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through enlarging purchasing power of th\! !ll\eral pub­
lic. If unit costs are lowered by the introdu~~f.lab?r~ 
saving machinery, the displaced workers rnth;t~""'Jf- · .. 
employed (though often with general shorter\m~ 
hours), else labor saving becomes labor wasting, and we 
h:tve merely changed our techniques without increasing 
tot:d 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 efficiency 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-
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capitalization of assets, speculative operations, boom, 
and collapse." 

Turning to some concrete problems of price making, , 
we found prices after the First \Vorld \Var pushed up 
rapidly on the wave of a postwar boom that soon ended 
in the collapse of r 92 I. 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 thW Javorable, 
conditions in the form of low prices ,for: maxim""um 
v9lume of goods if we are to avoid a speculative boom 
and effect a satisfactory conversion froril'war activity to 
settled peacetime prosperity. . 

·In the present chapter we shaJl consider several cri­
teria of policy and action whiCh )ave been used by cor­
poration executives, to see what ~~the consequences to 
which they lead, their naturar"'Iimitations, and their 
mutual compatibility 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 chaptt;r is the last to be presented, in pam­
phlet form, readers are invited particularly to favor 
the writer with suggestions and criticisms not only of 
this chapter but also of any of its predecessors. 

The Brookings 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. \Ve 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 

1 The reader should bear in mind that price policy does not mean 
something separate from other phases of business policy, such as techno­
logical policy, organizational policy, employment policy, wage policy, 
investment policy, marketing policy, that are inextricably intertwined 
in the business executive's total strategy of operation. But business man­
agement deals with the price aspects of these operational problems, and 
any penetrating and adequate analysis of business policy must therefore 
take price relationships as its key line of attack. 



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. I II, 
p. I), 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-{}uestions: (I) 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 (I) 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-



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 ..kss 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 wifi 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 useful 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 llny use of tech­
nological or commercial skill means that businessmen 
are promoting the best aHocation 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 money 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 effi­
ciency and quantitative efficiency or full production. 

1 Whether or in what sense these two objectives arc compatible will be 
considL"rcd later in this chapter and in subsequent 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 total 
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 

2 Expressions of acceptance of this formal criterion by both business­
men and economists may be found on every hand. Two examples will 
suffice: uThc ultimate objective of the business enterprise, as a business 
enterprise, is to maximize profits to the owners." (Norman S. Buchanan, 
The Economics of Corporate Enterprise (1940), p. t6.) "After all, it 
is the job of a corporation to make money for its stockholders." (Paul G. 
Hoffman, uThe Corporation as a Social Instrument" in 1'/~e New Omlook 
;, Bu.si~teu, Bronson Batcheldor, ed. ( 1940), p. 1 o8). See also fn. 81 p. 1 t. 
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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 Chapc 
ter IV (pages 20-28), where we visualized a continuing 
condition of "contrived, scientific, functional profits" 

• We have already suggested (Chap, 4, p. 13) 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 nn 
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 "charge all 
the traffic [at the' 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 IX, page 12). Many of them 
are also conscious of the fact that the rna j or 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.' 

1 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 o£ 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 unaccomp:mied 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 difficult 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 seeking 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 effect 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 fur 
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 s.1mc ratios that indi­
vidual wages and salaries bear to each other, it would he a matter of 
ir~diffcrcncc whether busin~ss revenues \~cnt to higher profits or to 
htg~Ier (J~ercentagc) labor mco~cs: If capttal ownership were equal per 
capita, l11gh~r profit.s (fully chstnbutcd) would he the equivalent of 
consumer gams. In ctthcr 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. 
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Soml consumption and yet do not promptly find Invest­
ment outlets in which it will be immediately converted 
into producti1·e 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 
ll't:re invested produce no return, the actual income on 
capital pro1·es to be less than the ostensible rate. And it 
becomes evident then that current profits on active 
in1·estments 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, idle 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 criterion-maxi­
mum profits-may take any one of several forms, or 
may simultaneously result in adjustments in several 
dtrections. 

First, those who have held funds in idleness because 
they thought profits should be highe; than wh~t current 
investments offer may release thetr funds tnto new 
building or expanded operations. Second, operating 
companies may decide to abate thei~· progran~ of internal 
saving, accept a lower profit marg!ll, pay htgher wages 

9 



or material prices (or buy more materi:1l or hire mo~e 
labor at existing rates), or lower the nurkd price of t hc1r 
own product. In varying degrees (according to the re­
spective responsiveness of the different marke~s and 
areas of enterprise) these attempts from sc\·eral lines of 
approach to put the criterion of long-time maxi"?um r~­
turns to available capital into operative appliat1on w1ll 
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 is 
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.' Asset values, once entered 
on the company's books either because of past profit eX­
perience or as an expression of future hope of profit, 
condition subsequent pricing policy, sometimes very 

'~bile we ~£ten speak of t~e profits of a comp:my as 3 matter of 
:ecc1pts exccedmg expenses durmg a. year or other peiiod, this is :1 very 
t_nadcquate form o.f .sta.te?Jent. .In the language of accounting (and that 
ts, of course, the 1dtom m wh1ch the businessman thinks) profits means 
the amo~nt by which the value of the company's net :ust:ts nt the end 
of a peno~ exceeds th~ value of its net assets at the b<-,.inning. This, 
however, mvolves u~ ~n the whole question of property values based 
both ?" th~ pro~uct1v1ty of uses in which they are employQ and on 
the. tll;orctJcal J~ter~st rates at which these earning propertic.s are 
capitalized. T~e mtncacies of those interrelationships arc ·;.tfected also 
by. monetary mfl.uences, or ~hat is loosely referred to na the general 
pr1cc level. Both phenomena mvol ve psychological elements that' are sepa· 
ra~c from techmcal pr?ductivity but likely to confuse business policy 
With sho.rt·run s~ecula~JVC trading vicissitudes of the market. One of the 
?utstandmg mamfestat10ns of this danger is found in the appearance of 
mvent~ry profits and. losses which, if not carefully segregated from 
operatt:'c profits, plamly !abellcd and kept out of or made definitely 
subordmate to manufactunng profits may se · 1 d" 1 
ment of an industrial company. , nous y Jstort t \C mannge-
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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 high I}' 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 cut 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 
~t a loss on the theory that this unprofitable business would pay in the 
long run by helping to maintain plant, equipment and personnel. 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 un\\·arranted price, competitors meet competition. The result is that 
the concrssion sets a new industry-wide price still farther below the 
level of profits and even of costs. .•. Man:tgrment, which after all is 
hired by the stockholders to make profits, has failed in its principal duty.n 
Ernest T. Weir, "Profits and Patriotism," address before the American 
Institute of Steel Construction, New York, Oct. I 7, 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 
uprice cutter." 
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ment, which restricts the market and thus impair~ c\·cn 
the earning power which had alreadr been fvund made­
quare to support previous a,;set valuations. The more 
stubborn the insistence on book ,·,dues of a,;scts, the 
more the tendency to make business break instead of 
bending to the force of an actual bu>inc>s >ituation: 

\Vhen "assets are impaired," a company is on the 
road to "failure" and this is often spoken of a,; synony­
mous with disappearance from the bu,;inc,;s 'rene, and 
this in turn as meaning that jobs will he dcstr•>}ed and 
the serving of consumers' wants curtailed. It is aCC<lrd­
ingly argued that returns to capital mt~>t be kept hi,:h 
enough so that assd values shall be maintained and if 
possible kept growing. As a matter of fact, however, 
disastrous economic consequences do not necc"arily fol­
low from impairment of asset values. \Ve have talked 
so much about "ease of entry" that we·sometimcs fail 
to give sufficient emphasis to the difficulty of exit of 
firms from the modern industrial scene. 

It has long been remarked that a great railroad sptcm 
'A fundamental difficulty which men encounter in attempting to run 

a capitalistic system lies in their failure to apprel'iate the evanesn•nt 
character of wealth embodied in physical properties and the imli~pen~­
bility of sustained authorization of labor use to the preS('rvation of C\'('11 

funded wealth. It was a great merit of Adam Smi1h that lu· ddluitdy 
turned from the idea of wealth as an accumulnt~·d stnck to whn~c f!Hl­

servation society was devoted to the more flcxil>le and livin~ co 1t~·,·pt of 
wealth as an annual flow to be stimulated, conditioned, an 1l ~ui 1 h·tl on 
its living- course. In the first two sentences of the Wt,rlth of N11tiom, 
we read: "The annual labor of every nation is the fund whit'h originallv 
supplies it with all the necessaries and convenil'nrcs of life which it 
annually consumes .•. according therefore as this pruducc or what is 
~urchascd with it from other nations !wars a J.!reatcr or sm;dler propor­
tiOn to the number of those who arc to consume it, the nation will he 
better or worse supplied with all the nece.!ls<!ri(·s and cnn\•cnil'nccs for 
which ~t has occasion." From Smith's day to the present tlwre has bel·n 
a confltct between two hroad factions within the field of husi 1wss and 
economic life-the producers and the conservators, operators and curators, 
those .whc~ sought to enlarge economic enterprise and those who soug-ht 
to mamtam property valuatiom . .. 



cannot go out of business. And the same can probably be 
said of U. S. Steel, General Motors, or du Pont. Failure 
dDcs 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 

u This reorganization of capital structure when accompanied by a 
change in managerial personnel constitutes an important qualification 
to the oft.rcpeatcJ assertion that an cntcrpriscr must make enough profits 
to keep him in business if the community is to be served, It may be 
nt·ccf.&uy for him to yield management to other hands if the resources 
which he has formerly been directing arc to be able to dcli\'cr their 
productive contri~uti~n in fullest measure. . . 

Besides reorgamzauon of a company undt•r Jts own name or w1th at 
lt•ast a continued separate corporate personality, the revision of corporate 
assets may be accompanied by .merger into. so.me. other company or 
companies. But even when there IS com.p.l~te hqmdatwn of the ?ld com­
pany, its St'parate plants or other fac1h~1es ~ay be sold .outngl~t and 
thereby n·valued on a more workahh.· baSIS. Fmally, e\'cn d1smantlmg of 
plant and sale of separate assets docs 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 lo_cal bmincss .ail­
ments and as a preventive measure agamst more wtde-
spread and persistent economic ills. . 

Subtly intertwined with this question of accountmg 
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 a>>ct 
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. Tile relatively hi~h valuation of 
an earlier period may have served a useful purpose at the tim!.' by giving 
a profit to the ent~rprise which produced the g-oods

1 
and this profit may 

have had a benefictal effect on the economy by giving a desirable stimulus 
to business at that time, On the other hand, such stimulus may have con· 
tributcd to the ?vcr-expansion of the firm which enjoyed it or to the 

· gene~ally ovcrs!tmulatcd atmosphere of a boom period. Paying so high 
a pnce for eq~tpment may have been a factor in the subsequent failure 
of the purchasmg company, whereas its sale in the market now may be 
a necessary procedure for having it revalued and pasSt'd into the h:mds 
of a new company on a basis on which it can be actively committed 
to further production, 

11 
This is of .cours_e an ovc~implified statement because capital g-oods 

rna~ be u_sed With w.1dcl~ varymg degrees of intensiveness and the deg-ree 
of mt~ns1~eness w_h1ch IS ~o be regarded as economically justifiable as 
the cnterwn for Us .creatiOn. or ~reservation will vary according to a 
large numbe.r of pnce relatiOnships. Some of these are themselves in 
part determmed. by the amount of the capital goods accumulation 
and manner of Its use. The "fullness of use" criterion therefore will 
have to be determined on the ascertained {comparative) merits of each 
case. 

'4 



~cnt. "Capitalism the creator"" is distorted into capital­
Ism 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. \Vhile 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 

u In 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 philosophy (or religion of weahb) reduces capital 
goods and capital funds to the role of usacred cows,'' worshipfully 
tended by a people suffering from deficiencies of both meat and milk. 
A release from this Brahm::m psychology among our stupid cousins 
O\'Crseas would not result in the disappearance of the bovine population 
but in its growth in numbers, in service, and in public esteem. Nor 
would release from a Brahman economic psychology among our not 
too perspicacious selves lead to the death or decay of capital but to its 
propagation on more 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 
economical 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 uqualitative efficiency, which might be incurred by setting 
their profit sights too low would be considerably less than the losses in 
"quantitative efficiency, with. which \~e a~e all too fam~liar as .a r~sult 
of setting their sights too lugh. Savmg IS not somethmg wluch ts a 
good in itself but rather a nec~ssary evil,, since. it mea?s ~h~t the fruits 
of labor cannot be currently enJoyed. Soc1ety, hke the mdivtdual, wants 
to save as little as is necess.uy 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-
' . h lation, in the interest of supplying the economy Wit 

yet larger or more efficient plant, presents .no real 
difficulty under conditions of full-scale operat1un 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 econumy 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 docs 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 dqmties) 
sball 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. 

l'vlore 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 
charged as a necessary operating cost. But if the execu­
tive sees a strong prospect of substantial unemployment 
or non-utilization of plant capacity, and if he writes 
this prospect into his cost sheets and consumer prices 
and it is reflected in the withholding rates for capital 
usc or industrial credit extension, then business stagna­
tion becomes inevitable. Only its degree remains to be 
determined by the extent to which businessmen take into 
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tht:ir calculations the possibility of such unpropitious de­
\'t:lopments. The higher they rate such probability, the 
more is it com•t:rted 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 FAMTLIAS TO THE PROFESSIONAL MANAGER 

In an earlier chapter we noted that "no particular 
problt:m 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. 
Tht: indi\·idual 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 

11 Chap. 4, p. 1. 
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in view of a changed situation or sc:tlc of rcbtivc nlues. 
The essential point of the relationship wa' that bh"r use 
was paramount, and capital existed only f.,r the purpose 
of making that labor more productive. 

At the opposite pole, under any fully de,·cl, •pcd 
fascist communist, or even socialist rc~imc, the usc of 
labor ~ould again be the prime considc~tion and c:tpital 
would again be merely ancillary. The provident st:~te 
would take the place of paterfamilias-or of a maj.mty 
of the patres familiarum. It would take re,ponsibility 
for putting the whole labor force to work and for al­
locating 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 
valuations of capital goods or the maintenance of high 
earnings to individual bits of the capital fund would 
take 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 utili7A'ltion 
of the whole labor force at high efficiency." , 

Be_rween these two extremes, with their reliance re­
spectively on automatic and on authoritarian price mak­
ing, private capitalism relics largely on administered : 
price ma~ing by professional managers to adjust con­
sumer pnces, contract wages, profit margins, wage and 
salary bonuses and profit-sharing distributions. We ex­
pect these adjustments to be such as to attain a high 
~eve! of perfo~mance for the economy, that is, high real 
m~~me~ for 1ts several participants, based upon full 
uttlrzatJOn as well as proper allocation of the nation's 
resources. 

14 

That an autnrCltic economic organization also haa ita own c1iatinctive 
prohlc~s and dangers is obvious, but they a.re no' pnrt of our present 
analysts, 
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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 money in shares of the company, through receiving 
such shares as partial payment for its services, and 
through bonuses whose amount is 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 helpful in future to think of professional managers 
as trustees for the economy, their objective being 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, 

u There is, to be sure, a measure of control or influence still exercised 
by owners of proprictar~ capital as such. There is some part~cipation in 
policy making by financ1al mtcrests, who represent loan capital a.s well 
as proprietary capital. There is a consi~erable "intrusion,. of g?vern­
mental influence or regulatory control m matters of pohcy. Fmally, 
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 places in this and other 
chapters. But this book is. focu~cd. prim~rily on wh~t industrial executives 
do or might do voluntaflly wttlun thctr own provmcc of control. 
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both those in overalls and those in white collar~, mu,t, 
so far as our resources and techniques permit, he gi,·en 
a wage that will provide good food, clothing, an,l hous­
ing; education and amusement; adequate c:1rc ".f he3hh 
and provision for old age. To safeguard the1r ln~g­
time interest I, as manager, must sec that the pmp<>rtlufl 
of total bbor time that goes to capital m:tintenance or of 
total product that goes to remunerate those who provide 
capital is adequate to keep up technical cfficicncr and 
gradually advance it. Since the only economic reason fur 
the existence of capital is to add to labor producth·ity, 
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 secured fur 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 seeking employment, managers as a whole must 
first recruit all available workers. If further supplies of 
funds are required for such full-scale operation, premi­
ums above the interest rate of the general money market 
may perhaps be required during periods of initial de­
velopment and market proving. But if such rates a~c 
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 p~ofessional 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 
them. by maximizin.g profit margins or rates through 
restraint of productwn leads to underutilization of re­
sources and 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 
producti\'ity to full labor opportunity, thence to steadv 
usc of capital at its necessary supply price, thence to high 

·.rca] wages, that is, maximum satisfaction for the consum­
mg masses. 

This would be equivalent to saying that even in a 
capitalist cconomy the attainment of maximum profits 
or asset values for owners cannot be taken as a proxi­
mate end of current operations. It is one ultimate ob­
jccti\•c 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 ap proachetl must be full employment of the labor re­
source." Such a restatement of the criterion of capitalistic 

K :\t many places in this book reference has been made to the fact 
that the official of organizt·d labor has become so important a factor in 
the dl'tcrmination of price relations ns to complicate if not defeat the 
program rh•1t the professional manager might draft in accordance with 
the gcnc:ral policy and economic philosophy here outlined. Thus far, 
lalmr has not been able, nor has it really desired, to take responsibility 
fur thc operation of the system. But in so far as it becomes cognizant 
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 hi~;"ht·st rate that can bt·. secured by the exercise of its control of 
supply. At the same time it would h.wc to assuuu: the responsibility of 
making provision for capital sufficient to maintain its supply (including 
expansion and the research facilities on which progressive· technique is 
based) and afford it incentive for active usc. 

n Full employment is n loose phrase which may be defined either 
function.11ly 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 rejection 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 ha \'e 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
tunities 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 nble 
to apply more than 9 S per cent of its nominal labor force even under 
the most favorable circumstances. This would mean a "float" of some 
3 million or more in this country, not working even when we had so~ 
called full employment. 

n With apologies to Joseph S. Davis and his suggestive critique of 
"agricultural fundamentalism." Sec On Agricullurat Policy, Chap. z.. 
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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 paterfamilias 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 

11 To this general effect also, the American Rolling Mill Co. expresses 
itself in a display advertisement in the Satttrday Evctting Post of Apr. 
to, •941· The major part of the text of that advertisement reads as 
follows: 11Will [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 production 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 peacetime 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 AHE.-\D .... They see thot 
johs for all are the first essential to a peaceful peoce . 
. . . 'fhc number of men you can keep on your pay 
roll; and the number of new ones you can add to your 
payroll, whtn this thing is over, is the real measure of 
how CTOO<.l a peace we have won, ... ~fhere arc millions 
of ne:, jobs to be made when this war is ov~:r ... rhcy 
arc your responsibility and ours. 

As we see it, the only thing that will keep men 
employed then is a large dose of lmrr._I;iuo:ring right 
now .... \ \' c coined the word to (lescrihe the audacious 
imagination, plus action, which is needed to outwit the 
future .... The word pins down the thnu;;ht that it 
is the individual cxccuti\·c, daring to let his imagination 
soar, and then engineering it dou·n to earth-it is you 
doing just that to your business, who will \'l.'in the peace 
for yonrself, and for America .... It's a ki11<l of flaml' 
lighting America to its future. Alcoa Aluminum is one 
fuel to make the flame hurn brightly. 

Stort with the bald focts that what Americo must 
have when this is over is a low price structure, new 
things to make and use; new servin·s to render, new 
ways to m.,ke and do old things. M.1tch the new low 
prices of aluminum, the new techniques, the lll'W ;~lloys 
and the old fundamentals of light weight a111l all the 
rest, ;~gainst what you yourself f;ce, and what An1crica 
needs, and you have found the groove to let your 
Imaginccring run in. 

Two can run better than one in that groo\'l', \Ve 
have the old-foshioned idea that if we can help you 
look at your work audaciously in terms of the product 
we make, that teamwork will help us hoth employ 
more men at a time when America is going to need 
employment. 

Advcrti&~.·mcnts of Aluminum Com· 
pany of Americ.11 January-April 19·P· 



two companies are set forth on pages 24, 26, and 28. 
Such declarations, however, even if sound in principle, 
ha\·e yet to be carried into practice. Have these com­
~anies perfected a procedure for achieving the objec­
tJ\"CS 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 in 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 usc of aluminum could be expanded to the 
fantastic proportions of wartime and still preserve the 
soh•cncy of the company. To such an interpretation of 
ALCOA's phrases we shall return presently. 

1\leanwhilc, we must examine the somewhat more 
specific outline of criteria and methods that has been 
proposed by G.E. 1\lr. Wilson former president of the 
company, who first outlined the policy, is an outstanding 
"production man," and Vice President Prince to whom its 
execution has been specifically delegated is a distin­
guished engineer (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 steels 
for making lig-hter, stronger, nnd more attractive p~oducts. 

"Every time you buy a War Bond you are helpmg to speed the day 
when our boys come home. You will have the sav.ings .to buy some .of 
the new nnd better things you will need, and thts wtll help provtde 
jobs that our boys can do with enthusiasm and skill., 
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AT THIS TIME, when our future economic security 
is at stake, we must call upon all of our vision and 
imagination-upon all of our resources-upon all of our 
ingenuity-and, above all, upon the s.1me 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 I nsti­
tute of Electrical Engineers, J:m. 2.9 1 1941. 

IF, WHEN THE END COl\!ES, 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 kind 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 Electric 
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-

Contimted 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 
features of the G.E. analysis may be set forth in a single 
paragraph. 

Starting from the assumption that I ro billion dollars 
of purchasing power U'ill 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 
nominated. 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 engineering 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 revised this figure 
upward. Addressing the National Retail Dry Goods Association recently, 
he "estimated that two years after the war S710oo,ooo people would 
produce on a forty-lwur-wcck basis, a total output with a value of 
$tJs,o~o,ooo,ooo, 11 (New York 'l'imJ:s, Jan. 15, 1943, p. 30.) In view 
of uncertainty about the future price level or t~1e course of infl~ti~n, no 
dollar figure can have any significance. What ts really meant JS sunply 
a full-oper.1tion national income. 



mates of the national market for those things and if 
we know also the percentage of the business which we 
can normally count on getting, v.·e 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 fig-ure 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 those 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 ha,·e 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 
othc:r 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 I I a-billion-dollar output figure and that, 
in turn, the electrical 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. Thus 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. I am very confident, however, that 
this same kind of thinking is going on in many indus­
tries all over the country. I know of a good many spe­
cific cases; also ... certain areas in which industrial 
managements arc thinking about the problem as it 
.affects entire communities, 

David C. Prince, address, American 
Management Association, Mar. 4 1 19-P· 



ing the types of goods to be offered ln the consumer 
market, simplifying and perfecting the technological I (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., ALCOA, 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 cor~­
cern." There is no intimation that the General Electnc 
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 ~ fully 
employed people. It would seem that Mr. Pnnce rs 



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 wor !d. 

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 Philosophy of Public Debt (1943). 

30 



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 iricome 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: I 

If we do not find work for [all our wartime employees who 
want to stay with us after the war] anol if other companies in 
the same position do not find work for their excess personnel 
••• the country will not reach the II o billion 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'lr 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 



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 arc 
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 set 
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 seem 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 
freely into active investment, 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, a 
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. (Sec 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-

1 rectcd toward making it a tangible force in the postwar 
bu,;incss world is afforded by the recently formed Com­
mittee fur 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. 1\lr. Prince has become chairman of its 
industrial advisory board and it has set up a Field De­
velopment Division with twel1·e 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 thcm, and other operative problems of the 
recunvcrsion period. 

All this is simply an elaboration of the sound and 
important methods of attack outlined in Mr. Prince's 
original statcment. In carrying it out, the Committee for 
Economic Development draws upon the factual and 
analytical work of the United States Department of 
Commercc" 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 194-3, p. 1. 

:J The Committt•c emphasizes the point that it is an entirely indc­
pcruiL·nt non-g-overnmental agency, formulating i~s o~\'ll policies ~nd 
progTam, recruiting its own personnel, aud su}~plymg rts own work~ng 
funds. It maintains a \Vashington liaison office 111 the Burc;tu of Forcrgn 
and DomL·stic Commcrn·, howc\'L·r, whid1 enables it to have fullest 
knowledg-e of and rcadi"-•st access to unpublished as well as published 
materials of the Bureau and L'nables the latter to shape its current studies 
m ;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, 19-1-3, 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 effort we make, we 
cannot succeed unless the political climate after the war 
is 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 tlu 
War: An Approach to tl1eir Analysis, U. S. Department of Commerce 
(March 1943), proc. 

:u Compare pp. 11, 16, 2.0, 44· A bit reassuring was the speech d(."tiv~ 
ercd 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 z6, 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 seems 
to come to full flower in the political, labor, and business standards 
which prevail in your industry . ... Many feel that every business 
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 thcmsel ves. • . , A program of principles and of 
action which may seem perfect from the vantage point 
of ~ahor 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 enli<:htened self-interest, whether in 
the behavior of an in-dividual or a nation, is the most 
reliable basis for action ..•. But we have learned from 
tragic experience that the machine will go dead unless 
full allowances are made for competing and conflicting 
self-interests. \Ve have learned that we cannot have 
a healthy farm or factory, or a healthy business or 
trade-unioil, unless the country as a whole is in a 
vigorous and healthy condition .•.. 

"\Vhatever 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. 

Cominued Ofl page 36 
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It is a concrete necessity. \ Ve arc geared for unprece­
dented output of the essentials of life as well as the 
refinements of living .... To ahsorb that tremendous 
output, business and labor and agriculture must co­
operate to maintain full employment, high wages, and 
m:1ximum purchasing power .... 

Only the wilfully blind can fail to sec that the old­
style capitalism of a primitive frecbooting period is 
gone forever. The capitalism of comph:te laissez-faire, 
which thri\'cd on low wages and maximum profits for 
minimum turno\'er, which rejected collective hargain­
ing and fought ag-ainst justified public regulation of 
the competiti\'c process, is a thing of the past. 'Those 
who would turn back the clock of history in this rc­
~pcct arc as unrealistic in their way as the addlc-hraincd 
paper planners of our economic salvation. 

American economy ... today ... is gearing itself 
for low profits on a great turnover. The fair distribu­
tion of the products and the wealth flowing from the 
industrial process cannot be left wholly to chance, but 
must be made one of the essential objectives of indus­
trial planning. American economy cannot re jcct 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 enter­
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 
indi\•idua1ism. 

Eric A. Johnston, qddrcss, Chamber of Com­
merce of the United States, Apr. 27, 1943· 



i\leanwhile, 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, I 943, 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 executive he suggests "low profits on 
a great turnover." Clearly this would shift the criterion 
of profit-seeking 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." 

:o The annual work program of the Chamber of Commerce of the 
lT.S.A. appro\'cd by the Board on June 18, 194-3 1 set up three major 
objectives: (I) winning the war; {z) preparing for victory; (3) long 
rang-c. No mention is mad~ under an'' of these heads of the issue of em­
ployment or the possihll· rcappc.tranCc of unemployment, the means of 
:tssuring adequate postwar markets, or the problem of price relations. "As 
a long-ranl,"c matter, the Chamber should d~.:al boldly with issues involnd 
in the attainment of free competitive economy, and with the preservation 
of reprcsl•ntativc democracy. To do so may mean fighting to maintain 
the status quo; it may also mean working for readjustments that will 
enable b~•~iness to meet new conditions and new demand:~." The two 
itt•ms of the nine-point "artion program" adopted by the Board which 
touch the problem we are discussing are as follows: "( 1) Formulate a 
constructive program for ctfecti\•e price controls, without subs:idies, and 
with minimum disruption of established business usages; (z) Formulate 
policies and work for Congressional action to pro\'ide now for the 
orderly removal of unnecessary controls in the interest of a stable transition 
pt•riod." 

The National Assodation of Manufacturers has made a somewhat 
fuller prunouncemcnt in the form of a 47-pagc pamphlet, Jobs-Freedom 
-nppo,.tunity under date of Mar, 1, 194-3. Under "~omcstic Rcquirc­
lll~nts for Prosperity,, it bespeaks "in the postwar pcnod .•• as there 
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It may be that a 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. lf 
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 former 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 relationships between prices of goods and services 
which promote exchange of maximum quantities. , , . A condition of 
balanced price rdationships 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 clear as to the probable implications of what follows: 
"There is great 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 equilibrium 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, planfully, 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 accepting the 
idea of low-price policy as meaning low margins per 
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unit of sale; 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 cominuously employed 
capital is the means of achieving maximum total earnings 
in the long run to the proprietary interest. But it is 
quite possible that conditions at the close of the war 
may retard such a development rather than advance it. 

All the encouragement 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 thirties, 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 traffic 
will bear in a period when long-deferred consumer 
wants and abundant consumer purchasing power arc. 
released into a market which is 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.""' 

JIJ The writer has been told by several informed persons th<lt 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 early 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 difficulties 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 POUCY 

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 consicferable wing of business opinion that looks forw.ard to a period 
soon after the war in which they expect and are preparmg to make the 
last 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. 



It should be evident that these technological gains 
do nut 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 alias 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
selves sincerely to the task, ascertain much more ac-

n It might be observed tl1at this is the criterion by which the business 
executive with a measure of price jurisdiction achieves the closest 
counterpart to the automatic adjustments of n 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 technique 
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. 

211 Actual price marking partakes of the nature of an art, however 
solidly its foundations may be laid in scientific analvsis. For a studious 
businessman's portrayal of practical price-making- pr~blems in the multi· 
product firm, sec E. Stewart Freeman, 1'l1e Industrial "Family" of 
Prices. (This will appear as App. D. in the bound volume of this 
book.) 

It is evident too that if a thoroughgoing 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 arc defective because of the failure at earlier dates to 
pass on 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 involve revaluation of assets. 

211 Both to the industrial or commercial consumer and to the domestic 
or final consumer. Ob\·iously, the gain to he passed on means the net 
gain after proper maintenance charges have been made for the equip­
ment through which the gain in efficiency is effected and no less the 
research organization through which further efficiencies 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 puhlic 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 II 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 
is 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 

10 For example, Dr. Charles F. Roos, addressing the controllers' con­
ference of the National Retnil Dry Goods Association in Chicago on 
June J 71 1943 1 advised that: uRctailers should count upon increases in 
prices. Thdr postwar planning should assume higher price levels." Asso­
ciated Press Disputch, Eveni11g Star (Washington, D.C.) June 181 1943· 



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 can 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 
of• a 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 III of this book. 

CONCLUSIONS 

We began this chapter with an examination of the 
criterion of price-making traditional among administra­
tive officials of private capitalistic business, namely 
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maximum profits for the owner. \Ve 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: 

r. 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 pmfits 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. 



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: 

+· 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 years. 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 consider~ble 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 
~ncomes 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 gf 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 a 
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 executing 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 a solution will be rendered impossible by rea­
son of th9- exactions of union labor and the burden of 
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federal taxation. To these fears it may be responded:i:aj'" 
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. 

ro. 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. 

I I. 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 
expenence. 

I 2. The postwar period of business reconversion will 



~~~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 rcspomible executives. But 
it will be a period also when the temptation will be 
strong and opportunities great to follow easier but ulti­
mate! y 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 
~.a 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-salc" 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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