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How industrialization can serve the 

world .••• 

A book on econQmics necessarily undertake$ to 
describe all the main features in the lives of those 
whose needs are served by the counL.'y in which 
they live. 

The relationships of each of these features to 
the others must be explained. KEY TO E~O
NOMIC PROGRESS sets forth clearlv and simply 
how mass purchasing power, mass pr~duc.tion and 
mass consumption can be combined to bring a 
rising standard of living to the greatest majority. 

The author gives the necessary factors of socit\l 
and political life their proper weight-so that along 
with the more technical aspects of productivity, 
monetary and fiscal policies, the prerequisites for 
Democratic Industrialism are demonstrated. 
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PREFACE 

" ... The central fact of today's life is the exist· 
ence in the world of two great philosophies of man 
and government. They are in a contest for the 
friendship, loyalty and support of the world's peo• 
pies." 

With these words, President Eisenhower struck the heart 
of a dilemma mankind faces today. Indeed, one of the 
basic issues of our time is whether people can attain eco
nomic well-being without sacrificing their political and 
personal freedom on the altar of an omnipotent state. 
This is not an abstract question; the future of humanity 
Illay· well depend on how people resolve it. 

Since the beginning of civilized society, men who were 
able to wield political or economic powe~ were in a posi· 
tion to lead and command. In our modem world, a totali· 
tarian State fuses both the political and the economic 
functions into one monolithic structure controlled by a 
handful of individuals seated at the top of a single politico
economic pyramid. In a modern democracy, on the other 
hand, power, whether stemming from political or economic 
·activities, is vested in a myriad of separate but interde· 
pendent political and economic units. As these units rep
resent practically all segments of society, no privileg~ 

9 



10 Key to Economic Progress 

group or class is allowed to gain absolute control over 
fue entire social structure. 

One of the fundamental ch~racteristics of a developed 
society is its industrial basis. In this sense both the United 
States and the Soviet Union have one thing in common; 
they are industrial states. But at this point the similarity 
ends. While the industrial system in the Soviet Union is 
part of a monolithic politico-economic structure, in the 
United States it operates within a democratic fra~ework. 
On the basis of these general features of the Amenc~n ~e· 
mo~racy, one may use the term democratic industrzalts~ 
to Identify the set of principles which underlie the Amen· 
can economic system today. 

* * * 
To. a World groping for answers, the experience of the 

~mer~can people, who have an industrial system operat• 
mg Wtthin a democratic framework is of practical signifi
~nce: The Phenomenal growth and achievements of the 
m. mdie~dtcan system of democratic industrialism, in terms of 

VI Ual li . th t social . . vmg standards, are encouraging evidence . a 
· ~u~ttce atld economic prosperity can best be attamed 
m Msoctettes Where the individual is free 

any p · · 
as if it h eople tend to regard the progress of Amenca 
th f ad occurred in a vacuum ignoring in the precess 

e actors hi ' · · · d 
economi w ch made progress possible: the poliucal an 
lithic st:t:Y:tem. Some people, though dedicated to mono· 
ca" ... ot 1• Ystems of economic development, find they 

......... &nore th · · of acknowled . e facts and arrive at the awkward P?stt~on 
the system gtng the American achievements but reJectt~g 
talism. ' and particularly the economic systeiil of capt• 

The term "c · . d in o . apttaltsm " like so many other wor s ur 
tliDe has acqn:- ' fficie tl '. . """"ed too many meanings to be su n Y 
des~nptive. To_many, it is a notorious word, al~ost auto
matically associated with a vast majority living m depress-



Preface 11 
ing poverty and a small minority in provocative wealth. I 
Inust confess that I too shared this misconception until 
l came to the United States seven years ago under a Ful
bright Scholarship and observed capitalism in America. 

From _the first moment I was perplexed by the image of 
a capitalist country in which there was neither a majority 
of paupers nor a ·minority of all-powerful rich. For five 
Years, I studied the inviting subject with insatiable curi
Osity. Eventually, I became convinced that here was a 
''capitalist" country which had somehow put to practice 
the theoretical demands and promises of the most pro
&ressive socialist thinkers, above all the quest for fair 
sharing of the national wealth. And I came to the conclu
sion that in the United States the old style capitalism had 
8iven way to a new economic system based on different 
Principles. 

What I had learned I felt should be brought to the atten
tion of my countrymen in Greece who, like myself a few 
Years ago, had a rather muddled and unrealistic concep
tion of what makes America great. I presented my observa
tions on the present day American economic system in a 
Series of fifteen articles, which were published in six Greek 
newspapers and a political review as part of my regular 
Column on the American scene and the world at large 
entitled "Letters from Washington." The favorable reac
tion in Greece to these articles has encouraged me to 
Undertake this book, written in English so that more people 
around the world could read it. . 

... * * 
The American system, of course, is not a utopian pana

cea which can remedy all the world's social and economic 
ills with despatch. There is, in fact, no fixed blueprint by 
Which it has developed. Rather, there is a set of flexible 
economic principles developed through trial and error over 
the years, within a framework of democracy. Most signifi.-
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cantly, they are principles which in the crucible of ac~atl 
· "d · d f the Ivfarx.ts expenence evi ence the fallacies an errors o 

theories about economic development. 1 
In a world which is in constant transition and deve 0d~-

. "d" · d d han 1-ment, ngt tty and dogmatism 1mpe e progress an . 
h 1 . · n pnn-cap t e so utton of problems. Because the Amertca 

ciples are flexible, nations with widely diverse backgrounds 
may find them helpful gw"deposts on their own roads away 
fr · d Jl].ore om mtsery and stagnation and toward a better an 
rewarding future. 

My only hope in setting forth these principles is to help 
d" 1 · h nd Ispe ' In owever small a measure, the confusion a 
often. calculated distortion which prevent people fr?m 
~hax:tmg a clearer course in the jungle of today's covfitct
mg Ideologies. As the saying goes "it is better to light a 
small candle than curse the darkne~s." 

D.G.K. 



PART ONE 





l-IS THE AMERICAN ECONOMIC SYSTEM 
REALLY DIFFERENT? 

Few Americans would claim their economic system has 
reached perfection. Like all products of human experi
ence, it has flaws and weaknesses. Furthermore, it is in a 
state of constant development; new problems and new 
needs continuously arise. 

An uncompromising perfectionist will find many faults 
to criticize. But this is neither a constructive nor a rea1· 
istic approach. What is important is to understand the 
dynamics of the American economic system which explain 
its achievement; for the fact is that Americans have 
achieved the highest standard of living on earth without 
sacrificing personal and political freedom. With less than 
seven percent of the world's land area and population, 
America produces nearly fifty percent of the world's manu· 
factured goods and well over thirty-five percent of the 
World's goods and services; and although their wcrkweek 
has been constantly reduced, the great majority of Ameri
cans today have better food; better clothing, better hous
ing facilities, better education, and more varied recreation 
than ever before. 

America's sources of economic strength. 
The phenomenal production of the American economy 

is often taken for granted by both Americans and foreign-
15 



16 Key to Economic Progress 

ers. Explanations advanced for it are varied, some partly 
accurate, others absurd. People often credit geography 
and natural resources as the sole cause. America, they say, 
is a rich country, blessed with fertile fields, broad for~sts, 
and rich deposits of coal, oil, iron, copper and ura~mm. 
The great rivers which crisscross the land are su1table 
for navigation; for hydro-electric power, and for irrigation 
purposes. The climate is on the whole, temperate. 

Some Win also say th~t America enjoys the great ad
vantage of a vast market of 170 million consumers. 
Products of American industry and agriculture can move 
freely from coast to coast with no artificial barriers to . . ' mcrease therr cost or curb their circulation. A soap manu-
facturer, for instance, can count on selling millions of 
cakes of soap every week from Maine to Florida and from 
New York to California. Thus, by producing millions of 
cakes of soap he can reduce his production costs and sell 
his soap at prices everyone can afford. 

The foregoing views, in the author's opinion, fall short 
0~ a full explanation. Although the United States unde
m.ably has great natural resources, it is not the only country 
~th such riches. Nor is the United States self-sufficient 
m ~ny important raw materials; its vast productive 
U:.~hi.n~ has to import from other lands considerable 
q nbttes of raw materials such as lead, tin, copper, man-
ganese ore ni k 1 . . d bb 

1 ' c e , tungsten, zmc an . ru er. 
A s .a vast population a satisfactory explanation for 

1 ~enca's prosperity? There are countries with large popu-
~ o7s and great potential for development which con-

if~ ant Y cdo~plain they suffer from over-population. Indeed, 
expan mg popul . . f . . . ation were the maJor actor m creatmg 

pr~spen~y, countries like China or India would automati
ca Y e~JOY a ~gh standard of living. The elementary 
econonuc truth Is that an expanding population is not al
ways a factor for progress and prosperity. For if produc-
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tion does not increase faster than population, the standard 
of living will fall, not rise. 

There is another condition which we shall explore more 
thoroughly at a later point; namely, that for population to 
become a factor in economic progress the people must 
participate fully in the economic life. In other words, it 
is not enough to have many millions of people merely liv
ing within an economy. The decisive factor is how many 
people participate fully as producers and, even more im
portant, as consumers. 

In brief, natural resources, and growing population-by 
themselves-cannot guarantee prosperity and progress. 
These factors may be compared to reactants in a chemi~ 
cal process. The reactants are inactive until a catalyst is 
added to transform them into a new compound. In the 
American case, the catalyst which activates- the various 
factors and transforms them into prosperity for all is the 
system-the political and economic system of democratic 
industrialism. 

The major innovation of the American economic system. 
We often hear that the American economic system is 

something different, something unique in the experience 
of mankind. There is little doubt that many of its features 
are unique and deserve our fullest attention; a major part 
of this bo~k will be devoted to them. Some are like the 
visible parts of an iceberg, which loom white above the 
surface of the sea. But to comprehend the uniqueness of 
the American economic system we must see all its princi
ples, including the four-fifths beneath the surface. 

Marx stressed that "capitalist" production was based 
on the economic "law" that labor was a commodity and, 
like any other commodity had a certain value. He de~n.ed 
the value of labor as the sum of a heap of commodttles 
(goods and services) necessary for the survival and re~ro-



18 Key to Economic Progress 

duction of the "working class." According to Marx, t~e 
"capitalist" would never pay laborers more than the1f 
"labor values,'' no matter how much production ~ght 
increase through technological innovation and higher 
productivity. From this theoretical nucleus most Marxist 
theory followed, including of course the pet theme of 
"capitalist exploitation of the workers." 

Marx took as his model of the capitalist system the con
ditions he could observe during his own time. Conse
quently, he erred in part when defining the "value of 
labor." In his lifetime, labor was considered a commodity. 
Indeed, in some parts of the world labor is still considered 
and compensated only as a commodity. In the United 
States, however, a new element of far reaching significance 
has been introduced. Labor-i.e. every American working 
for a. living-is no longer merely a "commodity" with a 
certam value; working people are also viewed as pote_ntial 
consumers. On the basis of this revolutionary approach 
~any measures have been adopted with one major objec
ttve: to preserve and expand the purchasing power of the 
average American. 

Individual compensation, of course, is automatically 
s~aled. to. ~e economic importance of a person's work. 
Smc~ ~~1'?-duals differ widely in ability, energy, training, 
and Irutlah~e, re.wards vary under any economic system. 
But the baste POint is this: under the American economic 
system, the labor force-all working Americans-is, in the 
aggreg~te, compensated in a way that tends not merely to 
assure Its su~ival and reprodqction but also to preserve 
and expand lts purchasing power. For in a free economy 
base? on mass production, the preservation of the pur
chasmg power ~f t~e people is vital. 

Old-style capitalist production was and in some coun
tries still is, geared to the satisfaction ~f a select, elite con
sumer market. The exploitation of labor was a very real 
possibility. But when laborer and consumer were com-
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bined in one and the same person-when the laborer-con
sumer became an acknowledged entity-basic principles 
of the old capitalist system underwent radical changes. 
The "Capitalist" could no longer exploit the laborer be
cause the laborer was also a potential consumer. The 
theory of the "exploitation of the worker" does not apply 
in a private enterprise economy where working people are 
also viewed as potential consumers. 

This identification of the "laborer-consumer" is a basic 
innovation of the American system. How deeply this con
cept has changed American economic thinking is shown 
by the reaction of the labor unions to the revolutionary 
process of automation. 

Automation is already a reality in American industry. 
In this advanced form of production, the worker is re
placed by automatic control devices. In other words, auto
matic controls operate complex machinery and whole fac
tories without direct participation by workers except as 
supervisory technicians at key points in the process. Auto
mation is not limited to manufacturing plants; so-called 
"electronic brains" are taking over the tasks of office 
clerks, accountants, and other white-collar workers. 

As a result of automation, fewer workers are needed 
to achieve the same or even greater production goals. 
Under the old capitalist system, workers whose services 
were no longer needed obviously possessed no "value" 
as far as the employer was concerned. This is true, if labor 
is viewed only as a commodity. But now labor is also the 
consumer who makes mass production economically 
profitable. Automatic control devices cannot buy the cars, 
the appliances, the clothes, or the food. Thus, vast unem
ployment is incompatible with mass production .. 

Obviously, government, business, arid labor umons have 
a common interest in preserving the purchasing power of 
the laborer-consumer. For this reason, men like Walter P. 
Reuther, Vice President of the American Federation of 



20 Key to Economic Progress 

Labor-Congress of Industrial Organizations do not dread 
the advent of automation; instead, they welcome it. As Mr. 
Reuther has pointed out: 

••. • • Science and technology have at last given us the 
tools of economic abundance and we are no longer con-' . fronted with the need to struggle to divide up scarcity 
, • . We are confident that we will not have to fight the 
new machines and devices. Rather, we will use them to 
bring health and happiness, security and leisure, and peace 
and freedom to mankind everywhere." (Testimony ~efore 
the U. S. Congressional Subcommittee on EconoiDic Sta
bility; October 17, 1955). 

This confidence is not irresponsible optimism or empty 
prose. It is based on the knowledge that automation need 
not lead to vast unemployment. On the contrary, it is 
economically more realistic to expect that, in sustaining 
the purchasing power of the laborer-consumer, industry 
will gain time to develop new products and new jobs. 
Problems, of course, will be numerous. It will take fore
~ig~t. and ingenuity to cope with the difficulties affecting 
mdivtduals and even whole communities. But, to use the 
words of Mr. Reuther, "if vast social dislocations are pre
vented this time, it will be only because the combined wis
dom of private groups and government will be used to 
prevent them." In preventing social dislocation and solv
ing the problems associated with the revolutionary process 
of automation, the guide will be the principle that in· order 
to maintain mass production there must be mass consump
tion which in turn depends on sustained mass purchasing 
power. In the American economic sysem, a high standard 
of living for the average citizen is not only a matter of 
humanitarian benevolence but an economic necessity. 



II-SOME BASIC FEATURES OF THE AMEIUCAN 
ECONOMY 

From the fundamental principle that mass production 
calls for mass consumption which in tum depends upon 
mass purchasing power a number of interesting features of 
the American economic system stem. These features char
acterize an economic system which does not fit at all the 
image of "~apitalism" people in many lands have in mind 
when they speak of "monopolies," "exploitation," or "class 
struggle." 

Mass production with a small profit per unit. 
The pursuit of profit remains a main objective of private 

enterprise. However, far from measuring exploitation of 
the "working class," profits play en extremely vital eco
nomic role. In addition to providing a reasonable return 
for the investor, profits are a major source of capital for 
the renovation and expansion of productive wealth. In 
1955, for example, the American economy grossed $391.7 
billion. During the same year, net corporate profits, after 
taxes, amounted to $21 billion. Of this amount, approxi
mately $11 billion reached millions of individual investors 
in the form of dividends and interest. The remaining $10 
billion was used for renovation, expansion, and research. 

Twenty-one billion dollars is, undeniably, a large sum 
of money. Note, however, that it was not the result of a 
large profit per unit, but of2a1 tremend~us :Y.~~~~e0 ;:f ~~;~ 

' •• •• '. \ -.J ~'-~·-'-'· ••• -:'.'"')' ,[ .. ,•\. -- (1. '";;:'\' .. ~ 
f:/' '~.r .. ~ . . "V 

!; .;::- A~o. t:Jo ·-· .1.£1 '\ 
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made possible by an existing mass consumer market. ~ 
striking feature of the American economy is the small pro t 
per unit realized by most private concerns. One penny 
profit on each of many millions of cakes of·soap amounts 
to millions of dollars each year. . 

If the selling price of a product is inflated excesstve~y 
to assure a larger profit per unit, the consumer public 
may be unable or unwilling to purchase it. For this reason, 
the American enterpreneur does not try for a large profit 
per unit. He aims to reduce costs through better methods 
of production, and to combine mass production with mass 
sales and a small profit per unit. In the last twenty ye~rs, 
the average net profit retained by United States enterpnses 
has not exceeded more than five percent of total sales. 

Mass purchasing power. 
Mass production with a small profit per unit is a dis-· 

tinguishing feature of the American economy. But mass 
production cannot be ~ustained unless people are finan
c~~y able to absorb it. After all, production has no raison 
d etre unless it serves human needs. Consequently, mass 
produ~tion depends on mass purchasing power, that is, on 
a relationship between wages and prices enabling the great
est . number of people to afford the largest volume and 
vanety of products. 

In a mass production economy, if prices rise "too much" 
or wages remain "too low" in relation to given production, 
the economy will be in trouble. Through free interplay 
?f business, labor unions, and government, a fine balance 
IS kept so that a mass consumer market is sustained. 

The two dimensions of a mass consumer market. 
For a consumer market to be both stable and a factor 

for progress, it must have two dimensions. One is hori-
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zontal: it must stretch from one end of the country to the 
other. The other is vertical: all strata of the population 
must have the financial ability to participate in the eco
nomic cycle as consumers. This means that in order to 
maintain a mass consumer market goods cannot remain in 
short supply for very long. "Luxury" items must quickly 
be made into "items of wide consumption." To this end, 
the American economy relies on research and constant 
effort to find more efficient, less expensive methods to 
produce all goods. 

Forms of competition. 
In a fully monopolistic economy such as that of the 

Soviet Union, the consumer bas no choice. He must con
tent himself with the products of monopolistic state enter
prises. On the other hand, the enterprise, sure of a captive 
consumer public, has no compelling economic reason to 
concern itself seriously 'with what the consumer might 
like to have. 

The opposite is true in a free enterprise economy. As 
we shall see later, there are at least three different forms 
of competition in the American economy. One is the "di
rect'' competition among enterprises producing the same 
kind of goods. Another is the "indirect" competition among 
enterprises furnishing commodities or services of a similar 
kind, e.g. various types of transport, such' as buses, trucks, 
airplanes, railways, river-barges; or fuels, like oil, gas, 
coal, and electricity. Finally, there is another form of 
competition, or rather an interplay of counter-balancing 
forces: retailers vs. manufacturers, producers of finished 
goods vs. producers of basic materials, labor unions vs. 
employers, consumers vs. producers, and all facing a dif
fuse yet powerful public opinion. 
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Constant search for new products and methods. 
A competitive economy has little room for complacency 

and self-satisfaction. If a rival develops a "better mouse
trap"-a better product-your position in the market will 
be weakened. It is essential, therefore, for the businessman 
to keep constantly alert. To accept dogma instead of think
ing, to maintain "this is the way we have been doing things 
all along," to cling stubbornly to old attitudes and obsolete 
practices is almost suicidal for private enterprise in a free 
economy. To paraphrase the slogan of the General Elec
tric Co., "Progress is the most important product of a free 
economy." To assure progress, American business has to 
work round the clock to develop new and better products. 
Constant search for the new the more efficient, the more 
useful, or the more attnictiv~ is no longer the lonely effort 
of an often misunderstood inventor, but a conscious pro
cess carried on by business as one of its most important 
functions. In 1957 alone American corporations spent six 
billion dollars for research and development. 

Business and education 

Sci~ntifi.c ~esearch h.as today become a major task of 
Amenc~n. _Pnvate enterprise. The scientist, the educator, 
the s~ectaltst, is no longer a stranger to the business world. 
Nor IS the modern businessman the uncouth person often 
portrayed by fanciful cartoonists. More often than not, 
he hold~ a college degree, and it is now quite common to 
find engmeers, scientists and educators on the top levels of 
im~ortant business corporations The interdependence. of 
busmess and education is another striking feature of the 
American economy. 

Productivity and human relations. 
Business is influenced by the scientific world in another 
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important sector, the sector of human relations. Em
ployees are no longer regarded. as mere "hands"; they are 
considered individuals entitled to respect. The psychologist 
bas become an indispensable staff member of many cor
porations. The result is a healthier relationship between 
management and workers. 

This is not intended merely to win good-will for man
agement. This healthier relationship is actually a prereq
uisite for higher productivity. In a free mass production 
economy, good human relations are an integral part of the 
scientific methods used to assure economic progress. 

The search for talented men. 
In the competitive American economy, talent is highly 

valued. Since talent is not necessarily passed on from 
father to son the old type of family business bas gradually 
given way to the modem corporation. 

In this type of business organization, a new professional 
is coming to the fore: the business executive. His origins 
as an individual, his family background and similar con
siderations are not of prime importance. Talent for ad
ministration, intelligence, education, ability-these are the 
qualifications that count. The penniless immigrant or the 
son of a miner can reach the top and become chairman 
of a giant corporation like U. S. Steel or Twentieth Century 
Fox-as Benjamin Fairless or Spyros Skouras has done. 

The son of a high executive has a better chance to fol
low his father's footsteps if he can prove equal to the de
mands of leadership and responsibility. However, in a com
petitive economy, an enterprise can hardly afford to be 
burdened with dead weight for too long. 

A modern way of thinking for the industrialist. 
These new professional men-the business executives--
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are not uniform, standardized business wizards. They are 
human beings with the strengths and limits of other men 
everywhere. Their motivations vary just as much as their 
personal tastes and backgrounds. They seem, however, to 
have one thing in common: a realistic attitude toward the 
social function of business. The day of the industrialist 
whose thinking began and ended with the word "profit" 
is past. 

The complexity of modern business and its influence on 
all aspects of society demand that the business executive 
of today be concerned not only with profits, markets and 
production curves, but also with the larger social structure • 
of which business is a part. Modem business executives 
must be primarily interested in sustained prosperity-not 
~ quick, irresponsible profit-making. Thanks to a broad 
liberal education and a better understanding of the basic 
~rinciples of the system, more and more business execu
tives are becoming the creative, socially-responsible men 
needed to conduct affairs at the top level of American 
industry. · 

The important role of advertising. 
The ~ocial and economic significance of advertising in 

the Untted States today can hardly be overemphasized. 
~ough it often comes under sharp criticism _for alleged 
misde~ds, the advertising industry plays a leading role in 
Am~nca's ~rogress. A mass production economy requires 
a wtd~ aud1~nce, and it is up to the advertising industry 
to deliver th1s audience. 

Adve~tising in the competitive American economy must 
be credited not only with promoting products which the 
public already "wants," but also with creating a desire 
for new products which otherwise might never find enough 
purchasers. Fl;lthermore, advertising, directed as it is to
ward a broad public, tends to level social distinctions and 
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make the amenities of life not only desirable but also 
something that the average American may consider within 
reach. Advertising may sometimes be charged with vul
garity, bad taste, over-aggressiveness or what not; never
theless, it is a leading factor in sustaining the American 
mass consumer market. 

Labor unions in a free ecotzomy. 
In addition to private enterprise and a vigilant govern

ment, the system depends for its smooth functioning on the 
existence of free and strong labor unions. By their con
stant pressure for more benefits to the workers, unions 
have been instrumental in the development and preserva
tion of a mass consumer market. 

American labor unions in the twentieth century, in large 
part because of the influence of Samuel Gompers, a long
time. president of the AFL, accept the basic tenets of the 
free enterprise system and concentrate their efforts on 
gaining a larger share of the nation's income for their 
members. The American worker's high standard of living 
proves their wisdom in having chosen this path. 

Labor leaders best serve the long-term interests of wage
earners if they live up to their responsibility to the nation 
as a whole and view labor as part of an over-all social 
structure. More and more labor lea~ers are proving equal 
to the task. 

The American government as a balancing factor. 
The federal government is another factor of prime im

portance in the economy. Though there may be differences 
of opinion over the proper extent of its role, there is no 
serious disagreement as to the existence of such govern
mental responsibilities. 

In an economy based on private enterprise, economic 
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stability depends upon balancing the nation's production 
with its ability to consume and save. Tllis balance is not 
rigid and can fluctuate freely within broad limits of safety. 
A major function of the American government is to make 
sure that the economy stays within these limits, thus pre
venting violent swings from boom to bust, from prosperity 
to depression. It must be emphasized that the federal gov
ernment does not impose rigidity. It does not predetemline 
what the people should need or what they should like or 
what they should have. Strict control and regulation is a 
primitive method of achieving economic stability. The 
American government relies on more adult means. 

To carry out its responsibilities, the government has a 
number of financial and monetary devices, as well as re
liable scientific methods of forecast and evaluation. Tax
ation, government spending, social legislation, to name 
but a few, are among the indispensable tools used by the 
American government in its constant effort to maintain 
relative stability. 

* * * 
The ~oregoing principles a~d features of the American · 

ec~nomtc system are not dogmatic laws which, observed 
fruthfully, will solve all problems. They are general con
cepts, to be applied in practice as circumstances dictate. 
Indeed, even in America some are developing features, 
trends in the making, and not firmly characteristic of the 
system. Nor are the principles discussed exclusive; another 
observer may detect other movements at work; still others 
might re-organize the classification into m~re or fewer 
categories. But for the purpose of this book the foregoing 
is a general outline of democratic industrialism as it has 
developed in the United States of America. In the chapters 
that follow, we shan examine this outline in much greater 
detail. 



PART TWO 





III-spEAKING OF PROFITS 

one oft~n hears the propaganda cliche that "American 
Jl10~opohes, controlled by a handful of financial magnates, 
realiz~ coloss~! Profits and rob the workers of the fruits 
of their labor. Prop·agandistic or not, the accusation war
rants close SCrQtiny. 

J)o large profits mean exploitation? 
In any economic system, production has this primary 

purp~se: to sat~sfy the needs of the consumer. This prin
ciple IS economically meaningful only when we answer an 
essential question: who is the consumer? 

In a small-scale capitalist economy supplying a relatively 
limited group of consumers, the producer can charge an 
exorbitant price which his select group of customers can 
afford; hold the compensation of his workers at a sub
sistence level; and reap a large profit per unit. This is 
classic old-style capitalism at its worst. In such an econ
omy, the ~xploitation of the worker is a very real possi-
bility. . 

The old-style capitalist could exploit his workers be
cause he could readily distinguish between workers and 
customers. They were seldom the same people. The work
ers' inability to buy their products had little effect on the 
employer's income. He would charge customers high prices 
for his goods and yet pay bare subsistence wages to the 
men who made the goods. 

31 
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This is economically impossible in a free mass prod~c
tion economy. Why? Because, as was pointed out earlier, 
in such an economy the distinction between "laborer" and 
"consumer" ceases to exist. By laborers, of course, we ~o 
not mean only the workers. All human effort, for economtc 
purposes, is labor. The highly skilled worker, the tech
nician, the executive, the professional, the scientist, the 
office employee, every person working for a livi!lg must be 
considered a member of the labor force of the nation. Most 
adult Americans-more than 65 million of them-work 
for a living. These same Americans, together with their 
families, form the mass of consumers. Thus, in America 
today "consumers" are the vast majority of the people. As 
a result, in the American economy the laborer-consumer 
has become an entity; the producer cannot "rob" the lab
orer because the latter is also the customer. If the working 
people are deprived of the financial ability to buy products 
and services, the first to suffer will be enterprises whose 
products will find no customers. 

The widespread notion that large over-all profits must 
mean exploitation of the workers or consumers-that be
cause over-all profits appear large, wages must necessarily 
be lower or prices higher than they should be-is a fallacy 
responsible for much of the existing misunderstanding of 
the American system. Closer study reveals that there is no 
fund of fixed size out of which wages and profits must 

- come. Well-managed, efficient industry can pay high 
wages, establish low prices, and earn large over-all profits, 
all at the same time. 

The same is true of the economy as a whole. The profits 
of American industry have expanded in proportion to the 
standard of living of the American people; profits multi
plied, but real personal incomes rose faster than price 
levels. At the same time, while total profits expanded, 
profit per unit of product decreased. All this was char-
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acteristic of, and the result of, the growth of a mass con
sumer market. 

Profits as a source of capital. 
In order to meet the needs of an expanding population 

and raise the general standard of living, it is necessary 
steadily to increase the production of goods and services. 
There are two practical means to accomplish this objec
tive. One is to enlarge the productive facilities of the 
economy; the other is to increase the output of each worker 
by introducing better machinery and more efficient meth
ods of production. The best results can be expected when 
the expansion of productive facilities is combined with an 
increase in worker productivity. The tremendous produc
tion of the American economy and the high standard of 
living of the American people are the result of a steady, 
conscious effort to combine expanding productive capacity 
with higher individual productivity. 

We all know that the expansion of a private concern 
depends on the investment of additional capital. This is 
also true for the over-all economy of a nation. Investment 
is, in effect, the foundation of material progress. 

Fundamentally, capital is formed when part of what is 
produced is not consumed. In an economy of monolithic 
industrialism consumption can be curbed by decision of 
the political elite which controls the state. In ·a free econ
omy, however, consumption is kept within limits largely 
by voluntary individual action. 

In a modern economy of private enterprise there are 
actually three main sources of capital; individual savings, 
creilit created by the commercial banks, and profits. 

In 1955, the American business community as a whole 
spent $28 billion for renovation and expansion; in 1956, 
the outlay for new plants and productive facilities reached 
.$35 billion, with an additional $9 billion spent for new 
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office buildings, furnishings, recreational facilities for the 
employees, and the like. 

Without the realization of profit, all expansion would 
have to be financed either from borrowed funds or through 
increased private investment. Enterprises, however, would 
be unable to repay the funds they borrowed unless they 
realized profits in the future; and new investments would 
be hard to attract unless there was expectation of a rea
sonable return in the form of dividends. Profit, that is, the 
expectation of profit, plays a vital indirect role in drawing 
expansion capital to private enterprise. 

However, profit also has a direct capital function, as 
a major source of growth funds. Indeed, profits "plowed 
back" into companies are the most reliable factor for 
American economic expansion. Statistical studies indicate 
that between 1947 and 1955 profits were the very back
bone of growth; the retained and "plowed back" profits 
of corporations provided more than half the funds used for 
new machinery, plant construction and research in those 
years. 

Other functions of profit. 
The American businessman of today is interested in a 

large volume of profits resulting from a large volume of 
sales. He is not after high profits per unit; he prefers, in
stead, a small profit per unit with large sales over a long 
period of operation in a climate of economic stability. This 
is not a matter of benevolence; it is an economic necessity. 
To sustain relative stability in a competitive mass pro
duction economy, business cannot increase profits exces
sively by cutting wages or raising prices, as the old-style 
capitalist could-and in some countries still does. 

Of course, an individual entrepreneur or the manage
ment of a single company may disregard the economic 
facts. If, however, he tries to expand profits by increasing 



Speaking of Profits 35 

prices excessively, he may well price his product out of the 
market and his business out of existence. On the other 
hand, labor unions, always trying to win a greater share of 
the national product for their members, will certainly resist 
any attempt to lower wages as a means to greater business 
profits. 

In developing profit as an important source of capital, 
the corporation has played a major role. The managers of a 
corporation are primarily concerned with the healthy long
run development of the corporation. They are inclined to 
use as large a part of net profits as they deem necessary 
for expansion of the enterprise, although many stockhold
ers-the actual owners of a corporation-might prefer 
larger dividends. By retaining a large part of net profits for 
investment, corporations have become another important 
factor in the process of diverting funds from consumption 
to investment. _ 

The yardstick of profit and loss plays another important 
role: it is a means of measuring quality of management 
and degree of efficiency in the operations of a private 
enterprise. It leads to the use of highly qualified men in 
managemen~. At the same time, it shows whether the 
factors of production-natural resources, labor and capi
tal-are being used efficiently. A company which shows 
no profit must re-examine its structure and policies to 
find out whether it is selling its products below costs; 
whether its prices are "too high" and deter consumers; 
whether its methods of production and distribution are 
inefficient. The profit-and-loss concept is the safety valve 
which keeps the machinery of private enterprise efficient 
and assures economic progress. Without it, the whole 
society would suffer, in the long run, from increased costs 
and waste. 

Nor has profit lost its traditional role as incentive for 
investment and as compensation for the risks assumed 
by investors in new business or in renovation of old ones. 
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The expectation of dividends or interest is an inducement 
to people to invest their savings voluntarily in the pro
ductive enterprises of the nation, rather than to devote 
their entire income to consumer purchases. 

How big is the investor's reward? It usually depends 
upon the extent of the risk involved. A person investing 
in an uncertain financial venture may realize considerable 
gain, but may as easily lose his entire investment. On 
the average, however, the ordinary investor may expect 
from 3 to 8 percent, depending on the type of investment 
and the degree of risk involved. 

Let us compare the average earnings of an investor 
to the wages of a skilled worker making $5,000 a year. 
An investor, in order to make $5,000 a year, must furnish 
more than $100,000 of "capital." However, if the in
vestor has parted with his savings in exchange for stocks, 
he is not sure of $5,000 or anything at all at the end of 
the year. One-half to one-third of all American corpora
tions do not regularly distribute dividends. Obviously, 
the return to the average investor is neither outrageous 
nor excessive. 

As a matter of fact, it would appear that in the American 
economic system it is "labor" which enjoys rather prefer
ential treatment. But, after all, "labor" is the majority 
of the people-the consumers. And at the same time, 
several million members of the labo; force are also in
vestors. Almost nine million families own corporation 
stocks and bonds, while many more millions are indirect 
investors thr?ugh savings accounts, insurance policies, etc. 
Still, the maJor Part of their income-and, consequently, 
their ability to consume-.<Iepends on their labor. This 
is why a person receives a relatively larger compensation 
as a "laborer" than as an investor. In an economy of mass 
production operating under the principles of democratic 
industrialism, the laborer-consumer becomes the central 
:figure. 



IV-PRODUCTIVITY, WAGES, AND PRICES 

Increased productivity is the major reason for Ameri
ca's rising standard of living. In 1929, 45 million Amer
icans worked about 116 billion hours. In 1954, 60 million 
worked 130 billion hours, only 16 percent more. Yet 
they produced twice as much as in 1929. Technological 
advances have contributed immeasurably to this increase, 
advances which result from unceasing efforts to expand 
.America's store of knowledge, equipment, and methods. 

Mass Production a foe of culture? 
The concept of mass production is not always popular. 

Some people fear mass production entails a new kind 
of "cultural barbarism." They argue that the craftsman
ship and pride of work of older artisans will be submerged 
in a sea of automatic, standardized movements of ma
chines. Mass production goods, they claim, lack individ
uality, and the people who make and use them also tend 
to become very much alike. 

As with most such sweeping generalities, these contain 
an element of truth and a great deal of exaggeration. True, 
the individual craftsman has largely disappeared from the 
.Ainerican scene, being replaced by the skilled worker and 
the technician. But the worker is no longer the slave of 
the machine as he was in the early days of industrialization. 
Thanks to a new science called human engineering, a 
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constant effort is made in the United States to adjust 
machines to the needs of the human beings who operate 
them. Factories redesign machinery to eliminate awkward 
controls and modify work-routines which require too much 
stooping, bending or carrying. As for uniformity of prod
ucts, most American enterprises achie~e some degree of 
individuality in articles where individuality counts most. 
Certainly no American woman can complain that women's 
clothes are depressingly uniform. 

Aside from these considerations, critics of mass pro
duction seem to overlook its main effect. They forget 
that masterpieces of old, which we admire today in mu
seums or stately mansions, do not present a true picture 
of tl;te past. Possession of those articles we consider today 
to be products of a high culture was restricted to a small 
privileged minority. A silver cup designed by Benvenuto 
Cellini is undoubtedly a masterpiece; but it was created 
for a king or a prince, not for ordinary people. For a 
long time, culture was a "luxury item," reserved for the 
privileged few. 

Before the advent of mass production, people did differ; 
an aristocrat or a wealthy merchant lived in a different 
world from the "lower classes." Less than a century ago
and in some countries even today-a visitor from another 
planet would ·have had no difficulty in distinguishing be
tween an aristocrat and an innkeeper, because of their 
sharp differences in action and dress. 

Mass production has changed .this in the United States. 
By making most products available to most people, it 
has led to considerable elevation of the general cultural 
level, and has toned down marked differences. Go to an 
American church on a Sunday morning. H you expect 
to learn who is a wealthy businessman and who is a 
worker, who is the mayor's wife and who is the janitor's 
daughter by the way they dress and behave, you will have 
a rather difficult time. 
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A basic objective of Americans is that the greatest 
majority of the people should be able to afford the widest 
variety of products and services. American industry con
stantly strives to transform as many of today's "luxury 
items" as possible into "items of wide consumption." 

This does not mean, of course, that Americans expect 
to eli~ate "luxury items" altogether. One of the many 
manifestations of progress is the development of new prod
ucts. Inevitably, every such new product is in short supply 
at the beginning, until methods for its mass production 
are devised. By the time this is accomplished new prod
ucts are created and the process starts over again. Unless 
we put a ceiling on progress and ban new products there 
can never be a time when there will be no "luxury items!' 
In spite of certain promises, the day when "everyone will 
have according to his needs" seems rather remote, if by 
this we mean everyone is to have all be "needs" of even 
luxury goods. 

At the same time, technology and increased productiv
ity may reduce the lag between development of a new 
product and its I?ass production and distribution. Ameri
can free enterpnse has constantly reduced the time-gap 
between stages of production. 

"High wages and low prices." 
The relationship of prices to wages and salaries is im

portant in sustaining a mass consumer market. It is quite 
natural for the· consumer to favor "low prices"; be can 
then buy more products with his money. On the other 
hand, the producer naturally favors "high prices and ~ow 
wages"; in this way he can realize the highest posstble 
profit per unit. Th~s is basic thinking under the old cap
italist system. But democratic industrial_ism _an~ mass 
production have introduced new economtc thmking .. In 
view of the close relationship between mass production 
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and mass consumption, it is clear that the long-range 
interest of the producer lies not in quick and high 
profits per unit but on a sustained mass consumer market. 
This market obviously depends on wages and prices which 
permit the largest number of people to afford the widest 
variety of products. Thus "high wages and low prices" 
are not only in the interest of the consumer but also of 
the producer. 

Of course, the phrase "high wages and low prices" is 
not very precise. What really counts is the relationship be
tween prices and wages, not their actual level at a given 
time. 

Yet, if there is a broad community of interest between 
"laborer:.Consumer" and "producer"-the reader may in
terject- why are there labor disputes in the United States? 
One should not lightly dismiss hull)an weaknesses, which 
often take precedence over sound economic thinking. Still, 
disputes may arise from an honest difference of opinion 
over a very important factor: productivity. Without an 
increase in productivity an increase in wages will create 
inflationary pressures. But productivity cannot be mea
sured accurately in all types of work. Until more precise 
measures of productiviy are developed, labor-management 
disputes are bound to come up. However, U. S. labor
management disputes have lost much of the extreme bit
terness of earlier days. More often than not, they are 
resolved at the conference table through collective bar
gaining. Estimates prepared by the U.S. Bureau of Labor 
Statistics show that in 194 7, for example, 24 out of every 
25 new labor-management contracts were negotiated 
peacefully. Between 1947 and 1952, the average loss of 
time from strikes was less than ~ of 1 percent of the 
total man-days worked. And in 1954 the time lost be
cause of work stoppages was only 0.2 percent of -total 
man-days worked. 
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Quite often negotiations are protracted and arguments 
become heated; but, as a rule, a compromise solution is 
reached. One may cite as examples the agreement giving 
the automobile workers a "guaranteed annual wage," or 
the recent increase of $2.50 per day for miners. (See 
Chapter X). The key factor in the constant readjustment 
of prices and wages is productivity. 

How does productivity increase? 
Productivity in the United States has increased regularly 

on an average of 2 percent yearly during the last fifty 
years. Productivity, of course, does not increase auto
matically nor does it come about by natural law. On the 
contrary, the increase in productivity of American indus· 
try and agriculture has been the result of practical incen• 
tives and imaginative techniques. 

The motive of profit, for one, makes increasing pro
ductivity a must in an economy of competitive private 
enterprise. The sound way to increase profits is to cut 
the cost of production per unit and expand the margin 
of profit by increasing productivity; i.e. by using both 
capital and fabor more efficiently. This is what American
industry and agriculture have done with remarkable vigor. 

To this end, American enterprises have relied heavily 
on scientific research and have introduced, with the least 
possible delay, innovations able to increase productivity. 
A recent study of American economic development 
(America's Needs and Resources: A New Survey, by 
J. Frederic Dewhurst and associates) points out that the 
net output of goods and services in 1950 was twenty-five 
times what it was in 1850, while the working force in· 
creased only eight times. Allowing for the shorter work· 
week of 1950, the American economy, with less than five 
times as large an actual input of human energy, achieved 
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an over-all production twenty-five times as large as that 
of 1850. In other words, U. S. labor productivity in the 
last hundred years has multiplied more than five times. 
It would have taken a worker three weeks at 70 hours 
per week in 1850 to produce as much as an average 
worker turns out today in a single 40-hour week. If the 
present rate of productivity increase continues, in another 
hundred years the American economy will produce as 
much in one 7-hour day as it now produces in a 40-hour 
week. · 

How did this great increase in productivity per worker 
come about? Certainly it did not result from the ability 
of the average man to produce more with his muscle 
power. Productivity is only to a limited degree either the 
result or the measure of labor efficiency. The competence 
of management, the skill of the individual worker or the 
diligence of the farmer have been secondary factors in 
the sharply ascending productivity curve over the past 
several decades. The most energetic and skillful shoe
maker, working long hours under the ablest supervision 
but with the handtools of a century ago could not ap
proach the output of today's semi-skilled operator, who 
works fewer hours but with power-driven machinery. The 
fabulous increase in U. s. productivity has been achieved 
not because Americans now work harder or more skill
fully; it has been the result of constant effort to devise 
and use better techniques and more and better machinery. 
America has multiplied the output of human effort through 
vast inanimate energy. 

Nevertheless, skill, effort, and the cooperation of the 
individual in the process of production continue to be of 
great importance. Their lack can destroy or at least de
crease the efficiency of good machinery, planned factory 
organization, and ample power. Recognizing this, Amer
ican business management has given particular attention 
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to the human factor in production. Management psycho!· 
ogists have shown that the morale of the ytorker is vitBlly 
important in increasing productivity. . 

Industrial psychology is a new branch of science which 
deals with the human factor in production. It began, prac· 
tically speaking, only three decades ago, almost by acci
dent. One corporation, the Western Electric Co., wanted 
to determiD.e to what extent production would increase if 
lighting were improved in a department where girls as
sembled telephone equipment. To everyone's surprise, 
including the psychologists, it was found that merely ex
perimenting with the lighting brought greater production 
-regardless of whether light was increased or decreased. 
Production even rose when the experimenters pretended 
to put in stronger light bulbs but actually put the same 
ones back. 

Western Electric realized something strange was hap· 
pening; the firm spent five years hunting the true reason 
for the production rise. Finally; it dawned on the re
searchers: the workers simply responded to attention being 
paid them. The experiment itself told them the company 
was interested in them, they felt important-and they 
worked harder. · 

Other interesting and useful psychological discoveries 
have followed. The researchers have learned, for example, 
that the old-time industrialist was utterly mistaken in Dis 
belief that his employees would accomplish more if kept 
on the job for ten or twelve hours. They have Jearned 
that rest periods contribute to efficiency"; as a result the 
"coffee-break" d~ring which workers stop to rest and 
talk is universal in American business. 

Also, at least partly, as a result of their researches, 
the modem American factory is a masterpiece of indus· 
trial architeeture, often located in pleasant rural surround
ings-and is a far cry from the London sweat shops of 
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Karl Marx' experience. Not long ago I visited the workers' 
club at the International Business Machines plant near 
Poughkeepsie, N.Y. It included a theater, with a giga~tic 
revolving stage, bowling alleys, tennis courts, sbootrng 
galleries, a golf course, library, swimming pool and lounge. 

More than 25,000 American companies maintain recre
ational programs for their employees; according to the 
National Industrial Recreation Association, of Chicago, 
lli., industry spent a billion dollars in 1956 alone on 
recreation for employees. Today most American firms 
have large, trained industrial relations staffs, experts who 
are trained in the techniques of furthering a healthy re
lationship between company and employees. Their guid
ing principle is that high morale is basic to high produc
tivity. 

The constant drive to raise productivity is not confined 
to industry; agriculture also feels its impact. The Ameri
can farmer owns his own land. He has the strongest per
sonal incentive to strive for greater productivity; larger 
crops per acre mean higher income for him and his family. 

While industry has grown and urban population has 
soared, the demand for agricultural products has likewise 
expanded, even as farm laborers have been leaving the 
land to join urban industrial labor centers. The only way 
to meet the increasing demand for farm products was and 
is to increase productivity per laborer on the farms. 

Aided by industry and science, which supplied him with 
machinery, fertilizer and insecticides, the farmer has risen 
to the opportunity offered by ever-increasing demand. Only 
15.6 of working Americans are engaged in farming today. 
Yet, they produce more than enough to feed the nation 
and to supply the agricultural raw material for industry. 
Increased farm productivity, is largely the result of a com
bination of material incentives and improving techniques 
and facilities. 

Incentives have been primary in the growth of the Amer-



Productivity, Wages, and Prices 45 

. f~ Ican economy. Incentives determine the willingness o a1 
man beings to work and produce. Recognition of person 
d. "ty d kin d" · rpose 1gm , ecent wor g con 1txons, a sense of pu 
and material incentives are all considered indispensable 
factors in achieving greater productivity. In such a frame
work, the Marxist concept of "class struggle" (i.e., class 
oppression by the capitalists vs. class rebellion by the work
ers) has no place. Indeed, it is incompatible with deJllO
cratic industrialism because it hinders productivity. 

Increased productivity and a rising standard of living. 
Lenin once wrote: "Surplus capital will never be utilized 

for the purpose of raising the standard of living for the 
masses . . . for this would mean a decline in profits 
for the capitalists." An elementary understanding of the 
American economic system betrays the absurdity of Len
in's statement. For increasing productivity has gone hand 
in hand with a rising standard of living for the masses. 
The improvement in the standard of living is expressed in 
the relationship of wages and prices. The present-day 
American wage-earner can buy more and better goods 
while working less time than ever before in history. 

The "surplus capital" created by increased productivity 
has been used steadily to raise the living standards of the 
masses, again for the reason that mass production requires 
mass consumption and both depend on mass purchasing 
power. 

For practical results, consider the work-time necessary 
to earn the price of consumer items in the two largest in
dustrial nations of our time. The average American worker 
must work eight or ten hours to buy a pair of shoes; his 
Soviet counterpart must work 70 to 100 hours to by a pair 
of comparable quality. The American must work 25 to 30 
hours to buy a suit; the Soviet must work 120 to 140 hours. 
With one hour's wages, the American can buy more than 
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a kilo of meat, while his Soviet equal must work three or 
four hours. In 20 days the American can earn the price 
of a modem refrigerator or electric stove; the Soviet must 
work at least two months for these items. 

Americans have reaped the rewards of productivity not 
only in material products, but also in leisure time and 
recreation. These have been blessings of increasing pm· 
ductivity. Leisure time bas nearly doubled for the average 
employed American since 1900, and seems likely to keep 
on increasing. Figures compiled since 1910 indicate that 
Americans have tended to take two-thirds of the potential 
increase in goods and services, and the remaining third in 
shorter working hours and more leisure time. 

This same increase in leisure time bas been instrumental 
in the development of many new multi-million dollar in
dustries. These produce articles or render services for 
recreational and cultural purposes. The new industries 
serve the changed and changing social habits of Americans. 

Fifty years ago, a worker going fishing or playing golf 
would have been a remarkable sight. Today, neither would 
draw so much as a curious stare. Leisure and higher per
sonal incomes have also contributed to the cultural eleva
tion of the general public. In the United States culture is 
not subsidized by the government for propagandistic pur
poses; yet there are about 200 professional symphony or
chestras and 2,000 theater groups, while 500 million books 
are sold each year. 

At present Americans work five eight-hour days each. 
week; but the trend is toward a still shorter work week 
and longer paid vacations. With the advdD.ce of automa
tion, ~e work-week will shrink-to keep the balance be
twee~ mcr~ased production and employment. The intro
ductiOn of Improved methods or new kinds of energy will 
?ring higher worker-productivity and greater production; 
m tum, prices and wages will be steadily readjusted so 
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. h f f effort, people . btJY 
that, Wit ewer bouts 0 'f}lis is not i Wtll be able to . iS 
lllore and better goodS· 11 the Axne . dle prophecy; 11 t 
Sound prediction, based 0 flcan economy's pas 
and present. 



V-A MASS CONSUMER MARKET 

"C · li " h · 'ti' cs as the ap1ta sm as been condemned by 1ts en the 
economic system which "benefits the few." Wbeth~r . 

• 'taliSOl IS accusation was leveled correctly at old-style capl . th t· 
immaterial. Of much greater practical significance 18 a 
American "People's Capitalism" of today is geared-by 
its vezy structure--to "benefit the many." Mass produc
tion of consumer goods cannot go on without a mass con
sumer market. 

Prerequisites for a mass consumer market. 
A large population alone does not guarantee a mass con

sumer market. If it did, countries with many millions . of 
people would automatically enjoy a high standard of liv~ 
ing. But people count economically only when they take 
part fully in the economic process. Thus, the key to a. mass 
consumer market is not how many millions live within 
territorial boundaries, but how many are financially able to 
participate ~ the consumer market. 

People who can afford little beyond the bare necessities 
of life may be considered almost non-existent as far as this 
mass consumer market is concerned. They resemble, in a 
way, untapped natural resources. . 

As was noted earlier (Cb.IV), a mass consumer market 
must have two dimensions; it must extend continuously 
from one end of a large economic unit to the other, and 
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the vast m · · 
th a1onty of all strata of people must take part in 

e economic · 
h process as consumers. The market must 

ave both " "d h" WI t and "depth." In many countries, it has 
the former, but not the latter- that is the market is "shal· 
1 "N ' ' ow. .o matter how populous these countries may be, 
production-and prosperity-must_ remain limited. Their 
consumer markets lack "depth." 

In the United States there was a constant effort over the 
years to achieve both, with the stress first on "width," and 
now on "depth." 

The first objective was accomplished by removing obsta. 
cles to free, unrestricted flow of interstate commerce. 

Removing man-made obstacles to trade. 
The unsatisfactory experience of the original 13 Ameri

can states in developing interstate commerce . under the 
Articles of Confederation was influential in the thinking of 
the men who framed the Federal Constitution in 1789. 
Article I, SectionlO established that ". · · no State shall 
without the consent of Congress, lay any imposts or dutie~ 
on imports or exports." This, in effect, created a free-trade 
area within the boundaries of the United States. 

At the same time, the Constitution made the Congress 
responsible for regulating commerce between the states 
and with foreign nations. 

In these early years of the new nation, most commerce 
was carried via water, along the Atlantic ~e~~oard and the 
river waterways. Roads were few and pniDltive, and land 
transportation costly. For these reasons, the fir;>t detailed 
legislation affecting interstate conunerce dealt With sea and 
river navigation. f 1 · rce rom ocal · The freedom of mterstate cororoe 1 d . Inter-
ference was also strengthened by several ~ Y ecisions of 
the U. S. Supreme Court; In 1824 the ourt :led that. 
"if there is any one object riding over every 0 er in the 
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adoption of the Constitution, it is to keep commercial in
tercourse among the States free from all invidious and 
particular restraints ... " 

Later decisions established that powers granted to Con
gress over interstate commerce by the Constitution were 
not confined to whatever was known or in use at the time 
of the Constitution's adoption, but followed the progress of 
the country. By 1866 the development of the railroads led 
the Congress to enact the first Federal laws regulating 
overland interstate commerce. 

These concepts of free interstate commerce had their 
opponents. In some instances groups exerted pressure for 
state legislation in the field of interstate commerce. But 
time after time the Supreme Court held such ~egulation 
was beyond the scope of state power. It considered as an 
"elementary and long-settled rule that there can be no 
divided authority over interstate commerce, and that the 
regulations of Congress are supreme." Throughout the 
years, the Court has held firm to its conviction that "in all 
commercial regulations, (Americans) are one and the 
same people." 

The role of transport and communications. 
Legislation alone cannot establish a market from one 

end of a country to the other. Goods must be carried from 
producer to market. Without transport there can be no 
wide market; the products of industry and agriculture 
would be sold near the site of production or not at all. 
Without the growth of adequate transportation, the Amer
ican legislative abolition of restrictions on trade would have 
been meaningless. 

The greatest American transportation growth has come 
since the end of the Civil War in 1865. Now, in the mid-
20th Century, railroads in the United States cover approxi
mately 240,000 miles of main tracks and another 400,000 
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miles of trackage of all kinds-the total exceeding 25 times 
the circumference of the earth. Running on these-tracks are 
some 43,000 locomotives, two million freight cars, and 
44,000 passenger coaches and sleepers, plus another 
1_20,000 c~rs of special or auxiliary types. 

In addition, there are nine million trucks on American 
roads, and about 30,000 interstate and long-distance b~ses, 
traveling between cities and towns and serving rural areas. 
Last year 53 million motor vehicles-44 million of them 
privately-owned-travelled more than 500 billion miles! 

The most important early means of transportation, the 
water routes, have continued to play an important role in 
American economic life. Inland waterways have greatly 
expanded their traffic capacities, having been improved by 
locks and dams and by the introduction of specially de
signed diesel-driven towboats. Raw materials, agricultural 
products and fuels still comprise the bulk of waterways' 
cargo; but semi-finished and finished goods, like iron and 
steel products, petroleum goods, chemicals, and mac~
ery are now being carried via lakes rivers and canals in . . ' mcreasmg volume. 

The startling expansion of air transportation can hardly 
be overlooked. Today more than 25 million people travel 
by air each year Within the United States. Equally, the 
telephones and telegraph networks are now so finely dis
persed that even comparatively sparsely-settled areas are 
well served. Currently there are more than 50 million tele
phones in use throughout the United States. 

If we were to confront a map of the American nation 
that showed railroads, canals, navigable lakes and rivers, 
airlines, highways and the communications systems, we 
would see a veritable maze of criss-crossing lines. Like the 
arteries of the human body, these arteries of transportation 
and communication channel the life-blood of the American 
economy to the remotest corners of the land. They make 
the horizontally wide market a reality. 
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Personal income and a consumer market. 
But "width" alone is not enough. A mass consumer 

market must also have "depth." To achieve depth, govern~ 
ment business and labor have worked together and sepa~ ' . 
rately to re-stratify personal incomes. Often, not all parties 
were conscious that the end result of their efforts was de
velopment of the mass consumer market. Motives varied. 
Yet, planned or not, the outcome has been the growth and 
maintenance of the market. 

The basic part of this market are the middle income 
families. Statistical studies demonstrate that an increase in 
personal income is not necessarily followed by an equal 
increase in consumption. A family with a total income of 
$1,700 is likely to spend almost the entire amount on con
sumption. On the other hand, a family with a $15,000 
income may spend only $9,000 on consumption ap.d save 
the ~est. A family with a very large income, say $50,000 
after taxes, may save and invest more than two-thirds of 
the total. Obviously, consumption does not increase in 
direct proportion to increasing income. 

A low-income family may well spend all its money for 
consumption; yet, its total expenditure will still be rather 
small. The high-income family, on the other hand, is apt 
to_ spend only a small part of its money on consumption
Withholding the rest in savings. Thus, the mass consumer 
market can depend on neither a majority of paupers nor on 
a Wealthy minority. Its growth and health must depend 
on a vast "middle-income" group, families with incomes 
around a level where, economists say, the "propensity to 
consume" is satisfactory. 

The re-stratification of personal incomes. 
The development of the "middle-income" base· has not 

been the result or even the objective of dogmatic philoso-
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phizing or deliberate planning. Yet government, business 
and organized labor have contributed in many ways to its 
growth. Often measures were taken, for humanitarian rea. 
sons, to improve the lot of working people; democratic 
institutions undertook to correct the inequalities of the old 
capitalist system. When these measures proved economi
cally sound, they became integral elements of the new 
system. 

Other changes have been the result of practical experi. 
ence and economic necessity. In 1914 Henry Ford raised 
the daily minimum wage of his auto workers to $5. At the 
time he was probably interested in attracting more skilled 
workers to his factory, in order to step up production, cut 
the cost per unit and sell at a lower price-thereby increas. 
ing his sales volume. He may not have understood the vast 
implications of his decision, which is often cited as the 
beginning of the new approach to prosperity through nass 
production and consumption. A ware of the implications or 
not, Ford was impelled by the basic principles of the sys
tem, w~ch were already in the shaping, to adopt a labor 
and wage policy destined to have a broad impact on Amer
ican economic thinking. 

As might be expected, the Ford wage policy· was not 
greeted by contemporary businessmen with enthusiasm. It 
did violence to their conception of old-style capitalism. In 
blazing new trails of business behavior, Ford, like most 
pioneers, encountered derision and antagonism; colleagues 
and competitors resented the intrusion of new practices. In 
their well-known shells, they felt safe. Who knew what lay 
outside? 

But times were changing fast. The American industrialist 
today accepts as basic such concepts as "mass production 
and small profit per unit," and "high wages and low prices." 
He recognizes the need for a great bulk of middle-income 
families. . 

The continuing growth of the middle-income group 19 
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traceable in large part to the labor unions, with their con~ 
stant effort to win greater pay and improved working con~ 
ditions. Technological progress bas supported the unions' 
efforts. It has brought the need for better-educated, more 
greatly skilled men in the factories. The jobs for unskilled 
labor grew less; the worker tas tended to become a techni~ 
ciao, earning more pay and with it a changi~g way of life. 
His higher income and changed living pattern put him in the 
middle-income group; and practically speaking, he can now 
afford the goods and services previously beyond reach. 

An equally significant role in income re-stratification has 
been played by the American government, using primarily 
fiscal and taxation policies. The Federal income tax is of 
particular interest. Tax rates are progressive and large in
comes are slashed heavily. Thus, while the family with a 
$5,000 income may pay $536, or ten percent of the total, 
the family with a $10,000 income will pay $2,000, or 20 
percent. Rising incomes are matched by rising rates. The 
family with an annual income of $90,000 will give up more 
than half in Federal income tax, or $46,000. 

The levelling effect of progressive taxation is quite in
teresting. Consider two well-to-do families, one with an 
annual income of $17,000 and the other of $400,000. Sim
ple arithmetic shows that the second family has 25 times 
the income of the first. But this is before taxes are paid. 
After taxes, the first family retains about $10,000 and the 
second $60,000. Now the second family has only six times 
t.'le income of the first. 

People all over the world have heard about the popular 
American television quiz shows. On one of them a con
testant rna~ win-after answering correctly immensely diffi
cult questions on subjects ranging from Astronomy to 
Shakespeare-$64,000. Yet, this does not mean he will 
take $64,000 home with him. The Bureau of Internal 
Revenue will take almost half ·of his winnings as income 
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tax. Indeed, to take home $64,000, a TV quiz contestant 
must win almost $500,000. 

Hard as the progressive taxation system may seem on the 
quiz winner, its purpose is not to punish wealth. On tiie 
contrary American tax laws contain many provisions in~ 
tended to channel the greater income of the wealthy into 
productive sectors of the economy. This is accomplished 
by treating investment income more leniently. 

On the whole, the American taxation system is fair, as 
well as economically sound. By levelling income differences 
and strengthening middle-income groups, it has been a 
major factor in developing the American mass consumer 
market. 

Consumer credit and the American market. 
Consumer credit has been criticized for several reasons; 

yet it has played a key role in the development and main~ 
tenance of the American mass consumer market. Let us 
see how consumer credit operates in practice. 

Consider a young couple, married just a year and ex~ 
pecting a child. They earn $5,000 and would like to have 
a house that sells for $15,000. Their income and way of 
life allow them to save perhaps $800 or even $1,000 
annually. Under these conditions, they would have to save 
for 15 years to buy the house. But by then their child will 
be grown and preparing to leave his parents for a separate 
life. The couple would no longer need a house and the 
market for houses would have lost a customer. 

There are millions of new families facing similar circum~ 
stances; obviously, if the price of houses had to be paid 
in full at the time of purchase, the demand for houses would 
be sharply reduced. At this point consumer credit steps in. 
Our imaginary couple, with an income of $5,000 a year, 
cannot buy a $15,000 house all at once. But over 20 years 
the family will have earned an income of $100,000. So, 
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using consumer credit, they buy the house now-when 
they really need it-and pay for it little by little, while 
they enjoy its use. 

The "buy now-pay later" concept has vastly changed the 
habits of the American consumer. He can buy on credit 
everything from a dress or a pair of shoes to a stove or a 
tractor. Hundreds of thousands of housewives visit the 
stores every day and make huge numbers of credit pur
chases. They use "charge accounts," which enable custom
ers to defer payment for goods until a specified time. When 
credit is extended in a "charge account," the customer pays 
no more than if he had paid in cash at the time of purchase. 

In the other kind of credit buying, on the well-known 
"installment plan," the sum total of the installments equals 
the cash price plus a carrying or service charge. If Mrs. 
Jones wanted a new washing machine that carried a price 
tag of $199, she might decide to buy it on an "easy pay
ment" plan. She might make a "down payment" of $5 and 
12 monthly payments of $17.50 each. This would add up, 
however, not to $199, but to $215; the additional $16 
would be the carrying or service charge. Still, Mrs. Jones 
preferred to buy on the installment plan and not for cash. 
Why? Because it is doubtful that she could have paid the 
entire amount in cash at one time. The installment plan 
makes it possible for many Americans to enjoy the things 
they want when they want them. 

The American housewife may accept the added burden 
of "carrying charges" for still another reason. If she had 
$199 and wanted a washing machine, but had to pay for it 
in cash, she would have, in the end, only one item-the 
washing machine. But by dividing her money into small 
"down payments," she can buy several items at once and 
pay for all of them later with small, monthly installments. 

Thus, she enjoys simultaneously the use of the many 
things she n.:~ds and wants. Perhaps American husbands 
would prefer that their "better halves" did not have such 
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irresistible inducements to buy. But husbands too think 
quite highly of installment plans as a method ~f ac~uiring 
a new car. In any case, consumer credit is an important 
fact of American economic life. 

None of the criticisms of consumer credit are totally un
founded. It has been pointed out that consumers could 
save the necessary sums and buy goods for cash, avoiding 
the extra carrying charge. Yet, it seems a quirk of human 
nature that people are more likely to save in order to pay 
debts than to put money aside for later purchases. 

Other critics say consumer credit exerts inflationary 
pressure on the economy. While not wholly invalid, this 
charge should not lead to the extreme step of banning credit 
as altogether harmful. In practice, American consumers 
have been moderate in their use of credit. They have tended 
to borrow less than their total holdings. Thus, in 19 54. 
Americans owed $75 billion in housing mortgages, $30 
billion for durable purchases, charge accounts and personal 

1 ans and $10 billion for so-called "financial loans," that 
0 ' d. . loans from banks an msurance firms. The total con-

IS, mer debt was about $115 billion. 
su This is a staggering sum, acknowledgedly. Yet, at the 

me time American consumers held claims on others for 
;; gO billion. Consumers were owed a,Iarge part of the busi-

s debt as well as a large part of the government debt. 
nes ' 
consumers also. held. a large part ~f the sums ?':ed by 
fi ncial institutions, m the form of msurance pohc1es and 

bna k deposits. All'in all, American consumers have tended 
an h. 1' to spend less than t eu tota mcomes. 

* * * 
The American system has developed a v~ety of ince~

f es and devices over the years to meet spec1fi.c economiC 
~:eds. The Federal government, through trade, social and 
fiscal legislation, the business community, through in
creased productivity, consumer credit and contractual 
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benefits for the workers, and the labor unions, through 
wage demands, have all helped to develop a mass consumer 
market. 

Based as it is on a strong middle-income majority, the 
American consumer market has achieved remarkable 
''width" and "depth." It extends from coast to coast with
out artificial barriers and all social strata participate as 
consumers in this economic process. This mass consumer 
market is vivid proof that economic well being for all can 
best be had in a free society. It is a devastating rebuff to 
propaganda cliches about "capitalist exploitation" of an 
"impoverished proletariat." 



VI-COMPETITION OR MONOPOLIES 

A major theme of Marxist theory is that a capitalist econ
omy leads toward ultimate concentration of wealth in a 
few gigantic enterprises, whose owners will exploit without 
restraint a vast expropriated proletariat. Wealth and power 
Will concentrate in the hands of huge monopolies, and the 
fruits of labor will be enjoyed by a· few mighty overlords, 
while labor is left enough for mere subsistence. The argu
ment is often heard that the American economy is domi
nated by these monopolies, and that they really control the 
political and economic life of the nation. Against this, we 
have the evidence that rampant exploitation is economi
cally impossible in a system based on mass production, 
mass consumption, and mass purchasing power, and the 
American claim that theirs is a competitive economy. This 
important issue merits close study. 

Monopoly or price competition? 
It may be helpful to recall that "monopoly" (one seller) 

means, in effect, complete lack of competition. In an econ
omy dominated by monopolies the consumer has no choice 
but to buy the products of monopolistic enterprise. There 
is no other supplier, and this is the essence of monopoly. 
In practical effect, the monopolisti~ enterprise deals with 
a captive consumer. 

Dealing with a captive consumer, monopolistic. enter-
59 
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prise can determine with impunity the quality and price of 
products. Such enterprise can also limit production, expand 
margins of profit, discriminate in marketing, and offer low 
wages to workers who have no other employer for their 
skills: Unrestrained, monopoly can become an economic 
tyrant and exploiter of the people. Do such absolute mo
nopolies exist within the American economy? The answer 
must. be an emphatic, "No!" They cannot exist because, if 
for no other reason, absolute, unrestrained monopolies, 
leading to artificial shrinkage of both production and con
sumption, are incompatible with a free mass production 
economy. 

"Monopoly" as such is not necessarily harmful. In spe
cial cases it may even be economically desirable. A city, 
for example, is usually supplied by one electric company; 
one gas company, one water company and one bus com
pany; all are monopolies. They are encouraged because 
people consider it more economical and efficient to have 
a single company carrying out these particular tasks. 

To prevent abuses, the monopolistic enterprise operates 
under a franchise granted by public authority. Prices, 
quality of product or services, profits, methods of opera
tion, and maintenance, improvement and expansion of 
facilities are under public supervision. Under such con
ditions, monopoly is not objectionable. What Americans 
have tried to prevent is the growth of absolute monopolies 
which can enslave the market and exploit captive con
sumers. 

Price competition, on the other hand, is not always 
possible or even desirable in a complex economy based on 
mass production and mass distribution. PJ;ice competition 
is certainly possible when two self.:producing ice cream or 
vegetable vendors at a village market engage in a miniature 
war of price-slashing in order to take away customers from 
each other. But as the economy grows more complex and 
becomes better organized, price competition is less and 
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less feasible. Costs of production become more or less 
uniform throughout an industry; the prices of raw mate
rials vary little; the margin of profit is practically the ·same 
for similar enterprises; wage agreements with labor unions 
often cover not just the workers of one enterprise, but the 
workers of an entire industry. For these reasons, the pure 
price competition of "laissez-faire" capitalism applies in 
only a small sector of the American economy. 

In many cases, unrestrained price competition is not 
desirable. As the components of cost and, consequently, 
of selling price become more uniform, a price-slashing war 
among rival producers may not be advantageous to the 
over-all economy. It may lead to dangerous reduction of 
profits and curtailment of funds for expansion and~renova
tion. Some enterprises facing failure may resort to the 
expedient of lowering quality standards. Furthermore, any 
attempt to minimize losses by lowering wages would be 
bitterly opposed by labor unions and might have serious 
social consequences. In brief, unrestrained price competi
tion could undermine the very foundations of the system, if 
it were applied at all times and in all cases. 

Combating monopolistic practices. 
The strong opposition of the American public to unre

strained monopoly is not a recent phenomenon. This hos
tility toward unrestrained monopoly and questionable busi
ness combinations goes back to the days of the American 
colonists. One cause of the American Revolution was the 
attempt of English commercial and industrial interests to 
obtain through legislation monopolistic power over the 
import of manufactured goods into the colonies. British 
capitalists also wished to curb colonial manufacturers and 
make England the sole market for colonial raw materials. 

Throughout its history, the American nation has held 
the conviction that individuals should be free to exercise 
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thell" o........ ess JUd 
and businesses should geznent. Americans believe that Ill .. 

· cotn lin.;_ "tl inefficiency, 1111prove q . Pete freely in order to. e~<tt 
also hold that free enteUaJi~y and establish fair pnces. l'h.e e 
cause the prospect of .rpnse should operate for profit, b :Y 
more capital into an e)[ Profit attracts new enterprise %~ 
stemmed .from the still Panding ~cono~y. The~e concePt 
cratic soczety the indiv·d lllore basic belief that JD a delll 8 

business or profession 1 u~ has the right to enter freely th ... 
of his labor. These f of his choice and to enjoy the fruit e 
the underdeveloped ~~damental convictions have helpe 8 

come the industrial gi Illted States of a century ago to bed 
The concept of fr ant of today. .. 

been tempered in the ~ ?usiness choice and activity .bets 
ernment has certain bf:ted States by the belief that g0 \l: 

all; government shou~ gations to the people; that abov; 
is not used by sotne as lllake sure that freedom of actj0 

"Iaissez-faire" capitalis: ~xcuse to harm the public. WbiJ! 
anarchy in the econollli 1D Europe often furthered necq. 
of the weak and unsu c sphere and led to the exploitatio 
emphasize econolll.ic f ccessful, Americans have tended ~ 

In the decades foU re_edom under law. 
try expanded consid owzng the Civil War, .t\.merican indus 
into being. Many co erabi~. Powerful corporations can:t .. 
cess, to eliminate :orations attempted, often with sue e 
segments of the econ znpetition and dominate iOlporta.n.; 
the so-called "trust., ~Y· A most successful device Was 
panies would assign th . e stockholders of associated colll 
receive in exchange "~r stock to a board of trustees an~ 
secured total control st certificates." The trustees thu 

. bta' over a rang f . . s somet.rmes o ming b e o associated companies 
infr, su stantial d · · ' and not equentJy . ommation of the market 

"trust" became a I>opuJ VIrtual monopoly. Soon the tezn: 
all types of large busma:--or ra~ez; .unpopular--term for 
eli111iDating competition. ss combmations which aimed at 

public resentment was .furth 
er aroused when it beca..m.e 
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cOll11110n law did ~0~ provid~ SU!flcient le 
apparent tb£1~ st such monopolistic combmattons. In gal 
weapons 1lS~liC pressure, both major political p ~e~ 
sponse to 1'.\J weir platforms of 1880 practices Wh~es 
condemned iJl be Democratic party platform-''whil1c -
according t? t we few that combine, rob the body 0~ :

duly enricbiJlS riving them of the benefits of natural ur 
citizens bY del' years later, in 1890, public anti-mon com~ 
petition." 'fe~d legislative expression in tl}e Sherman ~1! 
sentiment fo\JW.cb provided that "every contract, comb' ti
Trust Act, « ..., of trust or otherwise, or conspiracy . ma~ 
tio · the for~ m re-

n. m de or commerce among the several States 
s~amt of. tr£1 nations • . . is illegal." or 
With foretgll illS of the Sherman Act was only a first step· 
. ~e pass tve the problem overnight. Partly because f, 
It did not so ail d h k th wth o 
I ...ll~ ... g it f e to c ec e gro of trusts and 
oose woru.J.V ' · · th . ss combmatlons. At e outset of the twentieth 

other busJ.lle f b' b · b' . 
th t actics o 1g usmess com matlons led man 

century e f d . f fr y 
t b . tbat tbe very oun ations o ee enterprise were 
o eheve . Th d R 1 . . d prestdent eo ore ooseve t, a firm believer 

ID]eopar Y· . . 
in "f . de," led a crusade agamst the trusts. The results 

arrtra li tti' btR 1' fell short of pub c e~pec a on u . ooseve t s campaign 
was a dralllatic step m the preservation of economic free~ 
dom under laW· 

Still roore legislative action was necessary. Woodrow 
Wilso~ in his first administration sought to establish a 
"New Freedom" under law. In order to strengthen the 
Sherman Act, Congress passed in 1914 the Clayton Act. 
Its provisions prohi~ited .dis~r~in~tion in favor of pre
ferred customers, pnce dtscrumnation between localities, 
holding companies, interlocking directorates and other 
practices aimed at curbing or eliminating competition .. On 
the other band, the Clayton Act strengthened labor unions 
by stipulating that "nothing contained in the anti-trust laws 
be construed to forbid the existence and operation of labor 
• . • organizations • . . " 
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To supervise enforcement of the Clayton Act and pre
vent "unfair methods of competition," an administrative 
agency was established known as the Federal Trade Com
mission. The Commission has broad-latitude in determin
ing what constitutes an "unfair method of competition." If 
the FTC suspects a violation, it is authorized to conduct 
hearings and to issue "cease and desise• orders. In the 
event any enterprise fails to comply with the order, the 
Commission is authorized to bring the matter before a Fed
eral court. 

While the Commission has not fulfilled all of the high 
hopes of its sponsors, it has been an important factor in 
protecting the system by focusing attention on unfair and 
harmful business activities and initiating action against 
them. 

After the First World War, a new wave of monopolistic 
business combinations swept the business community. 
Some of these were the result of mass production which 
called for larger economic units. Others, however, were 
aimed at curbing competition and monopolizing the mar
ket. The administration of Franklin D. Roosevelt moved 
against monopolistic combinations by redefining and en
forcing the anti-trust laws. The Temporary National Eco
nomic _committee, appointed by Congress in 1936, made 
a detailed study of business concentration, intending to 
prepare the ground for prosecuting violators of the anti
trust laws. Also in 1936, the Robinson-Patman Act to 
protect small business was enacted; it outlawed the sale of 
goods at prices which discriminated between localities or 
individuals, or at unreasonably low prices aimed at de
stroying a weaker competitor. Though often criticized as 
complicated and verbose, this Act has proven quite useful 
in the long run. 

An attempt to combine the requirements of mass pro
duction and mass distribution with the concept of fair 
trade was embodied in the Millard-Tydings amendment to 
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the Sherman Act in August, 1937. This, as did the McGuire 
Act of 1952, recognized the peculiarities of a mass produc
tion economy by allowing agreements with retailers to sell 
branded or trade-marked commodities (e.g. Lux soap, 
General Electric refrigerators, or Alligator raincoats) at 
fixed prices. The purpose of this legislation was to sanc
tion the "fair trade" laws enacted by a great number of 
states. These laws barred the retailer from unilaterally 
reducing the price of a product--even at a loss-in order 
to attract customers. Obviously, the manufacturer of the 
particular item-though he did not suffer direct financial 
loss-was harmed by the practice because the reputation 
of his produce was impaired. 

The practical effect of all these pieces of legislation de
pends, to a large extent, on their interpretation in the 
courts. The Sherman Act, for example, condemns "every" 
contract, combination, or conspiracy in restraint of trade. 
The Supreme Court, however, in the Standard Oil case 
( 1911) interpreted the Act as condemning only those 
contracts or arrangements which impose "unreasonable 
restraints" upon trade. This is the so-called "rule of rea
son" doctrine. It recognized a broad area of judicial dis
cretion in dealing with business concentration. In recent 
years, however, the doctrine has been combined with the 
concept of "per se violations," i.e., practices which are in 
themselves harmful, such as price-fixing, boycotts, division 
of markets, apportioning of customers, and elimination of 
competition through ·unfair price reduction. The list. of 
"per se violations" appear~ to be expanding, thus ass~g 
the consumer of greater freedom of choice in a competitive 
economy. 

Competition in the American economy. 
There is no doubt that most Americans believe in the 

advantages of competition. They consider competition the 
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driving force leading to human achievement, econom~c 
well-being, and general progress. However, by "co~~et~: 
tion" they do not necessarily mean the "price competitiOn 
of classical economists. They rather mean competition that 
attracts customers through better products and better serv
ices at prices the majority of the people can afford. They 
believe the consumer must under no circumstances become 
a captive deprived of choice. Except for the public utilities 
·and service enterprises, which are under close public su
pervision, the American consumer deals with an array of 
independent, competitive business concerns. 

The impartial observer will agree that American enter
prises are constantly striving to improve their products 
along with their meth0ds of production and distribution. 
The advancement of ways and means to satisfy human 
needs and desires is a major objective of the American 
economy. 

Yet, from what we know of the viewpoint of monopo
listic enterprise, such striving is alien and unnecessary. 
Why should monopoly, already assured of. a captive mar
~et, bother t.o. ~evelop new products, better servic~s,. or 
rmproved f?c1littes? Monopoly has no incentive for stnvmg. 

If Amencan corporations spend billions of dollars each 
year-as they do-for these very purposes they are cer-
tainly qui.te far from monopolistic. ' 

In a smgle. ~ear (1956), American enterprises spent 
almost ten billiOn dollars to advertise their products. 
Clearly the objective of advertising is to convince pros
pective customers that the product of company A is better 
than the pro~u~t of ~ompany B. Comparison between simi
lar products IS Implied in advertisement. 

When monopoly dominates an industry, there is little 
room left for .such comparison. Yet, in America today, at 
least two maJor communications media-radio and tele
vision-derive their incomes from advertising. The Amer
ican people do not pay directly for their radio and television 
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entertainment and information; in the long run they pay 
for these in the purchase price of various advertised prod
ucts. The manner of payment is secondary here; the salient 
fact is that American corporations find it necessary to 
advertise and promote their products-obviously because 
those products face competition. Otherwise, their expendi
tures would be absurd. 

Similarly, expenditures for product improvement would 
be pointless. Yet, American firms spend staggering sums 
for research and development, and the American market 
is regularly supplied with new or improved products, the 
result of years of laboratory and production-line effort. 
For example, nearly one-third of General Electric's em
ployees are currently working on products not manufac
tured by the firm in 1939. Corning Glass Co. estimates 
that three-fourths of its 1955 income derived from prod
ucts developed since 1940 .. And half the annual sales of 
the DuPont company are of products in use only during 
the last 20 years. General Foods Corporation, likewise, 
reported in 1953 that 16 percent of total sales were of 
products developed since the Second World War. A rough 
estimate based on the total current sales of all American 
enterprises is that one-fifth is of products non-existent 15 
years ago. 

If more evidence of non-monopolistic behavior ·is 
needed, consider: American enterprises spent the colossal 
sum of $72 billion in 1955 and 1956 for renovation, ex
pansion and improvement of their plants, machinery, of
fices, and other facilities. In 1957 the estimated total 
expenditure was $39 billion. In New England, com
paratively small Northeast Airlines was to spend $17 
million on new turboprop passenger planes; in Norlhem 
California, Co~tainer Corporation, Lockheed, and Doug
las aircraft were to spend millions each on research and 
improvement. In all fields, American firms continue to 
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~mple of "indirect" competition is seen in the ~luminum 
md~stry. At present there are onlY tb~ee ~ompanles in the 
Umted States producing primary atuau~u. ·At first glance 
their Position appears almost rnonop~hstlc. In fact, how• 
ever, they must compete not onlY agamst one another but 
also against the "indirect" competition of steel, lead, zinc, 
or plastic, which can be used equallY we~l !or many pur· 
poses. It is hard to find an industry pro~~dl~g services or 
products so unique as to be immune to mdirect" compe
tition. 

There is a third element similar in many respects to 
competition, at work in the ~arket; let us call it the inter
play of counter-balancing factors .. The ~ffect of these 
factors can be best explained by an Illustration. The major 
automobile manufacturers are important customers of the 
large steel firms. If the price of steel rises prohibitively or 
the quality of steel deteriorates, the auto _manufacturers 
will object and demand that price and quality be restored 
to reasonable levels. Otherwise, they cannot furnish the 
public with cars at a price the consumer is willing to pay. 
The steel producers, who depend in tum on the auto firms 
as major customers, have good reason to heed their com
plaints. Bankruptcy of auto manufacturers would not serve 
the interests of steel corporations. In _a sense, industries 
like these giants confront each other daily' counter-balanc-
ing each other's power. . 

Another example is offered by the retail chain stores. 
Their management is primarily interes.ted in providing 
customers with products of good quality at reasonable 
prices. They are bound to object to arbitrary price changes 
by their suppliers. They can back up their protests with a 
refusal to handle the merchandise of the troublesome pro
ducer-an action that may very well ruin him. The end 
result is that the consumer can buy better products at fair 
prices. 

A fundamental law of nature is that action begets re-
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action. It seems, in similar fashion, that bigness in one 
sector of the economy tends to produce bigness in another, 
and checks and balances emerge. 

Concentration of production may be dictated by the 
need for efficiency and greater productivity. But those who 
are affected by the bigness of one corporation or industry 
soon combine their efforts to counter-balance its power. 
The giant buyer confronts the giant seller, the producer 
of raw materials confronts the producer of finished goods; 
the manufacturer of consumer items faces the retailer and 
the retailer in turn faces the consumer; the large food proc
cessors must bargain with the large chain distributors; 
business management must bargain with labor unions; even 
government daily confronts industry as a customer or an 
employer. 

In a complex economy like that of America, powerful 
units sometimes do not compete .as consistently as a theo
rist might wish. They may find it advantageous to pool re
sources and combine power. But if such combinations 
appear dangerous and harmful to normal business inter
course-try to turn the consumer into a captive consumer 
-the government, under th~ pressure of free public opin
ion, will step in. Thus, public opinion becomes another 
center of counter-balancing power. Anti-monopoly legisla
tion is the concrete evidence of this form of counter-bal
ancing power in a democratic society. Though it has not 
always been as effective as many Americans would like, 
in the long run it has kept the economy free of absolute 
monopoly. 

Business firms must also compete to attract labor. In 
the United States the worker is always free to quit his job. 
and seek a better one. For this reason, an enterprise must 
pay its workers at least as much as they could receive 
somewhere else. The American system is as firmly hostile 
to the notion of captive workers as it is to the concept of 
captive consumers. 
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Finally, private enterprise competes to attract capital. 
Since the investment decisions of millions of people de
pend largely on the records of corporations, it is, ob
viously, to the advantage of each firm to show steady 
progress. 

To· sum up, the American economy is based on multi
faceted competition. Competition in the United States, no 
longer used solely to adjust prices through the interplay 
of supply and demand, is a primary force propelling the 
American economy forward. · 



VII-THE BUSINESS WORLD 

In the democratic economy, production and distribution 
of goods and rendering of services is entrusted primarily 
to privately owned enterprise. However, this does not pre
clude government enterprise when the nature or magnitude 
·of a project calls for public initiative. 

Still, there are more than four million private enter
prises in the United States today; they range from giants 
like General Motors Corporation to the small grocery 
store at the comer. Their annual output in 1956 was esti
mated at $300 billion. 

The Corporation. 
Among various kinds of business activity, manufactur

ing accounts for the largest volume of income . and 
employment in the United States; more than 30 percent 
of the 1956 national income was generated by manu
facturing enterprises. A century ago this position was held 
by agriculture, which today accounts for little more than 
6 percent of the total national income. Retail and wholesale 
trade account for about 18 percent of the national income . ' 
Yielding more than finance, msurance, real estate mining . ' ' 
and construction combined. 

More. than 55 percent of U.S. national income is pro
duced by some 600,000 "artificial beings, invisible, in-

72 
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tangible, and existing only in contemplation of law," as 
John Marshall, first Chief Justice of the Supreme Court, 
described them. These are the "corporations," ranging 
from giant industries with hundreds of thousands of stock
holders and employees and billions in dollar assets, to 
small businesses, with just a few employees. The corpora
tions, "artificial beings," are the dominant form of eco
nomic organization in America today. 

A corporation is an association of individuals organized 
under specific provisions of law for the purpose of per
forming specified tasks. Thus, General Motors Corporation 
is an association of some 600,000 stockholders organized 
under the laws of the State of Delaware for the purpose of 
conducting business in the automobile industry and re
lated fields. 

The corporation is considered a legal entity, separate 
and apart from the individuals that own and direct it. As 
a result, a person may transfer his ownership interest in 
a corporation without the approval of the corporation or 
of the other stockholders. If, for example, he is one of 250 
thousand stockholders in the General Electric Company, 
he can sell his shares and get his money back by notifying 
a stockbroker of his intent to sell. 
· The relative ease with which an owner (stockholder) 
may sell his interest in corporations encourages people to 
invest in this kind of business firm. 

once stock has been issued, the corporate existence is 
no longer directly affected by the death or misfortunes of 
individual stockholders, or by purchase or resale of com
pany stock. The only effect. of re-sale is that the n~w 
stockholder is entitled to votmg rights and dividend pnv
ileges formerly enjoyed by prior owners of the stock. 

Because the corporation is not affected by transfer ~f 
ownership, it is considered a permanent form of economic
organization. Of course, a corporation may terminate wh~n 
its charter expires, or when stockholders decide to diS-
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solve it and liquidate all assets, or when the company fails. 
Corporations, as a rule, are not managed directly by the 

owner-stockholders. Ownership and management are, for 
practical purposes, in separate hands-although many cor
poration executives ~wn stock in their firms. 

A significant result of this separation of ownership and 
management roles is that management can be primarily 
concerned with the firm's sustained progress-and not 
with quick profit alone. Stockholders may prefer the fast, 
large dividend; yet management may determine that the 
long-term interest of the firm calls for a lower selling price 
and smaller profits, or for "plowing back" a larger portion 
of net profit into renovation and expansion. 

Stockholders elect a board of directors, in effect, a 
legislative body that decides on matters of policy. The 
directors deal with more than questions of major policy; 
they also observe and check the performance of manage
ment, and the progress of the enterprise, as well as matters 
ranging from multi-million dollar expansion plans to the 
color scheme of walls in a reception room. 

Actual implementation of their decisions is entrusted to 
a new type of professiobal man, the business executive; it 
is he who administers policy and actually runs the firm. 
The life of a top business executive may often appear 
hectic and killing. Still, the material rewards and the pres
ti e and power inherent in many of these positions ma~e 
: heavy load of responsibility attractive to many Amen

t :s These hard-driving men have contributed much to 
:e industrial growth of America-and not always for 

tfisb reasons. 
se 1 st as policy decisions are made by appointed officers 

u ot by the stockholders, in the same way the assests of 
and :C,rporation, such as buildings, machinery and money, 
the ed by the corporation-not by the stockholders. 

e ~n · ot ar . ewise, debts are contracted by the corporation, n 
Lik tockholders. The corporation owns the assets and 

bY the s 
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• to debt; indi "d kh ld 

goeS i1l aid debts Vl ual sto~ o ers are not responsible 
for tJilP · Thus, creditors of a corporation cannot 
deill!Jlld payment from individual stockholders. 

tJS assume th Mr J h' J_,et . at . ones, w o owns a house and 
bas a. sa.~gs a~unt at the First Trust Bank, bou~t one 
huJJ.dred s ares m the Titan Corporation, at $5 a share. 
If Tit!Jll went bankrupt with several hundred thousand dol
lars ill debts outstanding, corporation creditors would not 
sene ].\'{r· Jones' house and savings. Mr. Jones' loss would 
be u(ll.ited to the. $500 he paid for his hundred shares. 

'fbiS. ~e 0~ limited liability giv~s great protection to 
the iJ1diVIdu~ .mvestor and the corporation is thus in an 
excellent position to attract investment capital from indi-
vidua.lS· · 

People's .capitalism. 
f.Aa.ss mvestrnent has been indi~nsable in the industrial 

growth of the United States, and the resulting elevation of 
living standards. The corporate form has contributed more 
to the development of mass investment than any other 
single factor. 

Like mass consumption, mass investment can be sus
tained only by a vast majority of middle-income families. 
pg•lpers cannot invest; they need all of their meager in
co~es to buy food, shelter and other primary necessities. 

The development in America of a great group of middle 
income families has, at the same time, created . a mass in
vesting public. In the corporate form, that public found an 
outlet for their millions of dollars of savings. 

There are two main conditions for the development of 
mass investment. First, the great majority of people must 
have sufficient income to provide a decent living and still 
leave a surplus to save. Second, the public must be willing 
to save surplus funds instead of spending them in frivolous 
con~umption or hoarding under the mattress. 
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This willingness to save and invest depends largely. on 
the existence of practical incentives, i.e. on the ex~ectat!On 
of material benefit in a climate of financial certatnty. In
centives may differ from one kind of investment to ano~er. 
A person opening a savings account expects to recetve 
interest and, at the same time, to save money for the pro
verbial "rainy day;" the purchaser of an insura~ce ~olicy 
wants to provide his family with financial secunty m ~h.e 
event of unexpected calamity; a stockholder expects dlVl
dends, and owners of government or business bonds expect 
pre-arranged interest. Other investors may be primarily 
concerned with the long-term growth of firms in which they 
invest. According to researchers working under the aus
pices of the Brookings Institute, a private organization, 
the majority of the investing public buy securities in the 
expectation of a long-term increase in their market value. 

In the United States there has come into being a great 
bulk of middle-income families, and a range of practical 
incentives for those families to save and invest. The result 
is that today practically all levels of American society 
participate in the saving and investing process. It is note
worthy that 56 percent of the 8.6 million families owning 
corporate stocks and bonds are in the middle income 
range; their annual incomes are between $4,000 and 
$10,000. The largest groups within the total number of 
individual stock and bond owners are the skilled, semi
skilled, clerical employees and housewives; they comprise 
S 1.5 percent of the whole. 

Some form of life insurance is owned by more than 113 
million Americans. More than 30 million families have 
savings accounts, while 21 million families own govern
ment bonds and other securities. 

According to estimates of the Securities and Exchange 
Commission, the American people held, in 1956, $37 bil
lion in savings accounts; $88.8 billion in all kinds of 
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government bonds; $109.9 billion in private insurance; 
and $335 billion in corporation stocks and bonds. Here 
are some comprehensive figures in terms of percentages: 

Type of 
Investment 

Life Insurance 
Savings accounts 
U. S. Series "E" bonds 
Annuities and pensions 
Publicly o~d· stocks 
Privately held stocks 
Real estate mortgage and bonds 
Corporate bonds 

Percentage 
of total family 
units with one 
or more owners 

82.3% 
52.8% 
41.9% 
20.9% 
14.0% 
4.6% 
2.7% 
1.3% 

All in all, 90.7 percent of all family units in the United 
States have one or more forms of investment. This is per
haps the essence of "People's Capitalism." 

A rather new development among investment devices
of particular interest to citizens of nations lacking highly
developed investment mechanisms and a: strong tradition 
of direct investment-is the mutual investment fund. Such 
funds have g_rown rapidly in America since the end of the 
Second World War. 

A mutual investment fund purchases the stocks an!d 
bonds of many diversified corporations. In turn, the fund 
issues its own shares. A person buying stock in a mutual 
investment fund indirectly invests· in a variety of private 
enterprises, thus spreading his investment and conse
quently reducing his risk. 

In December, 1940, there were 296,000 holders of mu
tual fund stock in the United States. By ·September, 1956, 
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the number had grown to 2,402,000, while average net 
assets per holder increased from $1,513 to $3,540. The 
total net assets of 135 mutual investment funds in Novem
ber, 1956, totaled almost $9 billion. 

Behind the growth of mutual funds lie sound reasons. · 
Individual investors, especially small investors, often lack 
the experience and detailed knowledge to make the right 

· choice of firms in which to invest savings. Directors of a 
mutual fund will have both; investing is their business. 
Thus, they can protect investors against serious mistakes 
and at the same time channel funds to enterprises promis
ing sustained progress. 

New investment-encouraging techniques, along with the 
strengthening of middle incomes, would enable many 
countries to bring about mass investment and the kind of 
People's Capitalism found in the United States. 

For Americans, their People's Capitalism-with more 
than 90 percent of the population holding investments in 
the economy-has immense social significance. It gives . 
them a direct, personal stake in the preservation of their 
nation and its economic system and in a stable, prosperous 
and expanding economy. 

Propaganda cliches about "Wall Street monopolies" are 
for the ignorant and uninformed. The wealthiest single in
dividual is a financial dwarf beside the aggregate wealth of 
the millions of American investors. It is on the latter group 
that the American economy is based; literally, Americans 
own their nation's wealth. 

Research and Development. 
Inefficiency, waste, stagnation and dogmatism are fatal 

for business management in a truly competitive economy. 
American private enterprise realizes this acutely. No 
longer is the search for new products and methods the 
pursuit of the lonely inventor. This responsibility is now 
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discharged by industry, with all its resources, as an integral 
function of economic existence--especially in the last 15 
years. The duty of industrial laboratories is truly formi
dable: they must, in a phrase, "create progress." As much 
as any other single factor, scientific research has brought 
modem America into being. The men with the test tubes 
have been responsible for an unending stream of new 
products and materials, for development of whole new in
dustries, and for opening up vast new job possibilities. 

Scientific research proved its potential for promoting 
economic progress and stability at the close of the Second 
World War, when defense industries were hit by whole
sale cancellation of military orders and consumer industries 
faced a large pent-up demand for their products. Scientific 
research was largely responsible for solving both problems. 
It helped American industries enter new fields, thus open
ing up new job opportunities for millions of Americans; 
it contributed to speedier satisfaction of consumer demand 
by developing new materials and production methods. As 
a result, the post-war depression predicted by some ob
servers never materialized. 

A conscious, continuing effort to diseover new products 
and ways to make them calls for -huge capital t>Utlays. Ac
cording to the ninth annual Survey. of Business, published 
by McGraw-Hill, more than five billion dollars was spent 
on research and development in 1956 alone. In 1957, it 
is estimated, the total was $6.3 billion. These expenditures 
will involve some 200,000 scientists in 4,000 industrial 
l~boratories. Almost two-thirds of all research and develop
ment expenditures will be made by private industry, with 
most of the balance coming from government. 

The great stress on research and development pervades 
industry. Altogether, more than 15,000 companies are en
gaged in major scientific projects, including pure research. 
Since 1950 American industry has spent on research and 
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development more than it had in the previous 170 years 
of the nation's history. 

Research and development are most marked in such 
fields as atomic energy, aircraft manufacturing, missiles, 
chemicals, textiles, synthetics, electronics, and petroleum. 
The creation of altogether new materials, ranging from 
dacron or nylon to radioactive isotopes, is impressive 
testimony to the accomplishments of research and develop
ment carried on by the American business community. 

Business and education 
The leaders of industry are now recruited from highly 

educated executives throughout the ranks of managerial 
personnel. A college degree is now a "must" for all men 
entering managerial ranks. Columbia University's Grad
uate School of Business, Harvard's School of Business 
Administration, and· the University of Pennsylvania's 
Wharton School of Finance and Commerce are outstand
ing examples - of accelerated educational development 
brought about by the complexity of industry and the need 
for talent and knowledge in a competitive economy. 

:I'he education of future business executives is not 
limited to strictly vocational training. Since 1945 the Harv
ard Sehool of Business Administration, realizing that 
business had come to require much more than an under
standing of markets, has reorganized its curriculum to give 
future business executives, in addition to knowledge of 
finance, marketing, and accounting, a broad understand
ing of the world they live in. Many universities have since 
adopted this broad approach. 

The business world, recognizing the need for educated 
men, has given steadily greater financial aid to institutions 
of higher learning. It is estimated that in 1956 alone private 
American enterprises contributed more than $100 million 
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to colleges and universities. Since 1950 business contribu
tions to higher education have more than doubled. Founda
tions, created by individual businessmen or wealthy 
families, further contribute to the expansion of the fron
tiers of knowledge. One, the Ford Foundation, in 1956 
made grants to universities, research centers, and other 
educational institutions, totalling $602 million. 

Advertising in a free mass production economy 
Forty-five thousand people were entrusted in 1956 with 

$10 billion by level-headed American businessmen. They 
were given broad latitude in deciding how to spend this 
formidable sum. The only requirement was that they gain 
more customers for the products of the enterprises of these 
businessmen. 

These forty-five thousand men work for the advertising 
agencies which have taken up the promotion of the prod
ucts of American industry and agriculture. It is unlikely 
that serious-minded business executives would entrust 
these agencies with huge sums of money every year unless 
the practical results warranted it. Yet the advertising in
dustry is often under sharp indictment. It is charged with 
tantalizing the public with dream-world pictures, leading 
them to overspending, and to worshiping the material 
things in life. Advertising campaigns are often attacked 
as tasteless and vulgar, if not amoral. 

It i~ true that occasionally American advertisers appeal 
to materialistic urges, and that the cultural level of their 
campaigns sometimes leaves much to be desired., But it 
should be remembered that the primary purpose of adver
tising agencies is to expand the market for products of 
their clients-not to elevate the cultural level of the na
tion; this is the task of education and religion. Besides, 
as the cultural level of the people rises, advertising, too, 
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must elevate its standards. Poor advertising ideas draw 
public laughter; and because they are ineffective, are of 
necessity discarded. In the last few years there has been 
an unmistakable trend toward higher standards. 

The most vigorous critics of American advertising can
not deny that no other influence attacks obsolescence so 
openly or expands boundaries of human demand so broad
ly. The advertising industry wins acceptance ·for new 
products and by stirring increased and more fastidious 
demand sets the wheels of technology in motion. 

Advertising is not only the by-product of competition; 
in tum, it stimulates further competition. Also, by creating 
an urge to enjoy more and better products, it is a major 
factor in sustaining mass production. Its advocates and 
supporters point out that by stimulating sustained mass 
production advertising contributes to iinproved products 
and lower prices. Without public pressure generated by the 
higher standards developed through advertising the kitchen 
mixer which now weighs six pounds and sells for $16 
would still weigh 150 pounds and sell for $128. They 
further point out that 626 magazines of general circulation, 
1,200 daily newspapers, 9,000 weekly newspapers, 2,947 
radio stations and 465 television stations serving more 
than 38 million homes would have a hard time surviving 
in their present form without advertising. 

If a product does not live up to the advertising claims, 
the public will respond by refusing to buy it. This power
ful lever in the hands of the public no advertiser is likely 
to ignore. Because of this, truthful advertising is by no 
means the exception. As a result, the American consumer 
public has come to rely on advertising as a reasonably 
trustworthy guide. They expect advertising to bring to their 
attention new products created by research. 

In brief, despite unavoidable shortcomings, advertising 
in the United States is an important factor in stimulating 
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demand and creating the atmosphere necessary for sus
tained mass production. 

Motives and objectives. 
In the competitive American economy, the need for 

talented men has opened the top positions of business to 
those who can bear heavy responsibility. Every year busi
ness representatives scout the American universities, seek
ing talented young graduates. Men of humble beginnings, 
starting on the lower rungs of the business ladder, have 
reached the top; there were no rigid class or family bar
riers to stop them. The names of those who started "at the 
bottom" and reached high positions of trust and leadership 
in the American business world would fill a huge volume. 
The climb to the top is not easy and many fail; but few 
fail because of. family background or national origin. 

The constant search for talented men is not a matter of 
creating good will on the part of the business community; 
it is a paramount necessity in the American economy. 
Enterprises which suppress or neglect talent pay a heavy 
economic price as rivals expand at their expense. In a 
competitive economy like the American, favoritism, dog
matism and inefficiency have little merit. 

The question is often asked-who really controls Ameri
can enterprise? True, there are several business concerns 
controlled by powerful individuals with large holdings. 
Also true, the small individual investor has practically no 
direct control over the day-to-day or even the long-term 
policies of the enterprise in which he is an owner-stock
holder. The first impression, that powerful tycoons control 
the American economy from Wall Street leather-paneled 
offices, is nevertheless deceptive. A closer look reveals a 
different picture. 

For purely practical reasons, it is. impossible for the 
sniall individual investor to exercise direct control over 
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the policies and day-to-day operation of a large business 
concern. He has neither the detailed knowledge nor the 
necessary experience. There are highly trained-and high
ly paid--executives to carry out these tasks. If every 
investor could intervene at will to impose personal views, 
chaos would ensue. 

Yet, the individual investor is not an impotent pawn 
in the hands of sinister financial magnates. Millions of in
dividual investors do exercise ultimately effective control. 
In buying the securities of an enterprise--or in getting rid 
of them-they daily render a vote of confidence or no
confidence in the management. This is actually formidable 
control. Few individuals own enough wealth to provide 
gigantic American corporations with the capital they need. 
The corporation must depend heavily on the mass in
vesting public for its capital. If the record of an enterprise 
shows mismanagement, inefficiency, unstable progress, or 
absence of sustained growth, the public, as well as the 
various financial institutions, will think twice before in
vesting. This very real control no business executive can 
afford to ignore. 

The basic motive behind private enterprise is the real
ization of profit and, as long as man engages in business of 
his own, he is striving to make a profit for himself. How 
doe~ the profit motive operate in the large corporations 
which account for the bulk of American production and 
distribution? 

The owners of these corporations are widely scattered, 
numbering millions of people living in all parts· of the 
country. The management in many firms may own no stock 
or a relatively small number of shares. Then for whom 
does management strive to make a profit? Nominally, they 
try to realize profits for the owners. Actually, this is only 
one motive-and not the strongest one. Most American 
business executives recognize that they are responsible not 
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only to stockholders but also to employees and to custom
ers. They strive to strike a balance among the divergent 
interests of the three groups. In the long run, well-managed 
enterprises will realize profits for stockholders, provide 
better pay and steadier employment for employees, and 
tum out superior products at lower prices for customers. 
Business executives have to pay attention to the needs of 
all three groups because they depend on the good will and 
cooperation of all three. Nevertheless, in day-to-day 
operations as well as in long term goals, managers are 
primarily concerned with the income and growth of their 
enterprise. Their job, their career depends on its success 
or failure. 

Within the corporations there is competition and rivalry 
among executives of different departments. The produc
tion vice-president may want more funds for engineering 
development; the sales vice-president asks for a larger 
advertising budget to buy television time for product pro
motion; the head of research asks for better equipment; 
and so on. To convince the board of directors, they must 
present "results"; they must demonstrate what they have 
accomplished in the past and what they propose for the 
future. Success or failure of his department means success 
or failure in personal terms for the department head . 

• * * 
The typical American business executive is not a fly

by-night trader, charging what the traffic will bear. Certain 
practices are forbidden by law, as harmful to the whole 
society. Many are excluded by tacit agreement. In most 
trades, there are "certain things that are just not done," as 
a business executive once told me. The business executive 
strives for regular, gradual, sustained advance in profits, 
over a long period of time--not for upward jumps that 
cannot be maintained, and may in the long run prove 
harmful. 
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In a free economy cut-throat operations are bound to 
arouse public opposition and give rise to legislation ban
ning unhealthy practices. This has happened in the past, 
and will happen in the future-as long as there is freedom. 



VIII-ORGANIZED LABOR 
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system. The result is that today the American wage-earner 
enjoys the highest standard of living in the world. 

To achieve this objective American unions have exerted 
pressure for appropriate legislation; but they have relied 
even more on direct dealings with management. Collective 
bargaining has become their most important method of 
attaining their ends. · 

In the last twenty years the power of American labor 
has reached unprecedented heights; there are many who 
believe that some union leaders are abusing their power. 
Evidence h~s been presented indicating that criminal ele
ments have infiltrated the ranks and even the leadership of 
a few labor unions. However, under the pressure of pub~c 
opinion, the labor movement itself is using the democratic 
process to purge itself of these undesirable elements. 

The growth of the labor movement in the United States 
The American labor movement did not always have the 

power it enjoys today. True labor organizations of some 
kind existed in colonial time~. But only after the industrial 
expansion following the Civil War did American labor at
tempt to form national organizations. The first notable 
effort along this line came in 1869 with the formation of 
the Kni~ts of Labor. The Knights brought many unions 
together mto a loose federation, politically motivated and 
infi.uence~ by the teachings of Marx. During their m~st 
active ~enod the Knights engaged in violent strikes, try~g 
to achieve better working conditions for labor. The m
fiuence of the organization declined, however, with the 
establishment of the American Federation of Labor in 
1886. Unlike the Knights of Labor, the .,AFL opposed 
partisan intervention in politics, preferring to solve labor 
problems within the existing political and economic 
framework. 

The task of the early unions was not easy. To win recog-
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nition as bargaining agents f~r their members they had to 
struggle against stubborn employer opposition, worker 
apathy, public distrust. Union membership grew slowly 
and irregularly until the First World War. Wartime needs 
made labor more prized. Government officials recognized 
union leaders as spokesmen for the workers. This in· 
creased the prestige of unions, and by 1920 union mem
bership reached five million. 

During the twenties, the influence of labor unions waned 
and membership fell to less than 3.5 million. Many em
ployers fought bitterly against unionism; workers who 
joined the unions were not only fired but also "black
listed"-that is, their names were made known to other 
employers who, in tum, refused to give them work. 

A long history of conflict, often leading to violent strikes, 
eventually convinced the American public that the creation 
of a constructive labor policy was a paramount necessity. 
An early step was the Railway Labor Act of 1926, guar
anteeing railway unions the right to organize and bargain 
collectively. It also set up mediation machinery for the 
settlement of disputes between railway workers and man
agement. 

Another .significant step was the Norris-La Guardia Act 
of 1932, limiting the use of court injunctions in labor dis
putes and outlawing the employer practice of compelling 
workers, before hiring them, to sign an agreement not to 
join a union. The National Industrial Recovery Act of 
1933 and the National Labor Relations Act of 1935 es
tablished beyond dispute the right of employees "to 
organize and bargain collectively" through representatives 
of their own choosing. The 1935 measure--otherwise 
known as the Wagner Act-made peaceful bargaining be
tween labor unions and business management an objective 
of Federal policy. It defined and outlawed certain unfair 
practices on the part or the employers. It also created the 
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National Labor Relations Board as the supervisory agency 
to implement the law. 

Under the stimulus of this kind of legislation union 
membership rose from 3.5 million in 1935 to nine million 
in 1940. Once again the democratic framework had pro
vided the necessary machinery to eliminate practices and 
conditions which were considered economically and so
cially harmful by the majority of Americans. 

Many employers continued to oppose the vigorous or
ganizing drives of unions. Nevertheless, with the passing 
of time, more and more unions have won recognition; a 
new generation of business executives better understands 
the workings of the system and organized labor's important 
role. 

The AFL was, by and large, a federation of unions or
ganized along craft lines--e.g. carpenters, bricklayers, 
plumbers and the like. During the middle thirties, with the 
continued growth of big industry, disagreement arose over 
organization of industrial workers. The AFL wanted in
dustrial workers to join established craft unions. On the 
other hand, many advocated organizing industrial workers 
by industries--one union for automobile workers, another 
for steel workers, and so on. As a result, some AFL unions 
split away to form the Congress of Industrial Organiza
tions. In the next twenty years both organizations grew 
in membership and power. Finally, in 1955, they merged 
into a single gigantic confederation with more than 16 
million members. 

During the Second World War, the labor shortage and 
the support of the government for the labor movement 
further stimulated union growth. 

At the same time, there were strikes in industries in 
which industrial peace was regarded as vital to national 
well-being. Some of these arose from jurisdictional disputes 
between unions. Such practices led Congress to adopt in 
1947 the Taft-Hartley Act, amending the Wagner Act to 
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p~ace a variety of restraints on union power. Often criti
CIZed as too conservative, the Taft-Hartley Act does not 
seern to have prevented unions from obtaining extremely 
favorable contracts in recent years. Indeed, the benefits 
gained in the post-war period for union members far ex
ceed all previous gains. 

At present, the leadership of the AFL-CIO is engaged 
in a vigorous effort to "clean bouse" of criminal or self
seeking elements which have crept into the movement. They 
realize that organized labor's future depends on the ability 
of the movement to preserve its freedom not only from 
outside control but also from internal corruption. 

Labor as a balancing factor. 
As we have stressed, the role of organized labor in the 

American system is primarily to secure more income for 
their members. But in securing greater purchasing power 
for the workers, the labor unions also help to keep the sys
tem in balance by contributing to the preservation of a 
mass consumer market. 

If the ba~ic motivation of businessmen-:-profit-is 
tempered by considerations of long-term progress, simi
larly, the primary objective of unions-namely, to "get 
more" for labor-is tempered by the realization that ex
cessive wage increases may lead to inflation and the wip
ing out of gains. Still, neither business executives nor labo 
leaders are saints; both occasionally act in ways that rna; 
in the long run prove harmful to the nation. 

When labor leaders do press for excessive wage in
creases they encounter resistance from the business com. 
munity and public opinion; in extreme cases they ma 
arouse the intervention of government itself. The po?
sibility exerts a moderating influence on union leade 
who might otherwise disregard the common interest, ~: 
a rule, however, American labor leaders have shown 

re.. 
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peatedly that they have a strong sense of responsibility 
not only to their unions but to the nation as a whole. The 
fact that dishonest or self-seeking labor leaders can make 
headlines is proof that these are the exceptions, not the 
rule. 

Besides winning cash income for members, the unions 
have also pressed for social legislation establishing mini
mum worker compensation, setting limits on working 
hours, enacting safety regulations, and the like. Aware that 
the interests of won members are linked with. those _of 
the rest of society, unions have generally supported soctal 
welfare programs of local, state, national, and even inter
national scope. 

Neither unions nor union members present a unified 
political iront. Political campaigns at all levels may find 
different unions lining up behind different candidates. In
dividual members' views will differ even more, although 
almost all union members tend to support candidates they 
regard as "friendly" to organized labor. Yet, a union's 
political endorsement of a candidate cannot assure the vote 
of the membership. Union members are not only union 
members; they are parents, taxpayers, churchgoers, sports 
enthusiasts, and club members, too. In an election, one 
of these other "identities" may prove stronger than the 
union affiliation. 

The pressure of unions for higher wages and other bene
fits is often a stimulant to efficiency and economic growth. 
Business has come to regard it as inadvisable to reduce 
costs by lowering compensation for labor; with unions 
standing by as watchdvgs cutting wages is almost im
possible. With this avenue blocked, business management 
is induced to find new and better ways to cut costs. In 
other words, by seeking a larger share of national income 
labor indirectly stimulates technological progress. In
creased productivity is fostered by the combination and 
counter-balancing of business and labor objectives-i.e. 
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greater profit vs. higher workers' compensation. Often 
management tries to pass increased labor costs onto the 
consumer. But there is a limit to this subterfuge; the firm 
may easily "price its products out of the market." 

Not all labor union activities foster productivity and 
efficiency. Union control over hiring and dismissal, pro
motion by seniority, direct limitation of productivity (e.g. 
restrictions on the number of bricks a bricklayer may put 
in place per day), and, in the past, union opposition to 
technological advance, have adversely affected productiv
ity. The present attitude of labor leaders toward techno
logical progress and particularly toward automation is sig
nificant. 

Today, the major concern of American labor leadership 
is that technological progress be carried forward without 
serious harm to worker well-being. By exerting pressure 
for sustained income, labor unions are preserving the pur
chasing power of consumers while industry develops 
through research new employment opportunities. Playing 
a significant role in the preservation of a mass consumer 
market, labor unions have become a major pillar of the 
American economic structure. 

Labor union practices. 
Mere increase in wages is not by itself a guarantee of 

prosperity. In practice, increase in wages accelerates the 
flow of money and expands the money supply. Without 
parallel increase in the supply of products the result will 
be infiation-"t<;>o much'' money chasing "too few" prod-
ucts. _ .. 

Increased wages not matched by increased productivity 
may lead to higher prices or lowered employment. An en
terprise confronted with higher labor costs may be forced 
to increase the selling price of its products. Except for a 
few products, a price increase tends, as a rule, to reduce 
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sales. Decline in sales will lead to decline in production, 
and this to layoff of workers. In the long run, these work
ers will be absorbed by other enterprises whose products 
face increased demand. In the interim, however, many 
families will have undergone hardship. 

If wage increases in a major industry are matched _by 
wage increases in other industries, declining production 
and unemployment may be averted; increased income for 
all wage-earners will spur "demand and production. Still, 
wage increases not justified by increased productivity tend 
to have an inflationary effect; they may prove harmful to 
the very workers who are supposed to benefit. 

In recent years, many union leaders have turned their 
attention to obtaining so-called "fringe benefits." This term 
is applied to such features as paid vacations, profit-sharing 
plans, recreation facilities, health and hospitalization bene
fits. The phrase, "fringe benefits," is actually an under
statement. By 1956 the sum total of union pension and 
w_e!!are funds had reached the staggering amount of $25 
billion. In 1957 another $8 billion was expected to pour 
in, divided about evenly between pension plans and pro
grams fo~ life insurance, sickness pay, and hospitalization 
and medtcal benefits. In most industry plans, about three
quarters of the money is contributed by employers, one 
quarter by workers. More than 75 million people are cov
ered by these plans, including the families 'and dependents 
of workers. · 

Su~h pension and welfare funds are now so strongly 
established and_ well-regarded, they are becoming impor
tant sourc~s of mvestment capital. Supervised by carefully
chos:n uruon, management and public trustees, these funds 
bel~ mdustry to renovate and expand by investing in sound 
busmess. They also contribute to stability through their 
regular purchase of securities. 

In recent years, many unions proclaimed as a major 
goal "guaranteed" employment or a guarantee of income 
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security. One, the United Automobile Workers, in 1955 
won a partial victory toward this end, the now-celebrated 
"guaranteed annual wage." Under this plan, auto manu
facturers guarantee their workers at least 65 percent of 
their regular income during any part of the year they are 
laid off. Such layoffs are traditional in the industry, while 
plants are re-tooled to turn out new car models, and the 
UA W has· long fought their effects. Since the layoffs are 
usually only of several weeks duration, auto workers are 
now certain of a reasonable income throughout the year. 

Other unions have wage contracts tagged to the cost-of
living index; wages increase and decrease automatically, 
following fluctuations in the cost of living. These arrange
ments, however, have been criticized as inflationary. 

Guaranteed annual wages, pension funds, indeed high 
wages generally, can hardly be reconciled with a Marxist 
theory of "labor value" under capitalism. These phenom
ena make sense, however, in the American system where 
sustained mass purchasing power is indispensable to mass 
production. 

Unlike unions in other countries, American unions do 
not use the weapon of strike for political reasons. Strikes 
in the United States are called for economic reasons
when collective bargaining between union and mangement 
fails to provide mutually acceptable solutions. The break
down of collective bargaining, however, is the exception 
rather than the rule. More than 100,000 labor contracts 
are signed every year in the United States-96 percent of 
them the result of peaceful negotiations. 

* * 
In conclusion, American labor unions are an integral 

part of the economic system and play an important role in 
balancing the economy. Under the protectioil. of law they 
have attained power and wealth-which, with few notable 
exceptions, they use well. They shun political affiliation, 
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concentrating instead on economic issues. Instead of rely
ing on government intervention to determine working con
ditions, they prefer free collective bargaining. Grievances 
of individual workers are handled by trained "shop stew
ards" under terms defined by contractual ;tgreement with 
the firms. The strike is not a political weapon, used often 
and lightly, but a last resort, employed when collective 
bargaining reaches stalemate and arbitration fails to find 
a solution. 

Especially in the last twenty years the attitudes of labor 
and management toward each other have changed consider
ably. The desire to "bust the union," the everyday creed 
of businessmen a few decades ago, the bitter attacks of 
labor against "soulless exploiters of human suffering," have 
both become things of the past. The old, familiar phrases 
ma! occasionally be heard, but they no longer have the 
onunous ovettones of earlier times. Those who, in the 
heat of an argument, bring out the old cliches no longer 
seem to believe in them. The American economy has come 
~long way since the days of "capitalist exploitation," and 

e ~eople have come a long way in understanding eco
nonuc principles. 



IX-IN SEARCH OF STABILITY 

It is by now a truism that a successful economic system 
must produce not only abundantly but also steadily. Yet, 
the two do not always go together. It is easier to achieve 
stability with poverty and stagnation than with abundance 
and progress. A primitive economy changes little through 
the centuries, and faces no problem of violent economic 
fluctuation. Life moves at the rhythmic and unimaginative 
pace of a camel. But in highly-developed and dynamic 
economies, ·the problem is how to sustain prosperity and 
progress without serious economic fluctuation-and with
out unduly curbing individual freedom. 

Economic stability in a free economy? 
The American economy has suffered in the past from 

economic dislocations; the severe depression of the thir
ties is remembered most vividly. Recalling the thirties, 
many people ask: can the American economy produce 
steadily as well as abundantly, without violent eco
nomic crises? 

A final answer may never be possible. But for as sound 
an answer as is ever possible to contemporary questions 
one should study the measures taken during the past quar
ter-century to build stability into the American economy, 
and to armor the economy against economic shocks. 

Maintaining and safeguarding the economy against vio-
97 
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lent fluctuation, at a high level of prosperity, is a primary 
responsibility of the American government. . 

Often economic progress results from the conception 
and introduction of new ideas, creating economic oppor
tunities. Brilliant new concepts or discoveries-harnessing 
electricity, the development of plastic materials, atomic 
fission--do not follow a routine schedule. They occur al
most unpredictably and at irregular intervals. The progress 
they engender, therefore, cannot flow in a continuously 
smooth stream. 

Nor can the nation's production and consumption be 
held in rigid balance. Mild fluctuation is normal in the 
process of growth and economic development. Deep de
pression or run-away inflation, on the other hand, are 
neither normal nor necessary; they represent a breakdown 
in the normal functioning of a free mass production econ
omy. 

At least twice since the Second World War, timely use 
of the government's economic tools has prevented mild 
recession from developing into serious depression. Many 
economist~ believe that, barring unforeseeable calamities, 
th~ ~menca_n_ economy now possesses basic features of 
built-m stability. Still, we should not ignore the human 
factor. In the last analysis, the success or failure of an 
economy based on freedom depends on the ability of men 
to reason. 

The causes of_economic instability. 
Let us constder briefly the causes of instability in a free 

econm;ny. For the sake of simplicity, we may view the 
operatton of the economy as a stream of money payments 
to people for their work and then the use of this money 
to buy the things they want. There is also a constant flow 
of labor to places of production and distribution, and a 
resulting flow of products and services back to the people. 



In Search of Stability 99 

In everyday life, the farmer pays his help, the factory man
ager pays the mechanic, the airline pays the pilot, the cor
poration pays interest to bond-holders, and so on. The 
people getting paid for their services pay the grocer for 
food, the gas company for heat, the doctor for professional 
services, the city for sanitation and police protection, and 
the Federal government for postal services, highways, and 
even jet-fighters. 

There are, therefore, two continuous streams running 
in opposite directions; one is the stream of goods and 
services, the result of the efforts of people to produce and 
distribute what consumers will want; the other is the stream 
of money payments, the result of people being paid for 
their work and paying others for products and services. 
If both streams flow at high and stable levels, the economy 
will operate at satisfactory levels of relative stability. Fluc
tuations will be mild, without violent change in prices of 
goods and services or in the totals of employment and 
income. 

Many problems, however, are involved in keeping the 
two streams in balance. The flow of goods and services is 
ever changing, both in size and composition. Some prod
ucts are sold during certain seasons, yet their production 
goes on throughout the year. New products appear on the 
market, affecting production and employment in other 
lines. International complications cause shifts in produc
tion and distribution. Defense needs divert labor and mate
rials to the production of armaments. Floods, droughts, or 
strikes cause unpredictable changes in the smooth flow of 
the two streams. 

These causes of change are more or less common to all 
modem economies; there is an additional significant cause 
of change in a free economy: the individual freedom of 
choice. The consumer, as a rule, is free to buy what he 
likes and in whatever quantities his budget can stand. More 
important, the management is free to decide whether to 
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expand facilities, start production of new items, introduce 
new machinery, or distribute larger dividends to stock
holders instead of re-investing company profits. Millions 
of individual decisions, taken together, can cause impor
tant changes in the flow of the two streams and, conse
quently, in levels of income and employment. 

In a monolithic industrial state, free economic choice is 
almost non-existent. Decisions are made by a political elite 
which holds the pinnacle of the politico-economic pyra
mid. This stifling of freedom is a primitive method of 
achieving stability. Seen historically, it is another instance 
of a society subordinating the individual to the omnipotent 
will of the State. 

In a democratic society, on the other hand, it is con
sidered paramount that freedom of choice for the individ
ual be preserved. To achieve relative stability without 
unduly curbing individual freedom is a main objective of 
government. To achieve this end, the American people 
have voted their government certain tools. These are in
tended, primarily, to regulate the volume and flow of 
money. 

Instruments for preserving stability. 
. The actual magnitude of the money stream in the Amer
Ican economy depends on two factors: the quantity of 
money (that is, the number of dollars in circulation) and 
the frequency with which the money changes hands. 

If the money flow is to be kept in relative balance with 
the flow of goods and services there must be control of 
either the total quantity of dollars .or the rate at which 
money passes from one person to another, or both. 

In the United States, the rate at which people spend 
their money is influenced by legislation favoring develop
ment of a vast group of middle income families with a 
high tendency to consume. This influence, however, is in-
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direct and the government does not control the decisions 
of individuals. But government is equipped with a number 
of tools to regulate, indirectly and directly, the supply of 
money. 

Under the Employment Act of 1946, the American gov
ernment is formally committed to the preservation of eco
nomic stability. The gist of the Act is that government shall 
cooperate with industry, labor, and agriculture to promote 
maximum employment and production, avoid serious de
pressions, and prevent disruptive changes in price levels
and this within the framework of free competitive enter
prise. The Act has become a cornerstone in the develop
ment of the American economic system. In the post-war 
years, its principles were credited with staving off serious 
economic dislocation despite unsettled world conditions. 

A government may take drastic action, like rationing 
goods, fixing prices, and allocating materials and labor. But 
in a free society such restrictive measures are acceptable 
only in serious emergency, as in wartime or in the event of 
economic catastrophe. The American government relies 
primarily on indirect regulatory instruments. At its dis
posal are many tools with which it can promote a steady 
rise 'in income and employment and iron out fluctuations 
around points of balance. 

Monetary policies. 
One broad category of tools comes under the heading 

of "monetary policies." The monetary policies deal mainly 
with the commercial banking system and are for the most 
part administered by the Federal Reserve System. One 
device used by the Federal Reserve System to control the 
volume of money is manipulation of so-called "reserve 
requirements." Approximately seven thousand private 
banks are members of the Federal Reserve System. These 
member banks must comply with reserve requirements, i.e. 
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must deposit a certain percentage of their assets with ?De 
of the twelve Federal Reserve Banks. Reserve requue
ments are not rigid; they can be increased or decreased by 
the Board of Governors of the Federal Reserve System. 
When the Federal Reserve decreases reserve requirements, 
banks can lend and invest more freely. The general tone 
of the market becomes "easy," with a corresponding de
crease in the cost of borrowing, i.e. in the rate of interest. 
The opposite becomes true when the "Federal Reserve" 
raises reserve requirements. 

With the experience of the past decades, American 
bankers are very sensitive to Federal Reserve actions and 
consider even a slight increase in reserve requirements a 
caution signal. Thus, raising reserve requirements, in ad
dition to its direct effect on money supply, bas a psycho
logical inftuence on the banking community which should 
not be underrated. 

Another weapon in the Federal Reserve arsenal is the 
power to adjust the interest rate on "rediscounting." A 
member bank can increase its cash funds or deposits With 
the Reserve Bank by depositing "commercial paper," legal 
evidence that debts are owed the member bank, to be redis
counted by the Reserve Bank. H the Federal Reserve 
wishes to encourage credit How and spending, the redis
count rate is lowered; if it deems contraction of credit wiser 
the Bank raises the discount rate. ' 

Still another Federal Reserve instrument is "open mar
ket operations." The Bank may buy or sell certain g _ 

t . . h ov 
ernmen secunties on t e open market, offering them to 
~emb~r ban~s. When ~ederal Reserve buys, money flows 
mto circulation; when xt sells, money flows into the Re-
serve ~d stops ~irculating u~til the Board of Governors 
deem~ It ~ppropnate. By manipu~ating rediscount rates and 
en~agx~g m open market operations, the Federal Reserve 
mamtams a regular check on the supply of money. Besides 
having direct economic effects, the employment of these 
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devises serves also as a signal to the nation of prevailing 
Federal Reserve attitudes and its reading of economic 
trends. 

There is a major difference between rediscounting operae 
tions and open market operations. In open market operae 
tions the initiative rests exclusively with Federal Reserve. 
In other words, it is up to the Federal Reserve to decide if 
purchase or sale of government securities in the market is 
advantageous to the over-all economy. 

In addition to these tools, which affect credit and money 
supply generally, there are three other, more selective ine 
struments. They deal with stock market credit, consumer 
credit, and real estate credit. · 

It is generally acknowledged that ·by regulating "margin 
requirements"-i.e. the proportion of cash required by 
law for the purpose of securities-the danger of excessive 
credit in the stock market is minimized, the market fiuctuae 
tion~ are kept within safe limits. 

Another tool at the riisposal of government is the teme 
porary restraint of consumer credit in times of emergency. 
Through proper manipulation of consumer credit, con
sumer demand can be brought in line with current supply. 
Removal of restrictions, on the other hand, can spur de
mand when increased consumption is deemed necessary. 

A similar· set of devices may be used to regulate real 
estate credit, especially for residential properties. Author
ity to regulate certain kinds of real estate credit was tem
porarily granted the President in September, 1950 when 
strong inflationary pressures and defense requirements 
made such authority necessary. These restrictions have 
since been lifted. 

Fiscal Policies. 
Old · "sound finance" theory maintained that goveme 

ments could "afford" .to go ahead with needed projects 
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only in periods of prosperity. This theory is now defunct; 
no modem economist would support a policy of "economy'' 
in a period of economic depression. Instead, modem eco· 
nomic thinking holds that taxation and spending policies 
-i.e. fiscal policies--should provide an array of useful 
tools for ironing out economic fluctuations. 

The change in thinking is fairly recent. Three decades 
ago it was generally believed that government action, on 
sufficient scale to cope with depression, could not be taken 
without jeopardizing the monetary and fiscal structure. 

In a climate of such economic thinking, fiscal policy was 
conceived in narrow and restricted terms. When the severe 
depression of the early thirties set in, the United States was 
unprepared to meet the challenge. Yet, thanks to its dem~ 
cratic framework, the country profited from the errors. of 
the past; soon positive measures for a counter-depression 
fiscal policy were adopted into law. 

At present, the American government has the fiscal tools 
and the economic thinking and administrative machine[)' 

use them properly. The tools are not foolproof; theY 
to being steadily strengthened and supplemented by ap-o 
gr~priate legislation. The advantage of democracy is that 
!'r can meet the challenges of time without resorting to 
Jtl odshed or self-destruction. 
b 0Wbat are the fiscal devices at the disposal of the A.IIler• 

government today? One could divide them into two 
jcaJl d categories, by the way they function. Some fuDC• 
bt03 aU the ~e as automatic stabilizers· others are used 
tiOtl o"ernment as particular circumstanc;s require. In the 
bY' g ategory are unemployment benefits social security 
Jj!St ~ts, farm subsidies, loan insurance ~aranteed by the 
J1e1le a1 go"ernment, as well as the progressive income 
f"edet the second category are the powers of Congress to 
ta~·:1lot tower taxes and increase or decrease public 
:ta•s d'flg. 
5pe11 1 e are three sources of income in a free economy

'fJle! 
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. jnvestments, consumer spending, and government 

busmes~ures. Only the third can be who~Iy under govern~ 
expendt trol without excessive repress10n of individual 
ment con While government can influence the other two 
freedoiil· f income, the influence must be indirect, through 
sources 0 policy. Fiscal policy, therefore, acquires great 
~on_et::!ce, especially in view of the expansion of gov
signifi t operations in modem times. 
emmenugh the operation of automatic stabilizers, the gov-

'fhrO . d . h d" . 
t gains trme to procee w1t tscretionary measures 

emmen · · · 1 1 d necessary to meet disruption m eve s of income 
deeme M ·an · tim" · e f d lini" d rnployment. ore speci y, m so ec ng busi-
an e activity and increased unemployment, automatic 
ness "k "al ·ty d m 1 bilizers h e soci secun an une p oyment compen-
sta . I k "di . go quiet y to wor proVI ng many consumers-with 
sation · f llin 

basing power. If farm pnces are a g, farmers re-
purc · hihal · · th" h · . subsidies w c so mamtam err pure asmg power. ceive . "t . 
And, in tiin~s of economic pr~spen y, as mcome increases, 
ta receipts mcrease automatically. 

x While automatic stabilizers unobtrusively exert their in
fluence, government can go forward with more drastic 
1 ·stative measures. If the country appears headed for a 
;:nod of declin~g econom~c activity, Co~gress may reduce 
taxes and authoriZe expenditures for pubhc works to stimu
late the economy. In times of inflationary pressure, the au
tomatic stabilizers exert a restraining influence while the 
government raises taxes and cuts inflationary spending. 

None of the monetary and fiscal devices can by itself 
prevent economc fluctuations. But their combined and co
ordinated use can alleviate economic dislocations. The 
monetary tools can be used more quickly because their 
application is entrusted to a single agency, the Federal Re
serve. The automatic fiscal stabilizers also work swiftly, 
responding automatically to rise and fall in levels of income 
and employment. 
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Statistics and economics, an aid to Government 
The choice of appropriate fiscal and monetary policies is 

not left to chance. The Employment Act of 1946 estab
lished the Council of Economic Advisers. The Council 
gathers timely, authoritative information on economic de
velopments and trends; it appraises the programs and ac
tivities of the Federal government in its effort to maintain 
"maximum employment, production, and purchasing pow
er"; it develops and recommends to the President national 
economic policies designed to "avoid economic fluctua
tions or diminish the effects thereof;" and, finally, it assists 
and advises the President in preparing his Economic 
Message to Congress. This annual report serves as a blue
print showing clearly where the American economy stands 
and where it is going. In view of the great influence of the 
American economy on the rest of the world, this Message 
is probably one of the most important documents of our 
time. 

By gathering reliable statistical data, the American gov
ernment obtains a comprehensive picture of the national 
economy. 

The Employment Act of 1946 also provides the machin
ery of economic forecast and evaluation for the legislature. 
TlJe Act established a Joint Committee on the Economic 
Report of the President, composed of seven members of_ 
the Senate and seven members of the House of Repre
sentatives. This Committee makes a continuing study of 
Jl}atte~s pertaining to the President's Economic Report and 
subrmts to the Senate and the House its findings and 
recommendations. · 

* * • 
The ~erican government today is equipped with an 

iJnpressive array of instruments for the control of economic 
fluctuations and the maintenance of high levels of income 
and employment. 
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All these instruments and devices may a~pear com.;, 
plicated to the layman-and they are. But therr outstand .. 
ing feature is that they represent a . sincere and ?Iostiy 
successful effort to achieve stability Without ~estroymg, in 
the process, the individual's freedom of actiOn. 

These instruments were not developed. overnight; they 
are the results of experience gained by trtal and error. It 
would be unwise to suggest they be copied by other coun .. 
tries. Conditions differ greatly from one country to an .. 
other. Nevertheless, these instruments merit study. They 
are historic evidence that in a democratic society solutions 
can be found for most social and economic problems with .. 
out sacrificing individual freedom and dignity. 





EPILOGUE 

Even in this age of revolutionary change, the basic 
aspirations of ordinary men hold constant in every land. 
The world's millions pursue personal dignity and freedom 
national independence, and material well-being. Yet, de: 
spite common goals, there is much confusion as to the 
roads leading to them. Men often advocate. or use means 
which virtually negate their ends-and therr hopes. This 
confusion has bred strife and rivalry, further obscuring 
basic objectives, and leaving only bitter hatred, frustra. 
tion, and bewilderment. If a powerful search-light could 
probe through the heavy fog of misinformation and calc 
lated distortion, it would reveal two ideas contending f U
the support and loyalty of mankind. One is that the omn. or 
tent .State must have total control over the life of 1~ 
individual. The other upholds the ability of Man t 1 e 
his own life and. contribute to the common Well~b ~ad 
within a democratically accepted legal framework em.g 

As a small contribution in the search for bett • 
standing of the issues that confront us, I haveer ~der .. 
outline fundamental principles and features of an tried to 
system which upholds the freedom and dignity econoll:J.ic 
while assuring his material well-being This e of Man . . · cono · , 
tern ts a sw~epmg rebuff to exploitation; it could mxc sys-
vive unless 1t produced for the benefit "of the not sur .. . many" ..... 
production cannot be sustained unless there i · ~vtass 

· hi h · s mass sumption, w c , m turn, depends upon mass COn. 
Putcha · 

109 SlQ.g 
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. . 1 . h" h 1 partici-power. This is a creatlve ctrc e, m w tc peop e of 

pate freely, not only as producers but also as enjoyers 
the fruits of their la.,bor. . . . 0 

By satisfying, not merely m theory but m practtce, ~
major aspirations of Man-freedom and material we 
being-the American system is a far-reaching advance 
over old-style capitalism and Soviet monolithic indus
trialism. ·s 

Still one may ask: What practical meaning can all tht 
have for the millions in the vast expanse of Asia; or !0 

the agitated youth who shouts anti-Western slogans ~ 
the streets of a Near East capital; or to the multitudes 0 

Africa, startled by sudden awakening to the complexitieS 
of the twentieth century? The answer is that the moderll 
world is a complex world; it is getting more complicat~d 
every day. Mankind cannot return to the idyllic simplicttY 
of earlier times. On the contrary, all nations are steadilY 
moving into the stream of industrialization. The choice fac
ing the peoples is not between idyllic simplicity and the 
modem complexity. Industrialization and complexity are 
sure. The choice is between democracy and totalitarianislll· 

The opponents of democracy will argue that democratic 
processes will take too long for the impatient nations of 
the underdeveloped areas. It is a fortunate whim of fate 
that the science of the twentieth century can make it JeSS 
difficult for the underdeveloped countri~s to choose the 
democratic way. Young and restless nations, combining 
the tools of science with democratic economic principles, 
can find channels for the pent-up impatience of their peo
ples. These principles can help nations break the vicioUS 
circle of ignorance, poverty, and stagnation, and open the 
road to a brighter future. 

From a practical standpoint, much will depend on hoW 
the advanced demo:ratic nations cooperate with the u~
derdeveloped countnes. The responsibility of the industrtal 
nations to areas that are struggling to travel the road to 
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industrialism cannot be overestimated. And not .only have 
they a responsibility to help the underdeveloped nations; 
their self-interest demands they do so. Battles of hydro
gen bombs and ballistic missiles may never be fought; but 
the battle between democracy and totalitarianism goes on 
relentlessly, even in the form of competing economic sys
tems. This battle is rarely spectacular, yet its outcome will 
determine the world we live in for the forseeable future. 

A major advantage of the American economic system 
is its elasticity. It can adjust to meet particular needs. It 
can expand or contract in response to the changing re
quirements of a nation. In 1861, Abraham Lincoln wrote 
epigrammatically: 

"The legitimate object of government is to do for 
a community of people whatever they need to have 
done but cannot do at all, or cannot so well do for 
themselves in their separate and individual capaci
ties." 

This philosophy of gov~mm~nt the vast majority of 
Americans has come to beli~ve ~ and to practice. It em
braces giant private enterpnses like General Motors and 
government projects o_f equal magnitude, like the Ten
nessee Valley Authonty or the atomic plants at Oak 
Ridge, Tennessee, and Hanford, Washington. Countries 
entering industrialization can .a~ply this philosophy of 
government to their own conditions and problems. The 
extent and scope of government responsibility from one 
country to another may vary considerably. Most impor
tant is that the people are spared the suffering and in
dignity of a totalitarian state. 

Acceptance of these principles does not mean the world 
will be shaped in the American image. 

The totalitarian ideologies of our time promise to 



Key to Economic Progress 
solve th . . 1 
po . e World's economic and social ills by placing tota 
th _wer Ill the hands of an elite. Experience has shown that 
th iS Promise involves the sacrifice of human freedom, and 

e sa ifi' 

f cr ce of many human lives. Not even the members o the li 
h e te are safe. Besides, heavy sacrifices extorted by 

t e totalitarian State are not necessarily matched by substa t" I 
n 1~ material gains for the people. On the other hand, 

A~en~an experience has demonstrated that economic and I 
SOCI~l Inequities can be remedied and real progress can be 
attained in a free society . 

. T~e ~merican economic system of democratic indus- 1 

t~lahsm 1s a tested method, proven in the crucible of prac- I 
tice, able to secure a high standard of living for the 
greatest majority. 

In this book the reader has an outline of basic prin
ciples and features of the system. He can now draw his 
own conclusions. 



The author writes sin-tply, with a fresh 
point-of-view: 

" ... I came to the cor•clusion that in the 
United States old st.yle copitalism had given 
way to a new economic system based on 
d ifferent principles. 

'What I had learned I felt should be 
brought to the attentior1 of my countrymen 
in Greece who, like myself a few years ago, 
had a rather muddled and unrealistic con
ception of what makes America great. I 
presented my observations on the present 
day American economic system in a series 
of fifteen articles, which were published in 
six Greek newspaoers _ The favorabiP. rPf'1f -
tion in Greece 1 ~]jbrary IIAS,ShiiPiil 
couraged me to l ~ 

'The. American s: I "\\\Ill\\ 11\1\11111 \\Ill IIIII IIIII IIIII 11111111 
utoptan panacea 
world's social an 

00014469 

patch. There is, in fact, no fixed blueprint 
by which it ha~ developed. Rather, there 
is a set of flexible economic principles 
developed through triol and error over the 
years, within a framework of democracy." 
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