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lic. 1f unit costs are lowered by the introdu¢ f,l'lbor- r
saving machinery, the displaced workers n'“ks O
employed (though often with general shortem'rrf'v“o‘lr
hours), else labor saving becomes labor wasting, and we
have merely changed our techniques without increasing
total production. This re- employment is most readily
effected through passing the net gain of the labor-saving
technical or organizational changes on to the consumer
as lower prices of products. “Probably the greatest dan-
ger in current practices of capitalistic management and
organized labor is that they have depended too much on
the exercise of power rather than on informed and
trained judgment. . . . Collective bargaining must not
be an attempt to win a point by the mere weight of
numbers or strategic position. It must become an attempt
to co-ordinate the resources within the administration
of local executives so as to promote the maximum pro-
ductivity of industry as a whole.”

Chapter X began with an examination of the general
idea of “price flexibility” and of price cutting as a de-
pression cure, It arrived at the conclusion that “reduc-
tions undertaken by a producer in time of depression
as a desperate expedient to induce recovery constitute
bad timing and are not an exemplification of low-price
policy in the sense used in this book and its predecessor.”
On the other hand, “Prices should not move up to ex-
ploit all the traffic will bear in the short run of boom
times. The ideal time for applying low-price policy is
during prosperity. It should start early and be pur-
sued aggressively. If effictency gains are passed on to
the consumer market as fast as they can be developed,
they nurture and expand consumer demand instead of
blighting it; they hold the profit rate to a conservative
level that rewards capital but does not encourage over-

through enlargmg purchasing power of the: eral pub-
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capitalization of agsets, speculative operations, boom,
and collapse.”

Turning to some concrete problems of price making, .
we found prices after the First World War pushed up
rapidly on the wave of a postwar boom that soon ended
in the collapse of 1921. Likewise the course of prices in
1936-37 suggested that the failure to nurse a budding
recovery along to high production volume on low prices
was a contributing factor in the “disappointing recovery”
from the depression of the thirties.

Coming down to the present and near future, we fore-
saw a situation of ready consumer demand and purchas-
ing power after the war, but also production-conditions
which would permit a-notable lowering of unit costs. It
was argued that producers must realize thqge favorablc
conditions in the form of low prices for. maximum
volume of goods if we are to avoid a speculatlve boom
and effect a sat:sfactory conversion from*war activity to
settled peacetime prosperity.

“In the present chapter we sha]l consider several cri-
teria of policy and action whxéh\ave been used by cor-
poration executives, to see what afdsthe consequences to
which they lead, their natural"’lxmxtatxons, and their
mutual qompatibility or antagonism. We believe that
such an examination reveals the need of a restatement of
the traditional criteria of policy if private business man-
agement is to avoid the danger of return to such stagna- |
tion as overtook us in the thirties,

Since this chapter is the last to be presented in pam-
phlet form, readers are invited particularly to favor
the writer with soggestions and criticisms not only of
this chapter but also of any of its predecessors.

Epwin G. Nourse
The Brookmgs Institution

- May 1943
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CHAPTER XI
BASIC CRITERIA OF PRICE POLICY"

It has not been possible to carry our discussion this far
without referring frequently to criteria of price policy.
But these have been merely incidental comments in con-
nection with other topics such as competition, the profit
motive, democracy, responsiveness of the market, wage
policy, and the timing of price changes. We shall now
gather together these scattered suggestions about criteria
and undertake a more systematic statement of the stand-
ards, or the tests of probable result, by which business-
men formulate their rules or acquire their practices of
pricing or by which they might judge the wisdom or
feasibility of new as against traditional policies. This
statement will have special reference to the kind of in-
dustrial society that is to emerge after the war. (Readers
who are interested in this postwar application rather
than the general analysis on which it rests may turn

to page 23.)
BUSINESS CENTERED ON “MAKING MONEY”

Common sense and every-day experience teach us
that business is conducted for the purpose of making
money. A given businessman may be strongly animated

' The reader should bear in mind that price policy does not mean
something separate from other phases of business policy, such as techno-
lagical policy, organizational policy, employment policy, wage policy,
investinent  policy, marketing policy, that are inextricably intertwined
in the business exccutive’s total strategy of operation. But business man-
agement deals with the price aspects of these operational problems, and
any penctratmg and adequate analysis of business policy must thcrefore
take price relationships as its key line of atrack.
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by the enthusiasm of the inventor or an almost mission-
ary zeal to get some new form of want-satisfying goods
into the hands of the largest possible number of con-
sumers. But, as has already been observed (Chap. 111,
p. 1), by and large, “men do not go into business ‘for
their health,’ but to get ahead, to make gains.” To say,
however, that money-making is the goal of business im-
mediately raises three rather troublesome—and inter-
related—questions: (1) How much money? (2) By
what means? and (3) Money (profits or gains) for
whom?

The short answer ordinarily given to the first of these
questions is “as much as possible.” While the minimum
condition necessary if a firm is to stay in business is that
its revenues must exceed its expenses, real success is
measured, in the business world, by the size of that
excess. A major purpose of this chapter is to examine
the factors that determine how much is in fact possible.

The short answer given to the second question by
actual business practice appears to be “by skill and by
bargaining strength.” Business concerns may make
money (1) by increasing the efficiency of the technical
processes which they employ (including physical layout
and personnel organization); (2) by acquiring at the
lowest possible prices the materials and equipment which
will yield the necessary services in the business; and (3)
by selecting the time and place of marketing and by gaug-
ing the quantity of product to be placed on the several
markets in such ways as to take advantage of the strong-
est spontaneous demand and existing purchasing power
or by stimulating or redirecting effective demand where
this can be done at costs less than the added net revenue.
Of these three means of increasing the earning power of
a company, the first may be classified entirely as tech-

2



nological skill, the second and third as commercial skill
mixed with varying degrees of trading pressure. Busi-
ness profits made by the use of skill raise the efficiency of
the individual firm and thus total productivity; business
profits made by exerting trading strength or market con-
trol are at the expense of other firms or of consumers to
whom the given firm sells or workers whom it employs.

The short answer to the third question is generally
“profits for the owners.” To “make money for the com-
pany” is practically synonymous with paying dividends
to the owners or enlarging the value of their assets.
This concept is dess simple in fact than it appears in
words and it is subtly intertwined (as shown by the last
sentence in the.preceding paragraph) with the idea of
means by which profits are to be made, Hence, much of
this chapter will be devoted to exploration of the issue
of how the economic interests of owners, workers, and
the public are interrelated and may be jointly served.

Many practical businessmen themselves qualify the
objective of making as much money “as possible” by
adding “decently,” or with “due regard to the rights
and welfare of others.” These terms, however, are vague
and unreliable when practical application is to be con-
sidered. They are somewhat difficult to validate to the
executive who says, “business is business.” At the same
time they reflect a recognition on the part of the typical
business executive that he has a measure of power or
control, within which he can exercise discretion and pur-
sue a policy. But they do not suggest that these execu-
tives have any confidence that economic principles can
be brought to bear effectively in the guidance of that
directive control.

The economist as such is not concerned with senti-
mental or ethical considerations which may enter into
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the selection of a managerial policy. If he “sticks to his
[professional ] last,” he too must say, “business is busi-
ness.” But he is concerned to discover objective criteria
for charting the course of business in an environment of
administered prices (and wages), continuous technologi-
cal change, fickle demand, and other kinds of business
uncertainty so that in fact it may be quite steadily
directed toward maximum returns for each individual
enterprise and for business as a whole.” In this chapter
we shall endeavor to present such a formulation of cri-
teria of business policy as the practical business executive
would find uscful in navigating his corporate craft amid
the winds and tides of natural economic forces.

MAXIMUM PROFITS “FOR THE OWNERS"

At first glance it might appear that #ny use of tech-
nological or commercial skill means that businessmen
are promoting the best allocation of scarce resources to
productive use and thus moving toward the very goals
that the economist would set up. The use of bargaining
strength, on the other hand, has customarily been classed
as “monopoly” and its harmful effect taken for granted.
The real issue, however, is not what degree of control
or trading strength is possessed by a given firm but the
way in which this strength is employed in administering
the firm’s moncy relations with its suppliers, its em-
ployees, and its customers. If the distribution process is
not properly adjusted we may have highly skilful tech-
niques but low total use of resources, material and hu-
man. This has been described in a previous chapter (V,
pages 7, 24) as the difference between qualitative efh-
ciency and quantitative efficiency or full production.

* Whether or in what sense these two objectives are compatible will be
considered liter in this chapter and in subscquent chapters.
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Businessmen cannot be said to have been true econo-
mizers if their making of company profits is accom-
panied by low utilization of plant and large amounts
of unemployment.

It is a distinctive feature of our capitalistic system
that the money proceeds of the business are credited on
the books to the capitalist owners, to be held there as
an addition to the value of their proprietary interest or
to be disbursed to them as dividends. As long as business
continues to be organized on the basis of private capital-
ism we shall continue to put maximum profits to the
owners as the prime criterion of management in entering
into price bargains with its wage and salaried employees,
with suppliers of materials and funds, and in pricing its
own product on the market.’

The first step toward making this a sound and con-
structive criterion is to get a firm grasp on the distinc-
tions between profit margin, rate of profit, and rozal
profits, The second is to acquire an adequate sense of
the organic character of price relationships in our eco-
nomic process. The third is to extend this understanding
so as to embrace an adequate time perspective.

Even if one had complete control over the source
from which goods of a given type are produced, he
could not afford to charge the highest price that could
be exacted for a single unit or a small number of units.
He would maximize his profits not by exacting the wid-
est margin per unit but by accepting such margin over

* Expressions of acceptance of this formal criterion by both business-
men and economists may be found on every hand. Two examples will
suffice: “The ultimate objective of the business enterprise, as a business
enterprise, is to maximize profits te the owners.” (Norman 8. Buchanan,
The Economics of Corporate Enterprise (1940), p. 16.) “After all, it
is the job of a corparation to make money for its stockholders.” (Paul G.
Hoffman, “The Corporation as a Social Instrument” in The Neaw Outlock
in Business, Bronson Batcheldor, ed. (1940), p. t08). See also fn. 8, p. 11.
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cost as would sustain a flow of sales that would give him
the best rate of profit week after week and year after
year,

But this raises the question as to how many years
the business manager will take into account in his reck-
oning. It is often answered by saying that the business-
man must be concerned in the whole future stream of
net incomes of the corporation,* or in securing the maxi-
mum present worth of a succession of annual (or quar-
terly) returns. In practice, however, businessmen are
often inclined to assess the uncertainties of the future
so high as to set the value of future incomes very low
and therefore decide to seek maximum return in a rela-
tively short-run period. We have already referred to
this tendency in the previous chapter in connection with
the business cycle. Forecasting a period of low profits,
no profits, or losses in the coming recession (calculated
by formula}, the businessman may try to exact a larger
profit in the short run as a means of offsetting that pros-
pective situation. But to secure company profits that com-
pensate for partial idleness of plant (not seasonal) or that
put unemployed capital on the dole contribute to later
general unprosperity, which is bound to react sooner or
later on the fortunes of even the more favorably situated
individual firms,

Such emphasis on the time repercussions of man-
agerial policies with reference to profits brings us back
to what was just said as to the organic character of price
relationships. The matter was touched on back in Chap-
ter IV (pages 20-28), where we visualized a continuing
condition of “contrived, scientific, functional profits”

! We have already suggested (Chap. 4, p- 23) that the corporate form

of business now prevalent tends to encourage business administrators to

consider the long future of the company rather than the making of an
immediate *killing,”
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'brought to a maximum total in the long run through
“that moderate interpretation of unit profits in the single
instance that promotes continuous harvesting over the
years.”

_If the managers of modern industrial and distributive
business are concerned about maximum returns from a
somewhat permanent stream of transactions, they can-
not with impunity follow the simple rule “chargc all
the traffic [at thé moment] will bear” when they sell
and exert all their strength as large buyers to depress
the prices at which they buy. They must in their own
ultimate interest assume some responsibility for the fu-
ture economic situations in which they must continue to
buy or in which they desire to sell. Industrial managers
today have mastered the lessons learned by the early
factory owners as to the need to keep wages up to a high
efficiency level (Chapter 1X, page 12). Many of them
are also conscious of the fact that the major source of
general purchasing power is the nation’s payroll and
that there must be equilibration between it and the mar-
ket volume of goods at the prices at which they are
offered (Chapter IX, pages 13 ff.). They may consider
also the mutual adjustment between the rate at which
labor-saving machinery is introduced and the absorption
of displaced workers as conditioned by the prices being
charged for products under the new technique and the
“elasticity of demand” for these and other goods.®

® Whether any of the research techniques available to us could show
it or not, it seems likely that labor-saving machines have been introduced
faster than their economic consequences could be assimilated into the
total price structure in the light of the understanding of these relation-
ships which price makers as a whole have had. While the remedy for
this situation is not to be found in Mr. Ghandi’s gospel of the spinning
wheel, it is probably true that American industry would, on balance,
have done better with a somewhat slower introduction of such techno-
logical improvements when unaccompanied by a sufficiently courageous
policy of price reduction.
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If businessmen neglect these adjustments, they may
still go on technically maximizing returns to their com-
panies in each successive current transaction and yet be
contributing to the creation of a general demand and
cost situation which puts those maxima lower than they
might otherwise be. It is a very difhcult task, however,
to translate these general economic relationships into a
price-and-production policy and specific procedures for
the product or products of the individual company. Even
the business administrator who sees that the old trading
maxim “buy cheap and sell dear” is glaringly inade-
quate to the needs of modern industrial management
does not readily find a new criterion to take its place.

In secking to determine the rate of profit on invested
capital which will lead to the largest total of profits over
a period as long as he thinks it practical to plan for, the
business manager must consider the cffect that his at-
tempt to maintain a stipulated rate of profit will have
on the general business situation or what would happen
if every company followed his course. If the firm’s
profit is currently disbursed to the owners and promptly
spent by them on consumption goods, or is promptly
put back into active investments, not hoarded funds or
unused plant, the flow from production to purchasing
power and back to new production is maintained at full
tide. But on the other hand, the rate of profits made for
owners may prove so high that (in view of the concen-
tration of ownership)® they cannot spend it all on per-

*If all capital were owned by workers in the same ratios that indi-
vidual wages and salaries bear to cach other, it would be a matter of
ilfdiﬁcrencc whether husin'ess revenues went to higher profits or to
higher (|?crcemagc) lubor incomes, 1f eapital ownership were equal per
capita, higher profits (fully distributed) would be the cquivalent of

consumer gains, In either case, however, there would still be the question

whether the effect that a high-profits policy would have in raising the
general price level might not be bad.



sonal consumption and yet do not promptly find invest-
ment outlets in which it will be immediately converted
into productive goods or so invested or plowed back into
their own company, it may fail to be fully employed.
Then the labor that went into the production of that
capital, instead of multiplying future real incomes, is
withdrawn from even current consumption. Since the
hoarded funds or the redundant plant in which profits
were invested produce no return, the actual income on
capital proves to be less than the ostensible rate. And it
becomes evident then that current profits on active
investments were above the level that could in these
circumstances be maintained for the available supply.

Let us suppose that the managers of business, per-
ceiving that such are indeed the working requirements
of a system of private capitalism, decide to accept a
lower rate of net return, reflecting the average of actual
returns on active capital goods, 1dle capital goods, and
hoarded funds taken together. It might occur to them
that such a rate is a better measure of what capital is in
fact currently capable of earning. If they then revised
their price and volume practices accordingly, a work-
able adjustment or a valid criterion of policy would be
in the process of appearing. This rewriting of the rate
of profits without changing the formal criterton—maxi-
mum profits—may take any one of several forms, or
may simultaneously result in adjustments in several
directions.

First, those who have held funds in idleness because
they thought profits should be higher than what current
investments offer may release their funds into new
building or expanded opemtion's. Second, operating
companies may decide to abate their program of internal
saving, accept a lower proﬁt margin, pay higher wages
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or material prices (or buy more material or -hirc more
labor at existing rates), or lower the market price of ther
own product. In varying degrees (according to the re-
spective responsiveness of the different markets :mdE
areas of enterprise) these attempts from scvcm.l lines ©
approach to put the criterion of long-time maximum re-
turns to available capital into operative application will
bring realism or workability into the price structure.

MAINTAINING AND ENLARGING ASSET VALUES

There is, however, in the traditional thinking of both
businessmen and economists a fundamental dogma that
stands in the way of any prompt, decisive, and con-
fident application of such a pragmatic criterion. This 13
the belief that the rate of profits to the owners must be
high enough to maintain existing book values, high
enough to attract new capital into the given industry
or into business in general.” Assct values, once entered
on the company’s books cither because of past profit €X-
perience or as an expression of future hope of proﬁt:
condition subsequent pricing policy, sometimes Vvery

"While we often speak of the profits of a company as a mattef of
receipts exceeding expenses during a year or other period, this is a very
inadequate form of statement. In the language of accounting (and that
is, of course, the idiem in which the businessman thinks) profits means
the amount by which the value of the company’s net assets at the €f
of a period exceeds the value of its net assets at the beginning, This,
however, involves us in the whole question of property values b3
both on the productivity of uses in which they are employed and on
the theoretical interest rates at which these earning properties ar¢
capitalized. The intricacics of those interrelationships are affected als?
by‘ monetary influences, or what is loosely referred to as the generd
price level. Both phenomena invelve psychological elements thar are sepas
rate from technical productivity but likely to confuse business policy
with sho.rt-run speculative trading vicissitudes of the market. One of the
outstanding manifestations of this danger is found in the appearance ©
inventory profits and losses which, if not carefully segregated from
operative profits, plainly labelled and kept out of or made definitely
subordinate to manufacturing profits, may seriously distort the manage-
ment of an industrial company.
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strongly. The philosophy that these valuations must be
defended, however high, and if possible enhanced still
further, operates, as a criterion of business policy, toward
the maintenance of wide profit margins per unit of out-
put or a high rate of profits in the next quarter or year.

If it appears that, with prospective demand, such
margin or rate of profit would not be maintained, then
a common practice has been to try to protect the asset
value by withholding productive properties from full
utilization. Restriction of supply is relied upon as the
means of supporting price on a scarcity level, thereby
preventing the “impairment” of asset values.® The ulti-
mate result of such a procedure is to create unemploy-

* A highly orthodox statement of business thinking has been supplied
by a prominent steel executive, then president of the Iron and Steel
Institute, who advised:

“You must charge a price, under any given condition, which covers
all of your costs—including the cost of carrying unused capacity—and
returns a reasonable profit. If you fail to charge such a price, you must
give something away. And in business, if you continue to give something
away for very long, you eventually give the business away, No one is
justified in asking business to do this. . . . Management has not been
profit-minded. Instead, it has attempted to conduct business on a basis
of losing as little as possible. It has resorted to dodges and strategems
. . . such as deliberate acceptance of unprofitable business in the hope
that the increased volume will ecut overhead costs enough to make it
possible to break even or escape with a small loss while holding an old
customer or getting a new one. It has justified acceptance of business
at a loss on the theory that this unprofitable business would pay in the
long run by helping to maintain plant, equ.ipment and pcrsonnel.‘ No
such attempts to rationalize acceptance of business at a loss can be right.
Losing business remains losing business. It produces a loss in the first
instance and, human nature being what it is, when one producer gives
an unwarranted price, competitors meet competition. The result is that
the concession sets a new industry-wide price still farther below the
level of profits and even of costs. . . . Mamg.emcpt,'whic_h .?fter all is
hired by the stockholders to make profits, has failed in its principal duty.”
Erncst T. Weir, “Profits and Patriotism,” address before the American
Institute of Steel Construction, New York, _Oct. 17, 1939,

This quotation must of course be read in the context of_ the speaker’s
-own business record, He has been known in the steel industry as a

“price cutter.”
It



ment, which restricts the market and thus impuir:‘; even
the earning power which had already been Fut'u}d inade-
quate to support prcvious asset valuations. The more
stubborn the insistence on book values of assets, the
more the tendency to make business break instead of
bending to the force of an actual business situation.”

When “assets are impaired,” a company is on the
road to “failure” and this is often spuken of as synony-
mous with disappearance from the business scene, and
this in turn as meaning that jobs will be destroyed and
the serving of consumers’ wants curtailed. It is accord-
ingly argued that returns to capital must be kept high
enough so that asset values shall be maintained and if
possible kept growing. As a matter of fact, however,
disastrous economic consequences do not necessarily fol-
low from impairment of asset values. We have talked
so much about “case of entry” that we-sometimes fail
to give sufficient emphasis to the difficulty of exit of
firms from the modern industrial scenc.

It has long been remarked that a great railroad system

*A fundamental difficulty which men encounter in attempling to run
a capitalistic system lies in their failure te appreciate the evanescent
character of wealth embodied in physical properties and the indispensa-
bility of sustained authorization of labor use to the preservation of even
funded wealth, 1t was a great merit of Adan Smith that he definitely
turned from the idea of wealth as an accumulated stock to whose con-
servation society was devoted to the more flexible and living concept of
wealth as an annual flow to be stimulated, conditioned, and guided on
its living course, In the first two sentences of the Wealth of Nations,
we read: “The annual labor of every nation is the fund which originally
supplies it with all the necessaries and conveniences of life which it
annually consumes . , . according therefore as this produce or what is
purchased with it from other nations bears a greater or smaller propor-
tion to the number of those who are to consume it, the nation will be
better or worse supplied with all the necessaries and conveniences for
which it has occasion.” From Smith's day to the present there has been
a conﬂi_ct between two broad factions within the field of business and
economie life—the producers and the conservators, operators and curators,
those ‘whcf sought to enlarge cconomic enterprise and these who soupht
to maintain property valuations,
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cannot go out of business. And the same can probably be
said of U. S. Steel, General Motors, or du Pont. Failure
does not bring death of the business but displacement of
management, corporate reorganization, or both. What
has transpired is failure of the managerial policy or
the corporate structure to adapt itself to internal or
external requirements. Shrinkage of asset values very
often does not mean that the company cannot justify its
existence and serve the public at a price in excess of
operating costs, including market rates of interest on the
capital necessarily involved. It often means simply that
artificial prices were paid for properties or artificial
appraisals given to plant or equipment that the company
has fabricated for its own use. It may mean that good
will, patents, or other franchise values, disclosed or
disguised, have built up an inflated capital structure in
the days of promotional development or of abnormally
high earnings in short-run periods of general boom-time
psychology or the initial market spurt of a new and
popular product.

In such situations, putting the company “through the
wringer,” adjusting its asset valuations to the profit
margin on which it can continuously and fully utilize its
resources,’ has so frequently shown its healing effects

® This reorganization of capital structure when accompanied by a
change in managerial personnel constitutes an important qualification
to the oft-repeated assertion that an enterpriser must make enough profits
to keep him in business if the community is to be served, It may be
necessary for him to yield management to other hands if the resources

which he has formerly been directing are to be able to deliver their

productive contribution in fullest measure. ) ‘

Besides reorganization of a company under its own name or with at
least a continued separate corporate pcrson:‘llit)’, the revision of corporate
assets may be accompanied by merger into some other company or
companics, But cven when there is com.p.lclfe liquidation of the (_)Id com-
pany, its separate plants or other facilities may be sold outright and
thereby revalued on a more workable basis. Finally, even dismantling of
plant and sale of separate asscts does not mean that the economy suffers
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that it seems strange that revaluation is not more readily
accepted as the indicated remedy for local business atl-
ments and as a preventive measure against more wide-
spread and persistent economic ills.

Subtly intertwined with this question of accounting
valuation of assets, tangible and intangible, is the issue
of how much capital society needs and at what rate it
should be accumulated. It is often argued that asset
values must be maintained or advanced and the rate of
profits to which they are related kept as high as possible
so as always to encourage the formation of new capital.
Everyone would agree no doubt that it is desirable
for the productiveness of the economy that we keep en-
larging our supply of aids to labor at as rapid a rate as
those implements will be actually used in production."
But to pile up capital goods or funds in excess of such
use means that capital ceases to provide employment or
increase productivity and becomes a cause of unemploy-

a capital loss equal to the devaluation. The relatively high valuation of
an carlier period may have served a useful purpose at the time by giving
a profit to the enterprise which produced the goods, and this profit may
have had a beneficial effect on the cconomy by giving a desirable stimulus
to business at that time. On the other hand, such stimulus may have con-
tributed to the over-expansion of the firm which enjoyed it or to the
- gcne!-nlly ovcrstimulntcd atmosphere of a boom period. Paying so high
a price for equipment may have been a factor in the subscquent failure
of the purchasing company, whereas its sale in the market now may be

a necessary procedure for having it revalued and passed into the hands
of a new company on a basis on which it can be actively committed
to further production,

Moo -
This 1sdof Course an oversimplified statement because capital goods
may be used with widely varying degrees of intensiveness and the degree

of intensiveness w_hich is to be regarded s ccanomically justifiable as
the criterion for its creation or

preservation will vary according to a
large number of price relations y h

hips, Some of t i
! \ hese are themselves in
part determined by the amount of the capital gonds accumulation

nd manner of i “ iteri i
a its use. The “fullness of use® eriterion therefore will

have to be determined on the ascertained (comparative) merits of each
case, ‘
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ment, “Capitalism the creator”* is distorted into capital-
1sm the waster. '

The exigencies of war have, in the last few years,
called forth an almost fabulous outpouring of capital,
both private and public, in the creation of additional
plant. While it is hazardous to attempt to appraise the
productive capacity of this plant after re-conversion to
peacetime needs, it seems probable that capital shortage
will be much less of a threat to national prosperity than
possible labor disuse. First concern should be given to
providing such a disbursement of purchasing power as
will assure taking promptly from the market all the
goods that the whole labor supply can produce with a
plant of its then size and degree of efficiency. Once that

YIn a book under this title, Carl Snyder has put forth in stark sim-
plicity the favorable aspects of the case for unlimited capital formation.

Such an economic philesophy (or religion of wealth) reduces capital
goods and capital funds to the role of *sacred cows,” worshipfully
tended by a people suffering from deficiencics of both meat and milk,
A release from this Brahman psychology among our stupid cousins
overseas would not result in the disappearance of the bovine population
but in its growth in numbers, in service, and in publie esteem. Nor
would release from a Brahman economic psychology among our not
too perspicacious sclves lead to the death or decay of capital but to its
propagation on mare scientific principles, with a larger steady flow of
current product and substantial enjoyment from the incidental liquida-
tion of such units as, brought into being in the normal technique of
operation, proved to be “surplus” from the point of view of its most
econoinical continuance.

It is interesting to speculate on possible results if those who set for
themselves the criterion of maximizing asset values were to revise this
to read “minimizing asset values,” that is, holding the overhead for
capital as low as could be done without leaving labor short of equipment.
Recent experience with unemployment suggests that any possible danger
of lowered “qualitative efficiency” which might be incurred by setting
their profit sights too low would be considerably less than the losses in
“quantitative efficiency” with which we are all oo f:lmjlinr as a re.suit
of sctting their sights too high. Saving is not something which is a
good in itself but rather a necessary evil, since it means that the fruits
of Inbor cannot be currently enjoyed. Society, like the individual, wants
to save as little as is necessary to the maintenance of a given state of

real income.
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is done, we shall find that the problem of capital accumu-
lation, in the interest of supplying the cconomy with
vet larger or more efficient plant, presents no real
difficulty under conditions of full-scale operation and
the business confidence which full operation engenders.

To state the case thus brings to the fore one aspect of
the whole capitalistic process in a credit cconomy which
is frequently overlooked and which has been held in
abeyance throughout the preceding parts of this chap-
ter. That is the fact that capital is formed through the
current operations of an industrial system and does not
have to be accumulated in full before the beginning of
the operative period. What is required is not alone that
owners of plant or money savings (or their deputies)
shall have enterprise but also that credit agencies (with
sufficient proportion of reserves) shall be convinced that
the operations of a given enterprise ‘will prove self-
liquidating if undertaken,

More and more in recent years, a consideration that
has operated to withhold the “go” signal from those
who would offer jobs has been the uncertainty as to
whether other executives would have the confidence to
go ahead. Technical and commercial risks can be held
to a minimum through the employment of specially
skilled personnel. The inescapable remainder can be
calculated on fairly dependable actuarial principles and
c}mrged as a necessary operating cost. But if the excecu-
tive sces a strong prospect of substantial unemployment
or. non-utilization of plant capacity, and if he writes
this prospect into his cost shects and consumer prices
and it is reﬂc'cu:d in the withholding rates for capital
use or lndustr.ml c.rcdit extension, then business stagna-
tion bc§omcs inevitable. Only its degree remains to be
determined by the extent to which businessmen take jnto
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their calculations the possibility of such unpropitious de-
velopments. The higher they rate such probability, the
- more is it converted to a certainty—the certainty of busi-
ness depression, becoming chronic as stagnation,

This paradox of our profit-making system of private
capitalism will be examined presently in a concrete set-
ting. But first we need to consider briefly the outlook
from which business policy is determined today.

FROM PATER FAMILIAS TO THE PROFESSIONAL MANAGER

In an earlier chapter we noted that “no particular
problem as to the meaning of profits or the operation of
the profit motive arises so long as business is conducted
on the basis of individual enterprise” or pre-capitalism.
The individual was self-employed or, more accurately,
business was organized on the basis of the family’s un-
paid labor. The pure case would be that in which the
only capital employed consisted of such productive goods
as were accumulated from the labor of the family in
rearing livestock and fashioning simple devices and
appliances or in which such equipment was secured in
trade for some of the family’s produce,

There was, under such circumstances, no separate
capital account or distinguishable income-to-capital, Nor
was there any possibility of increasing gains to anyone
by withholding productive labor or the use of such
equipment. On the contrary, the more labor input, the
more subsistence for the workers. Effort would be
diverted from consumption goods to the making of ma-
chines or other labor aids when that course promised
more than proportionate returns in the future, and these
would, without undue hesitation, be reabsorbed into the
stream of consumption whenever that seemed expedient

 Chap. 4, p- 1.
17



in view of a changed situation or scale of relative values.
The essential point of the relationship was that labor use
was paramount, and capital existed only for the purpose
of making that labor more productive.

At the opposite pole, under any fully developed
fascist, communist, or even socialist régime, the use of
labor would again be the prime consideration and capital
would again be merely ancillary. The provident state
would take the place of pater familias—or of a majority
of the patres familiarum. 1t would take responsibility
for putting the whole labor force to work and for al-
Jocating workers’ efforts to the production of consumers’
goods and the provision of capital equipment in suitable
proportions. A capital account might or might not be
kept. But relative indifference to the fate of particular
valu'ations of capital goods or the maintenance of high
earnings to individual bits of the capital fund would
talfe the place of the considerable indifference that
private capitalism manifests as to the income position of
the individual laborer in general or as to the utilization
of the whole labor force at high efficiency.' -

Be_tween these two extremes, with their reliance re-
§pect1ve_ly on automatic and on authoritarian price muk-
ing, private capitalism relies largely on administere
o l]:on ; Oﬂcli‘aCt wages, proﬁt‘ margins, wage and

y bonuses and profit-sharing distributions. We ex-
pect these adjustments to be such as to attain a high
level of performance for the economy, that is, high real

mfi).me§ for its several participants, based upon full
utilrzation as well as proper allocation of the nation’s
resources.

u .

Probljv‘:l::; ::dﬂ':;:;éluc cconomic organization also has ita own distinctive
! gers is obvious, but they are no £ sent

analysis, part of our pre

18



These managers of business corporations large and
small who make up the determinative center of modern
business” may be classed as part of the labor group in
that their remuneration is primarily on the basis of a
contract wage. But this group is also identified directly
with the ownership group through the investment of its
own moncy in shares of the company, through receiving
such shares as partial payment for its services, and
through bonuses whose amount 1s contingent on the
profits made by the company. It has, however, a distinc-
tive character in that its role is that of professional
administration. It thus might be expected to have a
somewhat objective concern for promoting the welfare
of all the intermingled special interests. It has been
customary to refer to professional management as
trustee for the owners, It is perhaps truer or would be
more helpfulin future to think of professional managers
as trustces for the economy, their objective béing to
cause the individual company to function with the
highest degree of economic efficiency as an interrelated
part of the total business process.

Let us now suppose that the corporate executive were
to write his business policies without duress (from or-
ganized labor, government bureaus, or credit suppliers)
but with all the economic sophistication proper to a
trustee for the economy. He then might say: Workers,

™ There is, to be sure, a measure of control orlinﬂuencc still exercised
by owners of proprietary cnPital as such. There is some participation in
policy making by financial interests, who represent loan capital as well
as proprictary capital. There is a considerable “intrusion” of govern-
mental influence or regulatory control in matters of policy. Finally,
labor unions have become a substantial factor in influencing, determining,
or warping policy, Consideration of the role of government will be
deferred to a later chapter. The part played by organized labor and by
financial interests is touched upon at various place? in th_is and ot_her
chapters, But this book is focused primarily on what industrial executives
do or might do voluntarily within their own province of control.

19



both those in overalls and those in white collars, must,
so far as our resources and techniques permit, be given
a wage that will provide good food, clothing, and hous-
ing; education and amusement; adequate care of health
and provision for old age. To safeguard their long-
time interest I, as manager, must sce that the proportion
of total Jabor time that goes to capital maintenance or of
total product that goes to remunerate those who provide
capital is adequate to keep up technical efficiency and
gradually advance it. Since the only economic reason for
the existence of capital is to add to labor productivity,
if my scheme of management makes good the attrition
of capital and strikes a sound balance between currently
maintaining the personal or internal efficiency of work-
ers and equipping them with the external techniques and
appliances of efficiency, I shall have sccured for capital
its maximum realizable long-run gain as a necessary
accompaniment to securing maximum labor returns to
the worker.

To provide such returns to all the accumulated capital
now secking employment, managers as a2 whole must
first recruit all available workers, If further supplies of
funds are required for such full-scaie operation, premi-
ums above the interest rate of the general money market
may perhaps be required during periods of imtial de-
velopment and market proving. But if such rates are
exacted for operations which are in fact routine, the
resulting price adjustment becomes merely inflationary
under decentralized ownership of capital or disruptive
(leading to chronic underemployment) under the pres-
ent pattern of concentrated ownership.,

Such a professional manager would have been con-
vinced by study of economic principles, by scrutiny of
business experience, or by a fruitful combination of both
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that the attempt to enlarge asset values and then defend
rhcm.by maximizing profit margins -or rates through
restraint of production leads to underutilization of re—
sources ?.nd progressive unemployment.’* He would
have decided that for an economy to operate successfully
on the basis of private capitalistic enterprise, the neces-
sary sequence of consideration must be from maximum
productivity to full labor opportunity, thence to steady
use of capital at its necessary supply price, thence to high
‘real wages, that is, maximum satisfaction for the consum-
INg masses.

This would be equivalent to saying that even in a
capitalist economy the attainment of maximum profits
or assct values for owners cannot be taken as a proxi-
mate end of current operations. It is one ultimate ob-
Jective of a complex economic process. Since natural re-
sources and man’s machines reach their highest earning
power only when fully manned, the criterion of action
or of operative policy by which profit maximization is to
be approached must be full employment of the labor re-
source.'” Such a restatement of the criterion of capitalistic

* At many places in this book reference has been made to the fact
that the official of organized labor has become so important a factor in
the determination of price relations as to complicate if not defeat the
program that the professional manager might draft in accordance with
the gencral policy and econamic philosophy here outlined. Thus far,
labor has not been able, nor has it really desired, to take responsibility
for the operation of the systemn. But in so far as it becomes cognizint
of the results of its own exercise of power it would have to adopt this
same criterion of full employment as superior to its customary exacting
of the highest rate that can be secured by the exercise of its control of
supply, At the same time it would have to assume the responsibility of

making provision for capital sutlicient to maintain its supply (including
expansion and the rescarch facilities on which progressive: technique is

based) and afford it incentive for active use.
" Full employment is a loose phrase which may be defined either

functionally or quantitatively. Earlier in this book it has at several
places been referred to functionally as meaning giving all potential
workers opportunity of employment up to the point at which they



management may at first sound seem revolutionary. But
the only sense in which it challenges conventional eco-
nomic and business thinking is in its rcjection of the
tenet of capitalistic fundamentalism'*—that capital has
some mystic superiority over other factors of production
as a claimant to returns or as it challenges a belief that
such priority can be granted without upsetting the bal-
ance of economic forces.

But even when the basic character of the employment
criterion of business policy is realized, we are still faced
with the practical question of how such a criterion can
be applied. Private capitalism, as we have known it, has
advanced from a condition of no responsibility for main-
taining the quality of the labor supply or for seeing that
it is productively used to a point where it accepts con-
siderable responsibility for the workers specifically at-
tached to a given firm or (to some extent) to an indus-
try. But if private capitalism is not to destroy itself
through the reduction of the economy’s total productiv-
ity, through unemployment and low utilization of capi-
tal goods and funds, it must find a way of exercising
joint responsibility for providing employment oppor-
tunitics for the whole available labor force. Professional
managers are, by virtue of their administrative position,
responsible for conserving labor opportunities for the
whole population. This they can do with greater skill
than was available to the heads of individual family

value leisure more highly than further goods or services that could be
purchased with their wages. Quantitatively, there seems to be pretty
general agreement that an industrial country is not likely to be able
to apply more than g5 per cent of its nominal labor force even under
the most favorable circumstances. This would mean a “foat” of some

3 million or more in this country, not working even when we had so-
called full employment,

* With apologies to

Joseph 8. Davis and hi i iti
wagrialtor] T p is and his suggestive critique of

talism.” Sce On Agriculiural Policy, Chap. 2.
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groups and with greater intimacy of knowledge and
flexibility of direction than central control can achieve.
Only recently have they begun to admit this responsi-
bility and to devise means of meeting it.

FULL EMPLOYMENT AS MANAGEMENT’S CRITERION

Up to the present time, almost everyone has been dis-
posed to feel that, if a criterion of full employment were
to be applied, it would have to be by the economy as a
whole, that is by government under a scheme of com-
prehensive economic planning. Such a criterion has been
regarded as purely irrelevant for the individual firm.
It has not appeared practically possible for these firms
to set up individual employment quotas or to accept or
assume responsibility for any particular labor force as
did pater familias under simple schemes of economic or-
ganization or as government does in Fascist countries or
would do under a planned economy in the United States.

But today, practical businessmen are themselves in-
forming the public that they do accept such a criterion
of operation and that they propose to put it into effect
at the close of the war. Most clear-cut in such declara-
tions are the General Electric Company and the Alumi-
num Company of America.”® Pronouncements by these

*® To this general effect also, the American Rolling Mill Co. expresses
itself in a display advertisement in the Saturday Evening Post of Apr.
10, 1943. The major part of the text of that advertiserment reads as
follows: “Will [your boy] come home [from the war] to a normal
life—a useful job? That is a question none of us can ignore. Even now,
while all the preduction of the nation is bent upon victory, farsighted
men in American industry are planning ahead. There must be no let-
down after this war, Industry is preparing now to convert quickly for

. the manufacture of peacctime products to give jobs to the millions of
men now fighting and the other millions of war workers,

“This war has telescoped time in improving materials and methods.
Here at ARMCO, for instance, our laboratories and mills are developing
sheet steels with extraordinary new properties and constantly improving
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AMERICANS LOOK AHEAD. . .. They sce that
jobs for all are the first essential to a peaceful peace.
.« . The number of men you can keep on your pay
roll; and the number of new ones you can add to your
payroll, when this thing is over, is the real measure of
how good a peace we have won, . . . There are millions
of new jobs to be made when this war is over. They
are your responsibility and ours,

As we sce it, the only thing that will keep men
employed then is a large dose of Imagmeering right

now. ... We coined the word to describe the audacious
imagination, plus action, which is needed to outwit the
future. . .. The word pins down the thouzht that it

is the individual executive, daring to let his imagination
soar, and then engincering it down to carth—it is you
doing just that to your business, who will win the peace
for yourself, and for America, . . . It’s a kind of flame
lighting America to its future. Alcoa Aluminum is one
fuel to make the flame burn brightly.

Start with the bald facts that what America must
have when this is over is a low price structure, new
things to make and use; new services to render, new
ways to make and do old things, Match the new low
prices of aluminum, the new techniques, the new alloys
and the old fundamentals of light weight and all the
rest, against what you yourself face, and what America
needs, and you have found the groove to let your
Imagineering run in.

‘Two can run better than one in that groove, We
have the old-fashioned idea that if we can help you
look at your work audaciously in terms of the product
we make, that teamwork will el

P us both employ
more men at a time when Americ

A is going to need

employment.
Advertissments  of Aluminum  Com-
pany of America, January-April 1942.
= ——
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two companies are set forth on pages 24, 26, and 28,
Such declarations, however, even if sound in principle,
have yet to be carried into practice. Have these com-
panies perfected a procedure for achieving the objec-
tives set, for applying the criterion announced?
ALCOA says, in general terms, that this means “mix-
ing engineering with imagination.” This might well
mean combining technological skill with economic in-
sights into the way tn which money relationships have to
be adjusted if business is to operate at full volume. It
might mean having the imagination to see how the
peacetime use of aluminum could be expanded to the
fantastic proportions of wartime and still preserve the
solvency of the company. To such an interpretation of
ALCOA’s phrases we shall return presently.
Meanwhile, we must examine the somewhat more
specific outline of criteria and methods that has been
proposed by G.E. Mr. Wilson former president of the
company, who first outlined the policy, is an outstanding
“production man,” and Vice President Prince to whom 1ts
execution has been specifically delegated is a distin-
guished engincer (past president of the American In-
stitute of Electrical Engineers). Hence it is not strange
that one plank of their platform should call for engi-
neering determinations of the technical specifications of
the products which are to make up the volume of output
necessary to discharge their responsibility for continuing
their wartime labor force in peacetime employment. But
besides committing themselves to showing the techno-

the older ones. After the war, manufacturers will have many new stecls
for making lighter, stronger, and more attractive products.

“Every time you buy a War Bond you are helpiug to speed the day
when our boys come heme. You will have the savings to buy some.of
the new and better things you will need, and this will help provide
jobs that our boys can da with enthusiasm and skill.”
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AT THIS TIME, when our future economic security
is at stake, we must call upon 2ll of our vision and
imagination—upon all of our resources—upon all of our
ingenuity—and, above all, upon the same deep sense
of service that now motivates us . . . in providing the
materials for our physical security—to the end that
all employables will be kept employed—and that the
preponderant majority will find employment on the
payrolls of the private enterprise system,

Charles E. Wilson, address, American TInsti-
tute of Electrical Engincers, Jan. 29, 1941.

IF, WHEN THE END COMIES, we have made no
plans for the postwar period, we may lose all the fruits
of victory, We must, therefore, be prepared to take
advantage of our victory when it comes and begin to
think now about the future. . . .

There are good reasons for expecting an era of
full employment after the war. Extensive plans are
being made for the government by members of the
National Resources Planning Board—plans for public
works projects which they propose to throw into the
pot if unemployment begins to appear. Therefore the
question is not whether or not we shall have full em-
ployment but what %ind of employment we shall have.

We shall start with the assumption that there will
be full employment which will yield 110 billions of
dollars’ worth of production, and then we shall see
what the electrical manufacturing component of that
total amounts to. We estimate that some 3 billion, 849
million dollars, more or less, will cover the electrical
manufacturers’ component but that part of that com-
ponent will represent items that the General Flectric
Company does not happen to make. Then we will get
down to the things of which the parent General Elec-
tric Company does produce a part. If we have esti-

Continued on page 28

—— —
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logical imagination necessary to make this system work,
G.E. gives a pencil sketch, even if somewhat shadowy,
of the economic mechanism by which they expect to see
the policy carried to successful execution. The salient
fcatures of the G.E. analysis may be set forth in a single
paragraph,

Starting from the assumption that 110 billion dollars
of purchasing power will be maintained in the market,*
they define the commercial side of their task merely as
keeping in touch with the trend of consumer demand so
as to know with reasonable accuracy the types of ex-
penditure among which the public will apportion that
amount of spending money. Then the company plans
to allocate the proper amount of the productive resources
under its administration to the lines of manufacture thus
nomtnated. As to the fundamental economic process by
which this flow of purchasing power is to be continuously
forthcoming, Mr. Prince in the first part of his state-
ment pins his faith to the fact that “extensive plans are
being made for the government by members of the Na-
tional Resources Planning Board . . . for public works
projects to throw into the pot if‘ unemployment begins
to appear.” _

With the engincering and commercial plank in this
platform we are in complete accord. If private business
is to operate successfully in the future, one of the two
major functions that the professional management of
those private enterprises must perform is that of select-

*In the light of subsequent events, Mr., Prince revi§cd. this figure
upward. Addressing the National Retail Dry Goods Associatien recently,
he “cstimated that two years after the war 57,000,000 people would
produce, on a forty-hour-week basis, a total output with a value of
$135,000,000,000.” (New York Times, Jan. 15, 1943, P 30.) In view

of uncertainty about the future price level or tl.w course of inﬂfitw_n: no
dollar figure can have any significance. What is really meant is simply

a full-operation national income.
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mates of the national market for those things and if
we know also the percentage of the business which we
can normally connt on getting, we can construct a
budget of probable business in the different depart-
ments of the General Electric Company. Then, when
we match that business against our capacity and our
personnel, we shall obtain a ficure which represents
the number of workers we shall need after the war.
And the point is that some of the people now employed
will be left over.

However, some of these people will not wish to
continue with General Electric. . . . But there will be
some people in that group who were unemployed
before, or maybe some of them will be youngsters just
out of school, and they are the ones we shall wish to
keep employed—the ones we shall have to keep em-
ployed if the country as a whole is to enjoy full em-
ployment. If we do not find work for them and if
other companies in the same position do not find work
for their excess personnel, unemployment will become
a problem again. That means that the country will not
reach the 11o-billien-dollar output figure and that,
in turn, the clectrical component will be smaller than
we have estimated and our share smaller. Then we
shall find ourselves with an even larger group of excess
employees. "T'hus the best thing to do is just to assume
that we must find jobs for all the people left on our
hands. We owe it both to them and to the country
to do our best to provide for them. . . .

If we were to be alone, the whole thing would fall
of its own weight. T am very confident, however, that
this same kind of thinking is going on in many indus-
tries all over the country, T know of a good many spe-
cific cases; also . . . certain areas in which industrial
managements are thinking about the problem as it
affects entire communities,

David C. Prince, address, American
Management Association, Mar. 4, 1942,

— p—
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ing the types of goods to be offered in the consumer
market, simplifying and perfecting the technological
, (including artistic) character of these goods or devising
- new ones, and keeping closely in touch with the behavior
of the public in apportioning its purchasing power
among these different goods and responding to such
“consumer appeal” as private enterprisers succeed in
embodying in their products. There is every reason for
the American public to have confidence that the engi-
neering staffs of G.E., AL.COA, or almost any other
of our well-established industrial corporations will give
highly skilful, soundly progressive, richly “imagina-
tive” treatment to these problems, Detailed blueprints
of such developments are accumulating in their research
files, They use some of their advertising space every
now and again to give the public a peep into those files
- and to whet consumer appetites for the postwar market.
But the second major function of management is to
perfect a scheme of disbursements that will bring the
cost structure, the price structure, and the income struc-
ture of the economy into continuous working balance.
The prospect that businessmen will see how to do this
after the war seems much less reassuring than that tech-
nical and operative problems will be well met. The
economic plank in the G.E. platform is at best ambigu-
.ous, It starts out by saying: “We will count on Uncle
Sam to maintain purchasing power. This is not our con-
cern,” There is no intimation that the General Electric
Company, the Aluminum Company of America, Gen-
eral Motors, du Pont, U. S. Steel, and the rest would
themselves need to assume or accept responsibility for
disbursing the purchasing power necessary to take off
the market the whole product turned out by a full.y
employed people. It would scem that Mr. Prince 1s
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ready to join the large and, one fears, growing ranks of
those who are ready to rely on continual transfusions
from the public Treasury to keep “private” business
alive. .
Another Brookings publication® has shown various
limitations and dangers which beset this simple faith in
the capacity of the “provident state” to inject perennial
streams of supplementary purchasing power into the .
economic system from some miraculous and inexhausti-
ble source. The reader may be referred to that publica-
tion for detailed analysis of the fiscal aspects of the
public spending philosophy. But a few points need to
be noted here very briefly to bring the proposal of gov-
ernment provision of purchasing power into perspective

with the price-making process and the productive reali-
ties of our business world.

RELIANCE ON GOVERNMENT VERSUS SELF-SUSTAINING
BUSINESS ADMINISTRATION

Public spending as a remedy for the disease of un-
employment or as a safeguard against the threat of eco-
nomic stagnation presents a psychological dilemma to
the business world. There are many businessmen to
whom the government’s promise of employment op-
portunities to all through public spending constitutes a
threat of national insolvency, inflation, confiscatory
taxation, and everything which makes private business -
impossible. To others it seems a guarantee of sustained
markets which make business commitments safe.

If the first of these views prevails, every step that
government takes in accepting or asserting responsibility
for the productive operation of the economic system
causes private enterprise and private capital to withdraw

* Harold G. Moulton, The New Philosaphy of Public Debt (1943)-
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in uncertainty and fear by one or two steps or even ten
steps. It then becomes but a short road to state socialism,
complete regimentation of business activity, This psy-
chology has been fully expounded by conservative busi-
ness leaders time and again over the last decade, and the
“disappointing recovery” of 1937 suggested that such
an ultimate sequence might be in the process of comple-
tion when suddenly the war introduced a powerful ex-
ternal stimulus, '
The statement of the General Electric Company,
however, displays a quite different psychology as to
the postwar effort. This spokesman for busines§ turns
confidently toward the other horn of the dilemma—
albeit with serious ambiguity as to how self-dependent
business is to find a practical solution to its purchasing
power problem. Looking to government as an ultimate
safeguard to the maintenance of national income does
not obscure a sense of responsibility on behalf of his com-
pany for the supplying of employment. Near the close
of his statement (page 28) he says: /
If we do not find work for [all our wartime employees who
want to stay with us after the war] and if other companies in
the same position do not find work for their excess personnel
. the country will not reach the 110 billien dollar output
figure and . . . our share will be smaller than we have esti-
mated, Then we shall find ourselves with an even larger group
of excess employees. Thus the best thing to do is just to assume
that we must find jobs for all the peopl®left on our hands.

The sentence which we have italicized proposes a pol-
icy or rule of action for the individual firm. This pro-
posal is followed a little later by an admission that such
an assumption of responsibility for creating private em-
ployment would be futile if any individual company un-
dertook it alone. But that admission is in turn followed
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by an expression of great confidence “that this same kind
of thinking is going on in many industries all over the
country . . . areas in which industrial managements are
thinking about the problem as it affects entire com-
munities.”

So far, so good. If every other employer were to
meet the postwar situation with confidence and act with
his best managerial skill to allocate men and plant to the
supplying of a full-employment budget of consumer
wants, the tide of national economic life would sect
strongly toward reconversion to peacetime operation on
a scale of activity equal to the war peak and doubtless
better than 1928-29. This would not completely solve
the problem, but it would deal with one factor indis-
pensable to the solution of the problem, It would re-
move or greatly reduce the responsibility of the govern-
ment to make jobs for the unemployed, thus facilitating
balancing of the federal budget, with such gradual cur-
tailment of the national debt as might secem most
beneficial to the general economic situation. An initial
psychological reaction of self-confidence would promote
a situation in which private enterprise could move more
frecly into active mnvestment, and credit would be ex-
tended through customary financing agencies so freely
that there would be a minimum possibility of plant
remaining idle for lack of working capital or of workers
failing to find private employment,

But if the technique of price relations on which pri-
vate business starts its peacetime operations is faulty, 2
new market breakdown will develop sooner or later. To
this lack in the program even of those who are urging
private business to go aggressively forward, we shall
return presently. (Sce pages 38 ff.)

Concrete evidence that the view that the individual
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employer “must find jobs for all the people left on our
hands” has spread, and that organized effort will be di-
rected toward making it a tangible force in the postwar
business world is afforded by the recently formed Com-
mittee for Economic Development. Through this body
the movement “to promote company-by-company plan-
ning for postwar opportunities . . . jobs and the produc-
tion in private enterprise which can create jobs”* may
now be regarded as organized and systematized on a
national scale. Mr. Prince has become chairman of its
industrial advisory board and it has set up a Field De-
velopment Division with twelve regional and about 100
district boards. These boards undertake to stimulate
and assist small as well as large companies in deciding
on types of products to turn out after the war, scale of
operations for each, markets available and best means of
developing them, and other operative problems of the
reconversion period.

All this is simply an elaboration of the sound and
important methods of attack outlined in Mr. Prince’s
original statement. In carrying it out, the Committee for
Economic Development draws upon the factual and
analytical work of the United States Department of
Commerce®™ as well as the technical and managerial
staffs of all the many companies who are being inter-
ested in the movement. To this it adds a research ad-
visory committee and staff of its own.

®C. E. D, News, May 1943, p. 1. . ' .

?The Committee emphasizes the point that it is an entirely inde-
pendent non-governmental agency, formulating i.ts owr policies .'End
program, recruiting its own personnel, and SU}?})I)’lllg its own work!ug
funds. Tt maintains a Washington liaison office in the Burcau of Foreign
and Domestic Commerce, however, which enables it to have fL_lllcst
knowledge of and readiest access to unpublished as well as published

materials of the Burcau and enables the latter to shape 1,ts current\srudxcs
50 as to be of maximum usefulness in the Committee’s work. See for
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It is only natural that thus far there should be little
to indicate the more fundamental economic philosophy
of the movement, That is yet to emerge from further
study of the problem by staff, advisers, and participants.
As to the orientation and probable impact of the Com-
mittee’s work, its chairman, Paul Hoffman, president of
the Studebaker Corporation, addressing the Union
League Club in Chicago on March 12, 1943, said: “We
have got to have a rip-roaring, hell-raising, risk-taking
economy, We feel that if a million American enter-
prisers get into action now, the 130 million Americans
will be able to plan their own lives after the war.”” But
he immediately introduced a note of ambiguity by say-
ing: “No matter how much of an cffort we make, we
cannot succeed unless the political climate after the war
1s favorable.” If this means a climate favorable to the
fundamentalist claims of capital, one which would lower
wages and abate taxes on business so that profits rates
might be put back (after war deprivations) as high as
those that determined the withholding rates of capital
before the war,” then we should soon be back at the
business stagnation and high unemployment that
gripped us in the thirties.

example the recent study of S. Morris Livingston, Markets after the
War: An Approach to their Analysis, U, 5. Department of Commerce
(March 1943), proc.

¥ Compare pp. 11, 16, 20, 44. A bit reassuring was the speech deliv-
ered by William Benton, vice chairman of the Committee, before the Pro-
ducers’ Council, Inc. and the American Institute of Architects in Cin-
cinnati on May 26, 1943. Commenting on the vast possibilities of the
construction industry in the years after the war, he observed: “Practices
in the [construction] industry force and keep prices up, They do not
bring them down, Every form of so-called monopolistic practice scems
to come to full flower in the political, labor, and business standards
which prevail in your industry, . . . Many fecl that every busincss
practice which impedes employment and production must be fought.

How else can business honestly go to labor or to government and say—
‘Give us conditions under which we can operate*?®
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... THE GREAT MISTAKE that many organ-
izations have made in the past has been to plan solely
for themselves, . . . A program of principles and of
action which may scem perfect from the vantage point
of labor or management or agriculture or government
—is useless unless it can stand the test of scrutiny from
all other points of view. . ..

I believe that enlightened self-interest, whether in
the behavior of an individual or a nation, is the most
reliable basis for action, . . . But we have learned from
tragic expericnce that the machine will go dead unless
full allowances are made for competing and conflicting
self-intcrests. We have learned that we cannot have
a healthy farm or factory, or a healthy business or
trade-union, unless the country as a whole is in a
vigorous and healthy condition. . . .

Whatever immediate advantages any element in the
population may grab, must be paid for a hundredfold
ultimately in imbalance and chaos. Intelligent self-
interest demands that the well-being of the whole
American people be made the sole and final criterion
of action. . . . America adheres resolutely to its faith
in the individual and its preference for high striving
and full-blooded adventure. . . .

In the field of economy, democracy has taken the
form of a free capitalist society. . . . Far from being
played out, free economy in our country is only getting
into full stride. . . .

We have mastered the art of mass production. It
now remains for us to master the art of mass dis-
tribution, so that the products of our magnificent in-
dustrial machine may be ever more widely spread
among all our people. This is no longer a pious wish.

Contintied on page 36

e ————
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It is a concrete necessity, We are geared for unprece-
dented output of the essentials of life as well as the
refinements of living, . . . To absorb that tremendous
output, business and labor and agriculture must co-
operate to maintain full employment, high wages, and
maximum purchasing power. . . .

Only the wilfully blind can fail to see that the old-
style capitalism of a primitive frechooting period s
gone forever. The capitalism of complete laissez-faire,
which thrived on low wages and maximum profits for
mimimum turnover, which rejected collective bargain-
ing and fought against justified public regulation of
the competitive process, is a thing of the past. Thase
who would turn back the clock of history in this re-
spect are as unrealistic in their way as the addle-brained
paper planners of our economic salvation.

American economy . . . today . . . is gearing itself
for low profits on a areat turnover, The fair distribu-
tion of the products and the wealth flowing from the
industrial process cannot he left wholly to chance, but
must be made one of the essential objectives of indus-
trial planning. American cconomy cannot reject re-
sponsibility for the employment and well-being of the
men and women who take a part in it: those who supply
the raw materials, those who do the manual labor, those
who do the brain work, those who manage cnter-
prise. It must accept this responsibility as an intrinsic
part of its function.

The new capitalism, as I prefer to call it, is shedding

the last traces of its nostalgic memory of unbridled
individualism. ‘

Eric A. Johnston, qddress, Chamber of Com-
meree of the United States, Apr. 27, 1943,
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Meanwhile, other voices of business leadership are
to be heard. Eric Johnston, president of the Chamber
of Commerce of the United States, addressing its an-
nual convention on April 27, 1943, expounded an in-
terpretation of “the new capitalism” of “enlightened
self interest [which] demands that the well-being of
the whole American people be made the sole and final
criterion of action” (see pages 35, 36). As to how that
over-all criterion is to be translated into a rule of action
for the individual exccutive he suggests “low profits on
a great turnover.” Clearly this would shift the criterion
of profit-sccking management away from high margin
per unit of product. Would it identify it with high rate
of profit on invested capital? Or with high total profits
in the long run resulting from more moderate rates
currently? Here, too, the record is thus far silent, and
we shall have to await future speeches of Mr. Johnston
or future activities of the Chamber of Commerce.*

® The annual work program of the Chamber of Commerce of the
US.A. approved by the Board on June 18, 1943, set up three major
objectives: (1) winning the war; (z) preparing for victory; (3) long
range. No mention is made under any of these heads of the issue of em-
plovment or the possible reappesrance of unempioyment, the means of
assuring adequate postwar markets, or the problemn of p}'ice relations, “As
a long-range matter, the Chamber should deal boldly with issues involved
in the attainment of free competitive cconomy, and with the preservation
of representative democracy. To do so may mean fichting to maintain
the status quoy it may also mean working for readjustments that will
enable business to meet new conditions and new demands.” The two
items of the nine-point “action program™ adopted by the Board which
touch the problem we are discussing are as followsf “(1) For"m'ulate a
constructive program for effective price controls, without subsidies, and
with minimum disruption of established business usages; (2) Formulate
policies and work for Congressional action to provide now for the
orderly removal of unnecessary controls in the interest of a stable transition
period.”

The National Association of Manufacturers has made a somewhat
fuller proncuncement in the form of a g7-page pamphlet, Jobe—Freedom

—Opportunity under date of Mar, 1, 1943. Under “Domestic Require-

ments for Prosperity,” it bespeaks “in the postwar period . . . as there
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It may be that 2 good practical strategy is being
followed by the Chamber of Commerce, the Committee
on Economic¢ Development, and others in placing their
emphasis so exclusively on expanding the particular
enterpriser’s own line of production, which runs with
his natural predilections, and on furnishing jobs to all
who want to work, which businessmen are coming to
feel strongly as a patriotic obligation and as a pre-
requisite to the survival of private enterprise. It is per-
haps an astute pedagogy that refrains from subjecting
the mass of businessmen at this juncture to the sugges-
tion of lower unit prices or abstemious rates of profit
as means of entrenching a sustained prosperity. It might
be argued that, once the flood of full production comes
upon the market, active competition to move this product
into consumption will effect the correct and necessary
price adjustment.

Such an argument, however, must fall for two rea-
sons—one psychological, the other administrative. If
the reconversion to private peacetime operations is to

has been in the past, strong competition between business firms, small
and large, producing new products and improvements of forter products,
to supply more and better goods for the public. . . . The volume of
business, of new investment, of physical production,.and hence of employ-
ment, is dependent upon relatienships between prices of goods and services
which promote exchange of maximum quantities. . . . A condition of -
balanced price relationships conducive to a high volume of exchange of
goods and services is characterized by low prices; that is, prices low
in relation to existing incomes.”

To all this, the present writer would be disposed to respond: “Hear!
Hear!” But he is less elear as to the probable implications of what follows:
“There is preat danger that, following this war, efforts will be made
arbitrarily to maintain price relationships existing at the war's end,
instead of facilitating the adjustments that may be essential to the attain-
ment of an cquilibrium that will enable the various groups engaged in
productive activities. to buy each other’s products with their own, Such
efforts to maintain current price relationships would tend to crystallize
maladjustments and distortions, restrict the markets for goods on which
costs have been increased, and cause unemployment.”?
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be made smoothly, swiftly, and effectively, it is neces-
sary that the responsible executives of business shall
understand the process of economic adjustment whose
execution lies in their hands. They must take the neces-
sary steps voluntarily, pl'mfully, and in advance, rather
than having unforeseen situations suddenly thrust upon
them for such hastily improvised action as may then
suggest itself or for such blind defensive reactions as
might then emerge. A survey of recent business history
strongly suggests that if businessmen convert to full-
scale production on the tacit assumption that goods are
to be moved on current or higher price levels, only to
find that that volume cannot be moved at that level, we
are likely to have chaotic market conditions and mount-
ing inventories, which become the signal for protective
and perhaps panicky shutdowns of plant.

Approaching the matter from the administrative side,
it is evidently impracticable to re-price houses, auto-
mobiles, electric refrigerators, or even lesser branded
goods as perishables are priced over the counter from
day to day. Under administered price making, the
executive must see the whole process of cost-incurring
production and revenue-yielding sale through to the
end and make a price in advance which will work on a
continuous basis. The practical experience of price ad-
ministrators has developed a maxim to the effect that
one cannot win back by subsequent price reductions the
customers initially lost through setting the price basis
too high.

Hence, we insist that pricing for full sale must be an
inseparable part of planning for full-scale production.-

The notable progress that has been made among busi~
ness leaders during recent years toward acceptmo- the
idea of low-price policy as meaning low margins per
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unit of sales encourages the hope that in the not distant
future there may be more general realization that the
same principle applies at the next step also and that a
low rate of profit on fully and continuously employed
capital is the means of achicving maximum total earmings
in the long run to the proprictary interest. But it s
quite possible that conditions at the close of the war
may retard such a development rather than advance it.

All the e¢ncouragement and guidance vouchsafed by
the Committee for Economic Development or other
agencies to businessmen all over the country to prepare
for a period of business activity after the war undoubt-
edly fortify us against the possible onset of depression
due to the lack of specific planning to guide reconversion
activities or the presence of great uncertainty as to which
way the cat is going to jump. But with this hesitation
overcome, there is a no less serious danger that confi-
dence itself, without sound understanding of the forces
involved and the proper methods for their control, may
lead to a short spurt of hectic activity followed by a col-
lapse as severe as that of the thirtics, perhaps even more
devastating. The “rip-roaring, hell-raising, risk-taking
economy” which Mr, Hoffman envisages for the post-
war period might take on the character of previous ex-
cesses in times of easy spending or curtailed supply.
Such a result would follow from charging all the trafhic
will bear in a period when long-deferred consumer
wants and abundant consumer purchasing power are
released 1nto a market which 1s still not back to normal
peacetime production. In the first few years after the
close of the war, reversion to easy-going and short-range
interpretations of the profit principle will be easy and
to many business men will doubtless seem “smart,”*

" *The writer has been told by several informed persons that there is
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It is being urged in many quarters that wartime price
controls be retained for some years after the war as a
safeguard against just such an outcome. It is still much
too carly to say whether our price control machinery will
stand up and gradually acquire greater effectiveness or
whether it will break down even before the end of the
war, Assuming, however, that it does continue with at
least reasonable efficiency while we are as much con-
cerned as we are in doing whatever will help win the
war, it seems clear that there will be a strong urge to
throw off its restraint when peace comes. Even if this is
not done, price control will undoubtedly encounter yet
greater technical difhiculties in dealing with the types of
goods (many of them novel) to be dealt with in the
postwar market and also increased resistance to enforce-
ment at a time when war weariness and disgust with all
controls associated with the war period will be wide-
spread. Hence it is the part of wisdom now to get as
much clarification as possible of the issues which con-
front management and a strong resolution on the part
of business executives to deal with these situations
soundly and firmly within their own areas of price con-
trol or influence.

FULL EMPLOYMENT THROUGH LOW-PRICE POLICY

This brings us back to the issue of finding a working
criterion for the price-making decisions of the individual
firm in conjunction with the production program being
promoted by the Committee for Economic Develop-
ment, the Chamber of Commerce of the United States,
and others. It must be one which will give maximum

a considerable wing of business opinion that looks forward to a period
soon after the war in which they expect and are preparing to make the
Inst big “killing” in the way of private profits before private business
is taken over by the state. “After us, the deluge.”
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assurance of avoiding a quick postwar boom and early
collapse. It must organize full production and current
sale of product on a permanent basis of balanced adjust-
ment between necessary cost and mass purchasing power.
Such is the character of the “low-price policy” ex-
pounded in this book. The specific criterion which it
offers to the executive of the individual firm is that of
passing technological gains on to the consumer in the
form of lower prices. By this method he systematically
and dependably translates private enterprise into higher
efficiency and this, instead of being dissipated in unem-
ployment (the same volume of product with less labor)
is fruitfully realized in larger national product and
higher scales of living for everyone (more goods with
the same labor—that is, the total labor force).

Engineers and scientists on every hand are informing
us that technical processes have been advanced in the
two or three years of intensive war effort by as much as
they would have been in a decade of ordinary develop-
ment. It is a matter of common knowledge, too, that
older workers have had the barnacles of depression
scraped off and new workers have been expertly se-
lected, trained in the latest practices, and organized
under novel short-cut processes. The exigencies of war
have brought about the scrapping of roundabout and
make-work methods of marketing. Here is a tremendous.
total of technological progress whose practical reality
has been demonstrated in the “pilot plant” of all-out
war. The real question is whether we are going to real-
ize these technological gains in the future under the
conditions of full-scale peace operation or let them go
to waste through our failure to parallel the technologi-
cal skills with similar skills in conducting our economic
processes.
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It should be evident that these technological gains
do not exist or at least do not come to complete realization
except under conditions of full-scale operation. Nor,
as was pointed out in Chapter V, can they be achieved as
a net addition to profits. They cannot be made to bear
full fruit except as part of a complete process in which
the net gains accrue as higher real incomes to the work-
ers of all grades or as a higher general standard of living
to the masses, '

We thus surmount the difficulty of translating the
criterion of full employment—clearly tenable and in-
deed obvious for the economy as a whole—over into
terms operationally applicable to the individual company.
Mere confidence in their own ability to provide jobs will
not be enough to assure permanent success if the com-
panies continue a scheme of operation under which some
substantial part of the current proceeds is drawn away
from the stream of actively flowing national income into
the by-waters of hoarded capital or unutilized plant.
‘This will start again the spiral of labor saving a/ies wast-
ing which will mount and mount until massive unem-
ployment and widespread underconsumption bring the
economic system again to a condition of stagnation. Low-
price policy, on the other hand, will guide the action of
individual firms constantly back toward the norm of
full employment and away from the production restric-
tion and unemployment that grow out of conventional
applications of the principle of profit maximization un-
der conditions of administered prices.”

The individual firm can, if its executives apply them-
sclves sincerely to the task, ascertain much more ac-

"It might be observed that this is the criterion by which the business
exccutive with a measure of price jurisdiction achicves the closest

counterpart to the automatic adjustments of a theoretically perfect com-
petitive market,
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curately than any public agency the occurrence and
magnitude of efficiency gains and devise the most ef-
fective means of translating these gains into a commer-
cially workable price structure.®™ To this end they must
to the best of their ability—using both analytical and
experimental methods—ascertain the amount of in-
creased efficiency effected by each change in techmque
and pass these technological gains on promptly and fully
through reductions in consumer price.”

Of course, no one can say today with any degree of
confidence whether the general following of low-price
policies by industrial and mercantile concerns after the
war would mean lower dollars-and-cents prices. That
issue is inextricably involved with the whole problem
of inflation, whether engendered by government fiscal
policies or by the spiral enhancement of costs as a result
of farm bloc pressures and union boosting of wage rates.

® Actual price marking partakes of the nature of an art, however
solidly its foundations may be laid in scientific analysis, For a studious
businessman’s portrayal of practical price-making problems in the multi-
product firm, see E. Stewart Freeman, The [ndustrial “Family” of
Prices. (This will appear as App. D. in the bound volume of this
book.)

It is evident too that if a theroughgoing application of this principle
of price making were to be made as of any given time, it would have
not merely to consider the passing on of new efficiency gains but also
to reconsider existing price structures to ascertain the points at which
these structures are defective because of the failure at earlier dates to
pass an efficiency gains when they were introduced (if these had not
subsequently been adjusted through such competition as might exist).
This, as was pointed out in an earlier section in this chapter, would
presumably invelve revaluation of assets,

# Both to the industrial or commercial consumer and to the domestic
or final consumer. Obviously, the gain to be passed on means the net
gain after proper maintenance charges have been made for the equip-
ment through which the gain in cfficiency is effected and no less the
research organization through which further cfficiencies are to be sought.
How large this latter provision shall be and whether it can be most
effectively and economically provided through private companies or
through tax-supported public agencies is of course a matter of judg-
ment, with considerable differences of view,
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Even assuming that we “hold the line” with utmost
tenacity from now on, many businessmen are disposed
to take the position that tax requirements and wage
exactions have already absorbed all the gains of tech-
nological progress and perhaps more. On this premise,
they argue that actual prices after the war will have to
be higher rather than lower than prewar prices.*

In this connection the reader should remember what
was said in the introduction of Part I to the effect that,
under conditions of a rapid advance in the general price
level, dollars-and-cents prices might be somewhat
higher even when a low-price policy was being con-
sistently followed. The writer, however, is by no means
convinced that substantial decline even in money prices
1s precluded if the issues of the postwar decade are
faced with understanding and courage. Business could
well afford to pay taxes even that trenched on capital
surplus during a few transition years in the interest of
maintaining full private employment and demonstrating
the possibility of curtailing the program of public spend-
ing. It is clear that if the tax burden for government
activities carried by a fully-employed people cannot be
borne by industry operating at full scale, the heavier
burden of government seeking to compensate for the
lack of private business activity could much less be
borne by partially employed industry.

In these years at the end of the war also, the burden
of proof would be upon private industry to show that
the wage level (whatever the defects in the wage
structure) is in fact so high as to require price advances

* For example, Dr. Charles F. Roos, addressing the controllers’ con-
ference of the National Retail Dry Goods Association in Chicago on
June 17, 1943, advised that: “Retailers should count upon increases in
prices. Their postwar planning should assume higher price levels.” Asso-
ciated Press Dispatch, Evening Star (Washington, D.C.) June 18, 1943.
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even under conditions of full application of the available
technological improvements, To be too high from the
operational standpoint, it would have to be such as to
give consumers more purchasing power under full em-
ployment than would be absorbed in taking the full
product off the market at current prices. If, on the
other hand, the mass consumers’ market proved unable
to absorb full product, then prices would be shown to
be too high for even that wage level.

It is often argued that the individual employer can-
not do much about unemployment because, under mod-
ern conditions of specialized production, even the
largest companies cannot regulate or indeed influence to
a significant extent the volume of purchasing power
which would come into the hands of the particular
persons who will buy their product. A word needs to
be said therefore as to how our individual firm criterion
of passing on technological gains embodies or imple-
ments our general criterion of full employment.

When an increase in efficiency (technological prog-
ress) takes place, more goods ¢an be produced with the
same labor or the same goods can be produced with less
labor. If the price elasticity of demand is so high that
the market will absorb the expanded product of the same
labor force using the new techniques, at a price reduction
equivalent to the cost saving, no problem develops. If,
however, price elasticity is not great enough to retain
all the workers in the given line of production, this
is a price indication that such a scale of operations would
constitute a poor allocation of resources. But if the price
is lowered by the full amount of the net efficiency gain
(including possible savings in selling cost) the addi-
tional purchasing power thus left in the hands of con-
sumers constitutes a demand for a like amount of labor
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to produce other consumer (or, through the more
roundabout savings channel, producer) goods. Thus
starting from a full employment position, a general ap-
plication of low-price policy would effect the fullest .
possible safeguard against unemployment, Starting from
a position of underemployment, the revision of the price
structure to conform to this principle would promote
progressive re-employment up to full-scale use of avail-
able labor.

A knowledge on the part of each individual firm that
all other firms were releasing needed purchasing power
into the general consumer market, instead of trying to
impound an excess share of the product under their own
control, would reduce the sense of business uncertainty
which in the analysis of both businessmen and economists
constitutes not only the occasion but also the economic
justification for large profit margins. The maintenance
ofsa self-sustained system of private business without
dependence on government subsidy or financial sup-
plementation depends on internal confidence in the in-
dividual firm that it has a sound criterion of operation
and external confidence that a major proportion of other
business concerns are ordering their affairs by substan-
tially the same criterion.

What are the prospects that such a common under-
standing of the basic solidarity of interest that runs
through our business world can be achieved and put in
practical operation? That issue constitutes the subject of
inquiry in Part I1I of this book.

A CONCLUSIONS

We began this chapter with an cxamination.o‘f the
criterion of price-making traditional among administra-
tive officials of private capitalistic business, namely
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maximum profits for the owner. We noted that this
criterion might in practice be interpreted as widest mar-
gin per unit of product, highest rate of profit on invested
capital, or largest total profits over a period of time. As
to these three formulations of the profit criterion, we
concluded that:

1. Even a monopolist quickly finds that the profit
margin must be held down to the point where unit profit
times volume sold gives him the highest rate of propri-
etary return during a given operative period. Unit
margin drops into an incidental position in formulating
price policy.

2. Progressing thus to the criterion of maximum rate
of profit for the owners brings the conflict between short-
run and long-run results to the forefront of managerial
consideration. If profits are to be kept at the most favor-
able rate, businessmen must bear in mind the repercus-
sions which current drafts upon the purchasing power
of the market (made by way of price setting)} and cur-
rent disbursements of purchasing power (made by way of
wage, interest, and profit payments) have on each other
and on overall prosperity. A lower rate of profits for a
given year or other period may have to be accepted in
the interest of maintaining continuity of operation and
the largest ultimate opportunities for profit making.

3. The only tenable formulation of the criterion of
maximum profits for owners as a whole must be as great
. total profits as can be produced over an indefinitely ex-
tended period, this to be attained through the harmoni-
ous adjustment of prices of products, workers’ cash
incomes, and payments to proprietary and loan capital.
Both margin per unit of product and rate per unit of
investment at a given time must be subordinated to this
ultimate objective,
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Since accounting figures are the idiom in which the

businessman normally thinks, the terms in which he
- visualizes profits (or losses) is as increase (or decrease)
of net asset values. As a result:

4. The capitalized expression of a previous earning
rate or future prospect of such a rate, once written into
the books of the company, becomes a figure to be de-
fended. It frequently supersedes maximum total profits
in the long run as the policy-making criterion of the
businessman. Such year-to-year valuations are closely
related to the rate of profit on proprietary capital during
the given year or a relatively short term of vears, Hence,
there is a strong tendency to (at least) maintain posted
asset values by price policies designed to uphold a high
profit rate secured by limitation of output, with little
regard to the ultimate results of such restriction. Revalu-
ations tend to be “too little and too late.”

5. Such an effort may be successful for the individual
company in the short run and even, as to certain com-
panies, for a considerable time. But, accompanied as it
is by the constant effort to enlarge profits of the in-
dividual firm through the introduction of technological
efficiencies (labor-saving organization and equipment),
it results in progressive unemployment for the economy
as a whole, This unemployment dams up at the source
the stream of production, which must be kept at full tide
if the total of profits for business in general and for any
large company of wide general market (as well as real
incomes of workers) is to attain its maximum.

, 6. Thus full employment (outside a small “hard
‘core” of idleness) must become an ultimate criterion of
- price policy along with the traditional one of maximum
profits to the owners—the latter meaning the largest
total of profits that can be cumulated over the years. The
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two may be regarded as joint criteria—mutual maxima
from full production—or as obverse and reverse of a
single integrated concept of a successfully functioning
economy,

7. The professional manager of the modern business
corporation occupies a somewhat detached position as
neither just an owner capitalist nor just an earner of
highly skilled worker’s income. His distinctive task is
to resolve the conflicts of interest among his clientele of
capitalists, workers, and consumers so as to promote 2
full stream of resource use under the most efficient tech-
niques attainable. Even the most powerful manager of
the largest corporation, however, is not the administra-
tor of the economy. Nor is any individual firm capable
of devising or exccuting a grand strategy of price and
production decisions that will cause a fully employed
people to have the allocations of purchasing power suf-
ficient to take this total product steadily from the market
and thus activate the continuance of high {and rising)
production and high (and improving) consumption.

8. For the first time in our history, we are seeing
local expressions of responsibility on the part of in-
dividual executives for the operation of the economy
after the war coalescing into a somewhat comprehensive
movement, Hope of success is based in part on the
willingness and ability of the government to inject pur-
chasing power to make up any deficiency in the flow
from private business and in part on the belief that ad-
vance planning of techniques and markets will assure
the venturing forth of a sufficient amount of privatd®
enterprise when peace comes.

9. There are at least latent reservations to the effect
that such 2 solution will be rendered impossible by rea-
son of thg exactions of union labor and the burden of
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federal taxation. To these fears it may be responded:{a¥ -
that the most promising way of holding wage rates to
suitable levels is by providing continuous employment
and increasing the purchasing power of money wages by
lowering costs of consumer goods; (b) that the surest
way of lightening the burden of federal taxation is to
lessen the need for recourse to government supplements
to private income by providing the highest level of mass
incomes out of full-scale operation of private business
and distributing the irreducible remainder of the tax
burden over this maximum volume of productive opera-
tions,

10. To base the program of all-out peacetime opera-
tion on a mere sentiment of confidence in the power of
the “provident state” to maintain the flow of purchasing
power is to rest upon a broken reed. To base it on con-
fidence in the ability of private business to maintain a
self-sustaining flow is to rest upon a substantial pillar of
economic support. But even this is insufficient unless it is
buttressed by a rational and well-understood principle of
price relationships through application of which such a
self-sustaining flow can be brought about and made per-
manent,

11. The technique of management which is funda-
mental to such an adjustment consists in passing on the
net gains of technological progress promptly and fully
in the form of lower consumer prices (including such
undistributed gains of the past as it is still possible to
identify and readjust). This criterion is peculiarly
adapted to the individual firm because it is there that
the new efficiency is contrived and can be most accu-
rately estimated in prospect and measured in subsequent
experience.

12. The postwar period of business reconversion will
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~ S Period of a few years in which there will be
excellent opportunity for the adoption of this criterion
by individual firms as the practical means of applying
the general criterion of full employment. It will be a
period in which it is of paramount importance to the
continuance of private business that a working formula
be found and mastered by responsible executives. But
it will be a period also when the temptation will be
strong and opportunities great to follow easier but ulti-
mately destructive courses,

Throughout this chapter, the writer has had to con-
tend with an expositional difficulty which he could find
no way of meeting satisfactorily, It has seemed necessary
at many points to talk of businessmen as accepting lower
profits, or lower asset valuations, whereas there is every
reason to suppose that in a majority of cases the cour-
ageous and consistent pursuit of the policies outlined
would eventually produce a larger flow of profits and
better sustained capital values. The matter might be
stated in the form of a paradox by saying: valuing assets
ap 2 lower figure would make them more valuable, and
willingness to accept smaller profits would make enter-
prises more profitable. Stated from the other point of
view, insistence on big-profits-or-““no-sale” means that
reaching for an unduly large increment to one’s property
may entail as great or greater decrements from property
already held. These phenomena, though denied or ob-
scured in the calculus of many a corporate accounting de-
partment, still lie deep in the accumulated wisdom of the
race, recorded in the story of Midas, in the fable of the
dog with a bone who saw his reflection in the stream, and
many others,
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