ~n economic consumptlon. Labor ~s the human factor ~n the f~eld 

of economic production, and two problems concerning labor arlse, the one 

being the problem of the quantity of labor, and the second being the 

problem of the qusllty of labor. The quantity of labor obwously depends 

flrst upon zts numerical number ~nvolwng a st~ly of such problems as the 
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excess of the blrth rate over the desth rste, problems of Lmmagrataon 

and emlgratlon. Secondly, the qusntlty of labor is dependent upon Its 

mobahty. The moblllty of labor Is elther horlzontal--the abl]ity of 

a unlt of labor to pass from one occupatlon to another of the same 

order, or at may be vertlcal--the ablllty of a unlt of lsbor to rlse 

frcm s lower to a hagher degree of occupatlon, or It may be geographlcal-- 

the sblllty of labor to move about from one part of the cotu~try to 

another. 0bvaously an adequate labor supply would be made up of one 

whlch as not only adequate numerlcally, but whlch also possesses to 

a conslderable degree horlzontal, vertlcal, and geographlcal mob111ty. 

The quallty of labor,of course, depends upon the inherent raclal 

characterastlcs, the p~slcal and mental health of the laborer, and 

the amount of tralnlng whlch those units of labor m~y have been able 

to obtaln. 

One could not, of course, pass over the fle!d of labor ~thout 

say~@ that the outstaud~ng characterlstlc of labor today is Its 

dlvlslon as opposed to its un!on. I am not, of course, talklng about 

labor unlons. I have in mlnd only that, slnce the IndustrlsX Revolu- 
century 

tlon in England in the mlddle part of the elghteenth/and in our country, 

perhaps seventy-flve years later, tb~t slnce the Industrlal Revolutlon, 

labor has become dlvlded, by whlch we mean that the tlme ~hen man per- 

formed all occupatlons and was a Jack-of-s11-trades and a master of 

none~is gone. At flrst we broke down that system Into a slmple occu- 

patlonal dlvlslon of labor !n whlch a man concentrat ed and became a 

carpenter, a plt~nber, or a brlck-ls~er. Agaan we broke that operatlon 
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down into a more technlcal dlvlslon of labor Into whlch In each branch 

of industry w!ll come a hlgh degree of specl~filzatlon. Then,too, 

there is, in a co~_ntry such as ours, a conslder~ble geographlcal 

dlvlslon of labor. Thls, of coumse, has been accompanled by and should 

be related to an equal speclallzatlon In capltal. 

Capltal Is a term whach, too, Is perhaps mlsunderstood in its 

economlc sense. In its economlc sense capltel m~y sometlmes be referred 

to as the tools or the machlnes of industry. Technlcally we may descrlbe 

capltal as belng thet part of man'e prevlous productlve effort wbach he 

has set aslde for a future productlve use. The dlfference between 

capltal and ~hs wealth, goods, or ut111ty wluch we have been descrlblng, 

may perh~ps be more slmply stated as the dlfference bet~een a 91ckaxe 

and a doughnut A doughnut Is a type of wealth. It is an econonuc 

good. It is a utlllty whach was created for a consumptlve purpos~-- 

a deslre for a partlcular klnd of food, whereas, a plckaxe is also an 

economlc good It also has its utlllty, but It was not created for 

a consumptlve purpose. It was created for a productlve ptu~pose. Now 

the tlme that men spend in buald~ng plckaxes they could spend in maklng 

doughnuts or some other form of consumptlve good, 1~consequence of whach 

thelr immed~ate posltlon would be ~mproved,but they are w~ll~ng to sacri- 

fice the t~me and effort and are w~lllng to abstaxn from the ~mmed~ate 

gratxfxcatlon whach would follow the consumptxon of some consumer's good 

• n order that they may create tangible evldences of capital llke pzckaxes, 

because they know that ~n the future, by the use of that s~mple tool, the 
Thas ~s 

product~wty of man has been mater~ally increased. /Szmply demonstrated 
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by the hermlt who hved some httle dlstance from a stream and for years 

went every day several tlmes a day to the stream to satlsfy h!s deslre 

for water, end one day it occurred to hlm that he mlght hollow out the 

trunk of a tree and make some sort of rude bowl and brlng back enough 

water from the stream that would obwate the necesslty of golng to the 

slmam so often. Then, one day it occurred to hnn tb~t by the sample use 

of hollow reeds he mlght plpe the water to the hut in which he llved. 

That hollowed out plece of the trunk of a tree, those reeds for the 

puz~ose of carrying water--those are the t~ngs whlch we understand are 

capltal. They are the tools whlch man has created, not for an immedlate 

grat!flcat~on, but because he knows that through thelr use hls produc- 

tlvlty has been tremendously increased. Therefore, slnce the Industrial 

Revolutlon, slde by slde h~ taken place an increased dlwslon of labor 

and an accompanying increase in the speclahzatlon of capltal, and I 

suppose that from then uutll the end of tlme the dlspute will always 

be as to whether or not the development of these hlg.hly speclahzed 

tools and machlnes ha~ been accompanled by a greater skill in the 

indlvldual use of labor or whether the tendency on the part of machlnery 

is to substltute for the ski11 of labor, or has tended to bnng about 

a decrease In the per unlt sk~ll of an ind~wdual unlt of labor. 

I recall some years ago Professor Klmble of Cornell sald thst 

today~ as the result of speclahzatlon of labor the skill of the worker 

is now a mere adounct to the machlne, whereas prlor to that tlme the 

slmple tool was an adjunct to the ski11 of the worker. He descrlbed it 

by statlng that ~ was l~ke the old fashioned p~ano ~n comparison to the 

modern player p~ano In the old fashloned p~ano the p~ano, of course, was 
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a mere adDunct to the skill of the player--silent In the absence of that 

ski11, whereas, in the modern plsyer plano, the plano now is no longer an 

ad3unct to the skill of the player, the ski11 of the player is a mere 

ad3unct to the use of the maohlne. These, of course, are problems that 

have been created in the last hundred years as the result of the dlvlslon 

of labor and the equal speclallzataon in the use of tools ~d machlnes. 

Of course, in that descrlptaon of Professor Kamble's, he negataves the 

fact that the labor whlch creates those tremendous machlnes of tremendous 

productivlty today must be hlghly skilled in order thst the machlne itself 

may be created His polnt, however, as well taken in the sense that today 

It reqtures llttle akall an the ol~ratlon of those great machlnes, though 

it may requlre the hlghest @egree of ski11 an thelr orlglnal creatlon and 

productlon. 

The last of the productlve factors ms buslness enterprlse. I merely 

say an passang that buslness enterprise l~ the coordlnatlng factor. It as 

the enterprlser, whether it be a sole indavldual, whether it be a partner- 

shlp, or whether It be a corporataon, the purpose of whlch Is weldlng 

~gether an orgs~ulzatlon of land, labor, and cap!tal for the ptu~pose of 

creatlng th~t11~_ty, elther of tlme, place, form, or possesslon, s~nd, 

of course, the purpose, from the poant of wew of the Interprlser, Is the 

hope of economlc reward. 

The fleld of the buslness enterprlser creates the problem of study- 

Ing the development of organlzataon from the slmple form of the sole pro- 

prletorshlp through the partnershlp, w~mch as merely an extension of the 

personality of the proprietor into the hands of one or more partners. 

In the corporation, the tendency of buB~ness units to grow, the ultimate 
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goal, of course, belng monopol!stlc force of organlzatlon, the monopoly 

has the advantage not only of the economy of large scale productlon, but 

the added proflt whlch comes wlth the ellmlnatlon of competltlon. 

The thlrd fleld of economlc productlwty, or the thard fleld of 

the sclence of economlcs, is the fleld of exchange, Exchange involves 

the balanclng of one commodzty agalnst another for the purpose of deter- 

mlnlng the relatlve value of esch. The fleld of economlc exchange Is the 

study of those oft-quoted and frequently mlsunderstood laws of supply and 

demand, because In the economlc sclence the value of smy cor~oodity, the 

value of any servlce, is determlned by the equal~brlttm whch is attalned 

at that polnt where the m~rglnal unlt of supply meets the marglnal unlt 

of demand. The ptuqoose of the fleld of economlc exchange i~ in order 

that we may have some method of measuring the respectlve values of vsrylng 

economlc goods or serwces The vahe of an economlc good or serwce ~s 

the power of attractlon whlch it may have, in consequence of whzch someone 

Is wllllng to glve something in order that he may possess at In thls way 

it may be compared to the law of gravlty, about whlch you probably !~qow 

a great desl more than I L!ke the law of grawty, the power of attractlon 

varies according to dlfferent clrcumstances, welght, and so forth In a 

somewhat slmllar sense does the economlst understa_nd the term "economlc 

value". It Is the power of attractlon whlch a good l^~s, in consequence 

of whlch, someone is will!rig to glve sometl~ng in order to attaln it. 

How much that value is, how great that power is, depends upon two forces 

It depends, flrst, upon the supply of that commodlty, and, secondly, 
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upon the demand therefor. You can understand that because you know that 

the value of a good depends not only upon the inherent ability of the 

good to satlsfy a human ~,~& want, llke an apple or a clgarette, but 

because you have in your mlud, too,the psychological Influence upon value 

which rises out of the fact tb~t the deslre of a person for a partlcular 

economlc good is always measured by the fact that he may or may not have 

at the tlme of that want one or more unlts of the same good. If you l~ve 

a half dozen new suits of clothes hanging in the closet, another one doesn't 

have very much value, but as your wardrobe becomes depleted, the value of 

an additional suit of clothes becomes greater and greater for you, lndl- 

catlng agaln that value Is both subjectlve and ob3ectlve. It is subjectlve 

In the inherent &blllty of a good to satisfy ~ a want It is QbDectlve 

In your desire for that good, whlch depends in a large measure upon the 

mental state of mlnd, dependent upon whether you do not h~ve one or more 

unlts of those goods already in your possesslon 

The fleld of econom!c exchange also includes a study of the phenomena 

of money, cred_It, and banking, they belng, of course, the mechanics set 

up by man for the purpose of fac111tatlng the exchange of co~modltles, 

and the last fleld of economlc actlvlty Is the fleld of dlstrlbutlon. 

Now i have attempted to indicate that msrketlng, the physlcal dlstrl- 

butlon of goods, ~s a phenomenon found In the fleld of economlc productlon, 

because it Involves the creatlon of tlme, place and possession utllltles 

Economlc dlstrlbutlon concerns itself not wlth the physlcal dlstrlbutlon 

of gOOdS or servlces, but concerns itself wlth the allocatlon of the 

utllltles whlch are created in the fleld of economlc production among 

those ~o_~_its whlch were responslble for thelr productlon. Economlc d~str~but~on 
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concerns Itself wlth the d!vls!on of the natlonal income among those 

who were responslble for the creatlon of that !ncome Dlstr!butlon con- 

cerns itself wlth the allocatlon to land of its rent, to labor of its 

wage, to capltal of its !nterest, and to the buslness enterprlse of Its 

prof!t. The fleld, theref6re, of economlc d~strlbutlon Is not concerned 

wlth physlcal movement or changes in the ownershlp of goods, but is con- 

cerned entlrely wlth that dlfflcult problem of deternlnlng some falr and 

equltable basls upon whlch we may allot or d~vlde smong those who were 

responslble for the creataon of a utallty, the created value represented 

by that utallty. An allustratlon will perhaps serve the purpose A oaar 
a 

of shoes may have been manufactured in/New England plant whlch may have an 

economlc value, measured In our standard of value, of $2.00. The problem 

of economlc d~stnbutaon is the problem of allocating that $2~.00 in value, 

flrst among the four factors responslble for its productlon--t0 tne owner 

of the land must go has rent, because laud played its part in the crests_on 

of that shoe, to the owners of the capltal, tools, and ~achlnery must go 

thelr reward in the nature of an Interest rate, to the va~its of labor 

must go thelr reward In the nattu~e of wages, and to the busaness enterprlser 

who, by the use of hls s/~lll, comblned thls productlve organ~zatlon and was 

able to produce the shoe and sell at at a prof!t, must, of course, go hls 

reward in the nature of a proflt. 

That Isn't the entlre problem If we can determine the respectlve 

rewards of each, , ~, for example, if we determine that slxty 

per cent of that $2.00, or $1.20, Is the share to whlch labor ms entltled, 

we then must have In mand that the creatlon of thst shoe had, from a 
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labor polnt of vlew, there were probsbly some hundred or more separate 

and dlstlnct labor operat!ons. We must then allocate the $1.~o0, whlch Is 

the reward of labor, among the many speclallzed unlts of labor which were 

responslble for the entlre product. Tb~t is the problem of the fleld of 

economlc dlstrlb~tlon. 

Now, attempt!ng to descrlbe our economlc soc!ety, we would probably 

say that ours l~ a capltallstlc system, not intendlng thereby to convey 

the thought tl~t ours Is an economlc soclety domlnated by capltal or 

domlnated by the owners thereof, but rather to convey t~hat ours is an 

economlc soclety In whlch our processes are indlrect and roundabout, l~ke 

the old hermlt bulldlng the slmple plpel~ne to hls home, involwng an 

or!glnal creatlon of hlghly speclallzed capltal tools and machlnes w hlch 

~ve tremendously increased our prodactlw_ty. Organlzed, therefore, as a 

cap~tallstlc soc~_ety, ou~s is founded upon three fondamental concepts, 

~h~ch dlstlngumshes it from all others, they be!ng, flrst, the instltut~on 

of prlvate property, secondly, the free rlght of contract, and, thlrdly, 

the exlstence of free competlt~on These concepts may, and they have 

become, quallfled as our economlc and pol~_tmcal philosophy has become, 

more social and less ~nd~v~dualmst~c, and th~s, w~th no sacrzfmce to our 

fundamental beliefs. 

The ~nst~tut~on of prmvate property ~s stroll the rock upon which 

we have built and mamnta~ned our ~onommc structure, and yet we no longer 

v~ew the right of private ownership of property as an absolute, but rather 

as a qualified r~ght, the r~ght of ownership, possession, use, and enDoy- 

ment, when not ~ncons~stent w~th the r!ghts of socmety, ~rked ~ncreases 

~n the tax on ~ncomes, s~ud l~ke ~ncrease ~n g~ft and ~nher~tance taxes, 

are more s~gn~f~cant than a mere attempt to sh~ft the burden of the cost 
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of Government upon those who have accumulated large amounts of pravate 

property. They ~re more t_naaa means adopted by Government to bfang 

about a more equatab!e physacal dlstrlbutlon of wealth. They are certaln 

lndmcataons of socaal quallflcat~ons of the private raght of property, 

retaanmng the raght for Its stamulatlng effects upon economao actavaty 

through the hope of reward, and controlhng the rlght to the same socaal 

end, and so, too, wath the other two--freedom of contract and free oompe- 

tataon. 3"reedom of contract would be a masnomer unless there was an 

equahty of bargalnlng power on both sldes of the contract and so an that, 

the greatest contract of all,where human labor bargaans for ats wage, 

recent legaslatlon such as the Nataonal Labor Relations Act typafaes the 

modern and broader concept of our stll! fundamental concept. 

Oompetltlon, whach as the lafe of free trade, the challenge of a free 

industraal organazatlon, the level of prices, and the ladder of successful 

buslness, can at the same tlme help or hurt Socaallzed and controlled 

an some flelds, e!imlnated entirely where antlsoclal, we have kept the 

bemeflts of free oompetatlon and have at the same tlme prevented ats ten- 

dency toward monopgly an flelds where soclal injustlce would be inevltable. 

~ortunately, we Amerlcans are a pataent people, as well as an antellagent 
When 

people ~, therefore, the collapse of our flnanclal organlzataon in late 

1932 and early 1933 lead to a prolonged peraod of industraal depresslon, 

wath values destroyed and unemployment wadespread, we stll! retaned our 

falth an our simple economac pranclples, as well as an our polltlcal 

Instltutlon, and Instead of tosszng them asade for some new form as 

others have done, we have carefully and cautlously proceeded to rebuald 

upon the same old fo~_ndatlon. The old order has not passed away. ~qe 
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deal may be new, bat the instltutlons whlch are still its vehicle and 

its method of expresslon are as old as our economlc bill of rlghts. We 

hold them In hlgh esteem. We are too Intelllgent to permlt them to make 

us thelr slaves We shall learn to adapt them to thelr best use and our 

best ~nterests. Durlng the past flve years we _have made progress, though 

slow at tlmes. We have moved ahead only to fall back, but our progress 

has always been forward. We have become social wltho~t becomlng Soclallstic. 

We have become cooperatlve wlthout hawng become reglmented. The continued 

appllcatlon of intelllgent unselfish effort will agaln restore us to the 

orlglnsl fs~th in ourselves and fs!th an our Amerlcan Inst~tutlons, 

~loser t_han ever before to the end toward whlch all effort is dlrected-~ 

a better Amerlca, an America whlch Is rlch in natural resources, an Amerlca 

where poverty wmll be unknown, where labor and capltal will work slde 

by s~de in nTatual appreclatlon and understandlng, where the bumper crop 

of the fanner may not be plowed under, but may be absorbed by the wlder 

dlstributlon of the proflts of mant~acture, where farm income would enable 

the farmer to deplete entlrely the stock of the mantLfacturer, sa~ Amerlca 

where free men have preserved thelr frree polltlc~l and economlc instltutlons. 

I thank you 
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Dlscusslon 
Prof F Joseph Donohue, "Econommc Principles'! 

September 20, 1938 

Q-You sald that in 1932 the values were destroyed I am a httle blt con- 

fused My op~nlon at the present tlme is that prlces were destroyed 

rather than values That brlngs up the questlon, what is the relatlon- 

shlp between prlce and value? 

A- The questlon arlses from my statement that in 1932 values were destroyed 

~y inqulrer states that in hls oplnlon it was prices wh!ch were lowered 

In some instauces, of course, yes, the value dmffers from prlce in 

perhaps the same way that the qu~rt measure dlffers from what Is In the 

measure Valae agaln is the amount of attractlon that auythng has, any 

good of ar~/ klnd, for an indlvld~l whlch impels hlm to glve son~thlng In 

order to get ~t Bat prlces are merely the monetary exoressmon of the 

amount of that power of attractlon I do know that the po rod, I thlnk, 

ms the measure of the force of grawty The foot is one of the st~naaYds 

for measurlng dlstance Prlce is the monetary expresslon of wlues, the 

yardstlck for measurlng value so that therefore when we sav that tl~s 

pencll is worth one penny and thins penc!l !s worth t~o pennles, we are 

smmply adoptmng the use of a moneta~z unlt ~n statlng the price for the 

purpose of indlcatlng thst as between these pencils one ms twlce as 

valuable as the other, one belng worth two cents as OppOsed to one for 

the reason that one is w~lllng to glve twlce the smoant of economlc 

value for thls one and only half as much for that one 50 there is 

no dlfference in the thought In my inqturer' s mlnd and nmne when I say 

that values dlmlnlsh ~nd he says that prlces dlmlnlsh We are both ststmng 

the same throng except that he ms statlng the monetary exoressmon of the 

value of con~nod~t~es whereas I use the s~mple economic term Tske one 
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typlcal lllustrat~-on If a share of stock In General Motors w~s worth 

$150 in S~ptember of 1929 and It was worth only $50 in June of 1933, 

and I were to say the value of that securlty w~s deoleted or destroyed 

and my frlend would say the orlce fell from $150 to $50, we are both 

~nd!catlng the same thlng, I that ~ts Dower of attraction no longer woald 

impel men to glve $150 for it but only $50, snd he, taki~ the result 

rather than the cause, in saylng !ts prlce fell from $150 to $50 Do 

I make myself clear, slr? 

Q No, slr, not exactly That share of General Motors stock mlght still 

import as many carloads of potatoes, that is the polnt I was brlnglng out 

A Well, t_hat may be My frlend says that Is not altogether the answer 

because Wn~le that share of General Motors mav now have exchsnge for only 

$5o rather than $150, It still m!ght buy more carloads of potatoes when 

quoted at $50 a share than it would have bought uhen quoted at $150 a 

share Of course, that is true The answer to that apparent phenomenon 

is that in the same Interlm when the value of the securlty stated as General 

Motors fell from $150 to $50 a share, the price of potatoes quoted in 

csrloads fell to such a correspondlng degree In relatlon to the value of 

General l~otors shares that at $50 General Motors stock woILld convert or 

exchange for more potato c~rloads than they would for $150 We have in 

mlnd, of course, that prlce levels sre measured gener~lly and by adequate 

systems of index numbers We can measure the tendency of prlces g~nerally 

to rlse or fall and falrly accurately measure the degree of that tendency 

but we also must have In mlnd that ~hen so dolng we are quotlng only 

general tendencles, because It is perfectly posslble that @urlng the 

oerlod of tlme when the value of General Motors as a stock goes falllng 
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that the value of carload lots of good old Malne or Idaho potatoes may 

be rlslng Sometlmes the value of one co~modlt~T tends to fall as the 

value of another tends to r~se and that, of course, brln~s a readjustment 

in the value of ~he one commodlty to the other, all of whlch Is slmohfled 

aud compens8ted for us by expresslng all v~lues in terms of monep- and 

then instead of saylng that the value of Malne ~otatoes is incresslng, we 

merely say that potatoes are golng up and General Motors Is go!ng down 

Do I make myself clear? 

Q Thanks 

Q Professor Donohue, durlng war the interest of the increased oroductlon of 

what ,~e call war needs n~y be necessary to !nstltute a curt~llment of what 

we call non-~ar needs Now it is recognlzed that ih the 

curtsalment of war needs we should not ~nvade the fleld of necessity, but 

that we can safely Invade the fleld of luxurles To what extent, in your 

oplnlon, can we invade the fleld of proflts? 

A Well, I thlnk that orobably you could inv~de the field of ~roflts ,~th 

impun!ty Standards of llv~ng ,~hlch are the measurlng power of m~<ing 

the dlst~_nctlons between necesslt~es ~nd comfort during the last war were 

from my observation ~ncl~ned to r~se rather 9u~ckly I lmved mn a 

manufacturing center xn New England and mt was my observation mn the e~rly 

days of the war when, as the result of ~ncomoetence ~mong the kner~can 

]ms~ness men, wages ran rs~jsnt, mn consequence of whmch I s~ so~e 

strange s~ts; ~t was not at all uncommon to see a foreigner of ~ fe~ 

years - not attempting to cr~t~c~se hmm at all but ~t t~kes sone t~me for 

even an ~ntell~gent foreigner to ~dept h~mself to sn kner~csn ~nst~tutzon 

of foreigners working mn factories doxng some smmple labor and rece~wng 

exorbitant wages- wearing $1u stud $18 green and ourole s~lk sh~rts That 
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certalnly wasn't a conventlonal necesslt-~ for a "tacker" - I thlnk they 

call them - In a tannery He certalnl 7 dldn' t need that as a ~rt of the 

fleld or trade he occupled in some city And so I thlnk ~ithout nTach 

doubt that when the eventuallty of war becomes a certslnty that we in 

Amerlca, Lf we do not know, must learn that a war standard is a war 

standard and that the sanc~itles of war must res,tlt in the r@duct!on 

of the amount of utm!itles ~nlch may have, prlor to that t!me, been for us 

conventlonal necessltles or comforts rather than, as n~/ observat!on Indl- 

cated in the past war, the consumotlon by many of luxor!es whlch perhaps 

were at the expense of the necessltles for others I thlr~ that wlth 

modern methods of con~ntmlcatlon, whlcb I knoT, we have all observed in 

the recent crlsls in Ehrope, peoples of the vorid know what is hamDenlng 

as soon as it hap~oens ! ~vas tempted to say before !t haDDens At 

least if some of the dlspatches we b~ar on the r~ho are true, we here 

in Washington, the gener~l Dubllc, are informed as to v,hat the answer of 

Czechoslovakla w111 be to the Brltlsh government before the answer is 

actually dehvered That would be ~_n~oortant in the next 1,~ar because v~th 

a radlo in almost every house it wouldn't take long for theorooer branch 

of the mll~tary to make the Amer!can peo~le understand that w~r ~nvolves 

a sacrlf~ce not only on the part of the m~l~tary but also ~s part of those 

~ho w~ll of necessity provide the m~ht~ry ~th those t~mngs which are 

necessary for war Dorposes, and I say - ! don~t llke to use the ~ ord ~nd 

yet I use ~t mn ~ts softer meaning - ~th an adequate propaganda deoartment, 

I th~nk that the American oeo-,le would gladly reduce the number of con- 

ventmonal necessmt~es so that for m~l~tary ourooses they may be made 

available for the m~lltary. 
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In recallzng the latter part of your address I am usln~ as a b~sls for vV 

inqulry Magor Gano' s quest!on to what extent may we safely enter the fleld 

of proflt in tlme of war May we safely ~ehalmze labor and mazntPIn ot~r 

soclal structure whlch you have just destroyed? 

I thlnk undoubtedly that management must be comoensated ~nd that It must 

be alloted proflt if It zs not to be destroyed The dlfflc%~Itv, of course, 

wzll be the bas~_s of comoutatlon I saw some comment about that not so 

long ago Is the~ e not now s!ready past the Congress - or oendlng - a bill 

whlch is attemptlng to llmlt oroflt, let us say, to slx per cent, which 

may be all rlght - I do not quarrel wlth the flgures - but ~hlch I 

understand comoutes proflt on the basls of the average of the three years 

in~nedlately precedlng the declaratlon of hostlhtles I quarrel not wlth 

the percentage but posslbly wroth the basls, because t~[ing t~o comoetlng 

concerns, one in the three years preced!ng the declaratlon of war may 

perhaps have been more soclally mlnded than the other, in consequence of 

whlch by msklng wlder dlstrlbutlon of !ncome and perhaps by spendlng more 

on advertlslng for t~e purpose of promotlng good ~ll and further s~les 

It may have cut and made deep inroads !nto !ncome so as to have made 

• ts profit negl~gmble, whereas the other, being less social aud more 

personally profmt-consc~ous, by keeping mncome and d~strmb~tmng ~t ~n 

the nature of a profmt may have during that per~_od of t~me earned a 

consmderable profit and yet upon the declarstmon of hostilities the 

~ntroduct~on of a feature such as th~s, by using the three-year period 

as a bas~s of con~utatmon, would obwously work a hardshmo on one as 

opposed to the other What the bas~s should be ~s a matter shout which 

I have g~ven no thought but I do th~mk that ~n the eventuality of war 

and the necessity for utilization of all of the ~ndustr~l fac~ht~es 
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of our country for mllltsry and non-mllztary purposes, slght must not be 

lost of the necesszty for predmcatlng upon some sound bas!s a necessary 

proflt to the objector of the entlre price or the owner of the c~plt~/ 

mn order that we may not sacrmfzce these pr~ncmples of our e~onomlc 

society whlch I stzll thr~ are fundsmental 

Q I n your opznzon is mt feaslble at the start of an emergency to freeze 

przces, or~ what ~ould be the effect on the econonuc svstem ~t the 

start of emergency to flx ,orlces 8s they ~re at thst tlme 7 

A Well, of course, prlces are so arbztr~ry Prlces, after all, are merely 

the attempt to quote !n terms of some accepted st~ndsrd wlue When 

you say freeze przces of necessity you mean s~rbmtrPte v~lues by a 

1 m~tatzon upon prlce Whzle under a system of planned economy such as 

we co~template mn the eventualmtv of war, we would have to resort to a 

selhng for profzt and a selllng for price that, of course zs dzffmcult 

for me to accept because I have never seen zt We are desl ng no~ In 

a theory or in a realm Wnereln I would be totally blznd Havlng been all 

my lmfe more or less a student of the classlcal snd conservatzve prlnczples 

of economlcs, I get frzghtened when I thl~_k of an economzc soczety zn 

wb_~ch these free-movlng normal and natural econom!c laws are controlled 

2~nd yet, of course, I know that durmng the perlod of an emergency economlc 

la~s sometzmes c~n temoorarm!V, as we have seen, c~use much loss and much 

sufferlng because the pomnt of vlew of the economst ms a long-tlme Point 

of vmew ~%d the pomnt of vleu~ of mmlmtary necesszt~ ~s obvmous!~ a short- 

tzm_e point of vlew and for that reeson we would brave to conoezve the 

necessity for freez~_ng or !~mlt~ng prices for regulating products or 

l~m~t~ng profzt and only after mt ~s done can we determmne the ethics 
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Q What ~#ould be the economzc reactlon toward draftzng labor !n tlme of war? 

A Well, there would be no economlc reactlon except fovorable, I wotld thlnk, 

There mlght be some pollt!c~l reactlon I rather hope that In the event 

of another war we will have no draft system. I don' t know thet I ~m 

opposed to it for any re~son th~n that it rather mlspl~ces Amer!c~u 

labor I take the point of vle~v that a nat!onal emergency Is 2m emer- 

gency not only from the m!lltary polnt of vlew but that it is an emer- 

gency for all of us snd that cert~inly e~ch one of us h~s Indlcated dunng 

peacetzme our ablhty along a cert~in hne and unless ~e do - ~,hether we 

use the term dr~ft or select - every ~ zn the United States and asslgn 

hlm to the responslblllty for whzch he is most pecull~rly ~dapted, I 

thlnk we may tend to defeat or delay the ultlmate result I thlnk I 

certalnly would be in favor of some selectlon of labor 

Q Mr Donohue, you ~ust stated you objecte~ to the dr~ft on theor~ncIole 

that there hBs been a OOSSlbllltv of uosettlng the labor sltustlon, tb~t 

the labor mzght not be dzstrzbuted or used where ~t was most economzc~lly 

adapted What would be the objectzon or rather what would be the res~lt 

then to our economzcs as far as labor zs concerned zf we drafted those 

men and olsced them zn these f~ctor~es, etc What wages would they be 

pazd after they were drofte~ and what effect would the w~ge have, Ehether 

they were pe~d regular soldiers' wages or ~a~d the prevazl~ng w~ge 

A Thst ~s a question I couldn't answer In the hooes that I m~ght be a 

part of the mzlztary labor batallxon, my natural reactzen would be that 

I see no reason why we should pay a soldzer $~0 a month under fzre and 

a unit of labor $30 a week zn the seclt~szon of a factory, but I am then 

statzng my own obgect~on to the s~tu~tzon I wouldn't want to gzve my op~nmon 
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Admlral Potter 

That is a cruel blow I hadn't expected anythlng llke tb&s I 

though I was completely unnotlced or that if I were, it would be dlsregarded 

However, I was of course much ~nterested as soon as these ~uest~ons arose 

about flxstlon of prlces and flxatlon of oroflts and all that sort of thlng 

Durlng the late war I was a member of the comoensatlon board of the Navy 

Department, hlch as some of you know - Comm~nder Dur~zm knows ~i! - was 

mlsnsmed because what we dealt wlth was the regulatlon - to c~ll it that 

word - of the cost of materlals No, the regulatlon of the an-~unt of 

money that we should relmburse orlvate shipyards, clvlhsn shlpyards 

engaged in the constructlon of vessels on the bass of cost Dl,~s proflt 

That w~s our job and Ere had about slx hundred mllllon dollars' worth cf 

-%uch contracts to deal wlth Now !n ever~y one of those we consldered 

of 
all major items/materlal ~d the amount of costs that we reimbt~rsed 

contractors for, because we made no d~rect ourc~ases ourselves on those 

shlps whether those costs were real costs and whether they were reasonable 

~n themselves That meant not only that we allowed only the proflt that 

was guaranteed them by the contract but that we saw to it thst we d_dn' t 

Day a ten oar cent proflt on an article that was charged to us st a 

hundred thousana dollars when we thought that the cost shoLuld be slxty 

thousand dollars We set up a mschlnery that looked after those t_hlngs 

and ,~e really were very successfal in it As you may be aware, the 

Navy had almost no sults - none in regard to those shlps and few !n a%v 

dmrectlon We dldn' t endeavor to say that for such and such an art ~ cle 

we would compensate them ~ such and such a val~e - such and such a 
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money value - only But we d~d endeavor to say thet under the clrc~Lm- 

stances that value was a just one and really represented the true costs 

I remember that when we started the shipbuilders came do~m, s whole lot 

of them ~ we bd about t~2nty plants under us and about forty subsldlary 

estabhshments that dealt wlth those compau!es - in great excltement and 

sa~d, "How can you pesslblv flx the true cost of ~ artlcle m~de in Boston 

as compared wlth the ~me artlcle ~de in New Orleans ~nd relmbttrse us 

only in those same amounts?" And we told them thst was Dreclsely what 

we dldn't intend to do, if am artlcle cost one htuudred and flftv thoJs~nd 

dollars in New Orlesns ~udtone~'bu~dr~d~thohsaud ~ 

dollars in Boston So I clte that thlng as a means, s method, that ~e 

Dract~ ced of ascerta~mng costs and maklng relmbursement that really 

worke~ as ~e thought, very sstisfactor!lv That is about the only comment 

I have to mske, Colonel Miles 


