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I don’t want a smug Lot of experts to sit
down behind closed doors in Washington
and ploy Providence to me. There is a
Providence to which I am perfectly will-
ing to submit. Bul as for other men sei-
ting o as Providence over myself, I seri-
ously object. I have never met ¢ political
saviowr i the flesh, and I never expect
to meel one .

I am one of those who absolutely reject
the trustee theory, the guardianship
theory. I have mever found a man who
knew how to take care of me, and, rea-
soning from that point out, I conjecture
that there isn’t any man who knows how
to take care of the people of the United
Stotes.
- from TeEE NEw DzMcocracy
by Wooprow WILSON



AN INQUIRY INTO THE PURPOSE
OF THE |

%&N WI in our busy lives take time out to consider the pur-
pose of the production of wealth? Many of us take fime out
each day to look at television, to listen to news broadeasts over
the radio the first thing in the morning and the last thing at night,
and to peruse the comie strips with unusual conscientiousness in
our evening newspapers. To take time out to consider the pur-
pose of the production of wealth should be at least as profitable,
and might be quite as interesting. '

In their consideration of significant problems, the truly great
thinkers carefully defined their terms. IJuelid followed that
practice; so did Plato, Spinoza, and Descartes; and so has Hin-
stein. In no other way, they early learned, was it possible to
carry on exact reasoning. Perbaps we should follow such excel-
lent examples. So, before starting our inquiry into the purpose
of the production of wealth, perhaps we should first make sure
of the meaning of wealth for indistineiness ‘‘must inevitably
produce ambiquity and indeterminateness in reasoning.’’

Two years ago, we published a pamphlet entitled 4 Study
of the Concept of Naotional Income. In that pamphlet serions
consideration was given to this very question of what is wealth.

Tt was pointed out that there are really two kinds of wealth, per-
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sonal wealth and national wealth. They are different concepts
and, if we may use the term, quite different realities..

In 1896, Dr. Charles B. Spahr presented the first, overall
coordinated study of contemporary data on national ineome in
the volume, The Present Distribution of Wealth in the United
States. In the introduction to this early study of wealth in the
United States, the author touched briefly on the tremendong in-
crease in the public debt of Great Britain to £860,000,000 in the
time of William Pitt. In this discussion he pointed out the fact
that this public debt was worth much to the holders of the seenri-
ties, ‘‘but to the nation at large it was worth nil, and to the work-

ing classes it was a mortgage upon future wages.””* Herec is a

truism put in a very few words, a trnism which scems to have
become lost and buried in recent years by the unfortunate em-
phagis which has been so widely placed on such overall mone-
tary statistical compilations as Gross National Product and
National Income with their more or less refined breakdowns, mass
compilations which emphasize monetdry agoregates at the ex-
pense of an understanding of the meaning of wealth. -

Nineteen years later, Dr. Willford 1. King elaborated a little
further. ‘‘Individnals are said to be wealthy,”’ he wrote, ‘‘when
they possess bonds, notes, mortgages, or stock in corporations.
These evidences of title are, however, no part of the riches of the
nation. Tf every paper of the sort were destroyed, the country
a8 a whole might be httle, if any, poorer. TIts factories, stores,
residences, farms, and mines would still exist.?’ ¥

Likewise, it is a simple economic fact that if all the paper
eurrency and demand deposits along with all the bonds, notes,
mortgages, and stocks in corporations were destroyed overmght
in some strange manner, there would be no less national wealth
in the United States. In that process, those who owned claims
on wealth in the form of paper eurrency, demand deposits, bonds,
notes, mortgages, and stocks would have those claims destr oyed
Some individuals would become less wealthy, and some more so.
_ As a resnlf of that destruetion, our method of exchanging wealth
and services might well become cumhersome overnight, but ex-
actly the same amount of national wealth would be in existence
affer as before that strange event. The same stockpile of things
would be in existence.

#p. 13 (Thomas Y. Crowell & Co., New York, Y., 18

06},
+ King, Willford L., The Wealth and Income of the Péople of the United Stutes 5-8 (The
Macmillan Co, New York, 3. Y. 1815), ple of » PP 56
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In the economy of the individual, everything is “‘regarded’’
as wealth, the possession of which tends fo give commard of ex-
ternal things that satisfy desire to its individual possessor, even
though it may involve the taking of such things from other indi-
viduals.  In the national cconomy, however, nothing can be re-
garded as wealth that does not add to the wealthiness of the whole.
‘What, therefore, may be ‘“‘regarded’ as wealth by the individual
is not necessarily wealth from the viewpoint of the nation. An
individnal, for example, may be wealthy by virtue of obligations
due to him from other individuals; but such obligations consti-
tute no part of the wealth of a nation, which includes both debtor
and creditor. An individual may be wealthy because he has sub- -
- stantial holdings of Tederal securities but, as Dr. Spahr wrote,
to a nation at large, a national debt is ““worth nil.”’ A nation
never became rich by issuing debt obligations. Tven primitive
peoples realized they could not become wealthy by taxing them-
selves! X '

All things which have exchange value are, therefore, not
- national wealth. Only such things can be national wealth, the
production of which increases and the destruction of which de-
creases the aggregate of material wealth. Tf we consider what
these things are and what their nature is, we have no diffculty
in defining national wealth. ‘“When we speak of a community
increasing in wealth—as when we say that England has inereased
in wealth sinee the accession of Vietoria, or that California is a
wealthier country than when it was a Mexican territory-—we do
not mean to say that there is more land, or that the natural powers
of the land are greatfer, or that there are more people, for when
we wish to express that idea we speak of inerease of population;
or that the dehis or dues owing by some of these people to others
of their number have increased; but we mean that there is an
ingrease of cerfain tangible things, having an actual! and not
merely a relative value—such ag buildings, cattle, tools, machin-
ery, agricultural and mineral produects, manulactured goods,
ships, wagons, furniture, and the like. The increasc of such
things constitutes an increase of wealth; their decrease is a les-
sening of wealth; and the community that, in proportion to its
" numbers, has most of such things is the wealthiest community.
The common character of these things is that they consist of na-
tural substances or products which have been adapted by human
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labor to human use or gratification, their value depending on the
amount of labor which, upon the average, would be required to
produce things of like kind.””*
' Thus, wealth, as a term in economics, “consists of natural
products that have been seeured, moved, combined, separated
or in other ways modified by human exertion, so ag to fit them
for the gratification of human desires. If is, in other words,
Iabor 1mpressed upon matter in such a way as to store up, as the
heat of the sun is stored up in coal, the power of human labor to
minister human desires. Wealth is not the sole-object of labor,
for Iabor iz also expended in ministering directly to desire; but
it is the object and result of what we call productive labor-~that
is, labor which gives value to material things. Nothing which
nature supplies to man without his labor is wealtk, nor yet
does the expenditure of labor result in wealth unless there is a
tangible product which has and retains the power of ministering
to desire.”’t ;

We hope that our early indefinitencss and perplexity as to
‘the meaning of wealth has now disappeared. There are two
kinds of wealth, individual wealth and national wealth, and they
are very different things. Paper currency, bank deposits, stocks,
bonds, mortgages, government securities, promissory notes, ac-
counts receivable, warehonse receipts, and trust receipts are

wealth to the individual but no part of the wealth of a nation.

Wealth to a nation represents only and solely all existing ma-
terial things produced by man from land or the products of land,
which have exchange value. In simple terms, it is one great big
stockpile of things. National wealth is represented by aprons
and alrplanes, bread and bedsprings, balloons and bubble gum,
diesel engines and drugs, fur and furniture, gasoline and gold
pickles and printing presses, shoes and steam shovels, cattle and
wheat, butter and potatoes.

Dotitoes and the Satistoction of Demand

Now that we know what national wealth is in the economie
sense of the term, let us consider for a moment the réle of one
little item of wealth, the lowly potato. During the years immedi-

* (leorge, Henry, Progress and Poverfy, p. 41, 1879 (reprinted by the Robert Schalken-
bach Foundation, New Yerk, N, Y., 1982},

§ Ibid, pp. 41-43.
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ately following the end of World War I the réle of the potato
might well epitomize our inquiry into the purpose for the pro-
duction of what we now term ‘“national wealth.””

The potato, we are told, is a native produet of South Ameriea.
Farly explorers in Peru and Chile learned its use, found it an
agreeable addition to their diet and, returning home, took if with
them. As E. Parmalee Prentice tells us in Hunger and History,
‘¢ Apparently there were at least two independent introductions
of the potato into Kurope, one by the way of the British Isles
and the other by way of Spain.””* It is an indigenous American
product, albeit a South American product.

Our everyday domestic trade is carried on with copper coins,
nickel coins, silver coing and paper moncy of many kinds and
descriptions, Federal Reserve notes, Federal Reserve bank notes,
United States notes, National Bank notes, and silver certificates.
To support these various promises to pay, we have acenmulated
a rather imposing portion of the world’s stock of gold bullion and
a collateral supply of gilver bullion. Our gold bullion finally be-
came so large that the Treasury Department in 1936 construeted
what has been deseribed as an impregnable storage fortress to
hold this precious metal at I'ort Knox, Kentucky, and in 1938
one for silver at historic West Point, New York.

With such a variety of coins and paper money in daily use,
with such tremendous reserves of gold and silver bullion as we
have today, it is rather difficult to picture an early society on this
continent consisting of a few hundred and then a few thousand
Huropeans who were attempting fo carry on a growing com-
merce with the native Indians, among themselves, with Europe,
and with the West Indies, with practically no metallic eurrency.
In fact, the keynote of our entire colonial economic history is
found in the scarcity of metallic currency, in the use of com-
modity money, and in the series of expedients and experiments
by which the colonists attempted to selve this monetary dilemma.

Beginning about 1619, for example, and continuing for almost
two centuries, tobacco was nsed as day to day currency in Vir-

* 7, 128 (Harper & Bros.,, New York, N. Y., 1939 ; republished by The Caxton FPrinters, Lid.
Qelawell, Ido., 1951), ' ’ T voohe * P



T12 AN INQUIRY INTO THE PURPORSE

ginia. Houses, furniture, food, farm implements, farm lands,
and cattle were actually valued and sold for so many pounds of
tobaceo. In the latter part of the seventeenth century, the per-
sonal estate of one Cornelius Lloyd was valued at 131,044 pounds
of tobacco.® From July, 1943% to 1950, the potato, while not
actually achieving the status of commodity eurrency as had leaf
tobacco for almost two hundred years in the early history of
Virginia; as had wampum in the New England colonies, New
York, and New Jersey; as had corn, wheat, and cattle in New
Tngland; and as had wheat and rice in Sounth Carolina; was just
as good as money to the grower as he obtained a certain percen-
tage of what had come to be known as “‘parity’’ in our new farm
mythology, for his erop, no matter how much below that hypo-
thetical figure his potatoes would bring in ‘¢ the free and open
market.”’ ‘ "

+ “Bryce, Philip Alexander, Beonontic History of Virginia in the Scventeentl Century, vol, I,
p. 157 (Peter Swith, New York, N. ¥, 1935). Un pages 495-406 of this volume Bruce gives a
sumnary of the impertance of tobaceo as currency in the history of Virginia: “Iobacee was
the stundard of value 4t the very time that the whole vomnmuniiy was engageéd in planting if.
It was the money in which all the supplies, both domesiic and imported, were purchased; in
which the tax imposed by the public levy was settled ; in which the tithableg of the minister,
the fees of the attorney and the physiclan, the debis due the merchaht, the remuneration of
the [ree mechanie, the wages of the servant, the charges of the milwife and the grave-digger
were paid. In no similar instance has an agricultnral preduct entered so deeply and so exten-
sively into the spirit and framework of any modern community. It was to the Colony what
the potato has been to Ireland, the coffec-bervy to Brlazil, the grape to I'rance, and corn to
Hgypt; and it was also something more. It was, as it were, at once an agricuitural and a
metallic commeodity, which, owing to the perverse taste of mankind; was us valuable in ilsclf
as the potato, the coffce-berry, the grape, the grain of wheat, and at the same moment asd
precions ug gold or silver and more precious than iron. It was as if men had substituted the
barns in their yards for purses in their pockets.”

F Bection 12(b) of the Agricultural Adjustment Act of 1838 authorized the Secretary of
Agriculture to use funds available fo him ‘‘for expansion of markets and dizposal of surplus
agricuttural products,” which included potatoes. This program was permissive, not munda-
tory, and what items constituted surplus agricultural produets depended upon the: decigion
of the Secretary of Agricnlture. TUnder thig legislation, action was faken by the Secretary
of Agriculture, from time {o time, between 1033 and 1936 inclusive, to relieve different
localities of “‘surplus’” potatoes. The Federal SBurplug Relief Corporation was created in
October, 1983, to utilize funds from the Agrienltural Adjustment Administration ang from
the Federal Emergency Reliel Administration to purchase both storable and perishable
farm products for disiribution to people on reliet rolls. Amendments {6 the Agricultural
Adjustment Aet which were made on August 24, 1935 included a “Sectlon 82, which, as
later amended, authorized the Secretary of Agriculture to nse an amount equal to 30 per cent
ol the annual custom receipts, “to encourage the exporiation of agricuitural commodities and
the preducts thereof, fo encourage domestic consumption of such commedities by diverting
them from the normal channels of trade or increasing their use among persons in iow-income
groups. . . . Funds made available each year by thig legislation became known as “Section
32 funds.” Section 32 fundg were used fo purchase “surplus’ potatoes from the fiseal year
erding June 50, 1936 to the figeal year ending June 80, 1950, Af no time, however, untll the
fizseal year beginuing July 1, 1943, was the Pederal Government commifted to support prices
of potatoes af any particular level. When “surplus!’ potatoes arose in some section of the
eountry, action wus taken to relieve that condition, “Alfhougl the records at the preseat
time do not indicate the controlling factors in the decisions regarding which perishable
produets to purchase and in what amonnts, it is probable that after the drought relief period
passed [193%4], the following three were. the most important: (1) effectiveness with which
groups of producers organized and pressed their request for governmental ussistance, (2)
guitability of the produet for meeting the food. requirements of people on the relief rolls,
(3) the ability of the purchase program (in the amourt permitted with available funds) to
make an observable improvement in the market-price situntion.”’ The dollar amounts involved
in those years were moderate ; expenditures to purchase “surplus” potatoes from the fiscal year
of 1936 to the fiseal year of 1941 ineclusive, amounted to $310,976,684. See Price Supports for
Perighable Products: A Review of RBaoperience, a pamphlet prepared by the Department of
Agriculture in 1951 for the use of the Bennte Committee on Agriculture ard Worestry.
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Poive Sappont fore Fotiatoes

In July, 1941, shortly after our entrance into World War 11,
price Supports for certain perlshable farm products became man-
datory for the first time by the adoption of the so-called Steagall
Amendment* (a measure which was said to be designed to as-
sure adequate food supplies during the war) included in the
act ““To extend the life and increase the credit resources of the
Commodity Credit Corporation, and for other purposes.’” This
amendment directed that price support be made at not less than
85 per cent of the new mythology of “‘parity’’ for all nonbasiet
commodities for which the Secretary of Agrieulture by publie
announcement requested an increase in production to meet war
needs. In Oectober, 1942, this legislation was revised to require
price supports on designated commoditics at not less than 90 per
cent of so-called parity.

The first purchases of potatoes. by the Commodity Credit
Corporation, the agency of the Federal Government through
which this program was put into effect, was made in the fiscal
year of the Government ending June 30, 1944, The new amend-
ment also ealled for the continuation of price support at this
. level for two years following the date on which hostilitics would
be declared ended. Subsequently, hostilitics were declared to
be ended on December 31, 1946. Among the products covered
by this legislation wag the lowly potato. By December, 1948,
however, the ball had been picked up by the Agricuttural Act of
1948 which extended most of the mandatory price supports on
perishables, including potatoes, for 1949. The Agricultural Act
of 1948 required the Secretary of Agriculture to support, until
January 1, 1950, all nonbasic commodities entitled to mandatory
supports dul-ing the war, at not less than 60 per cent of parity
and at not more than the level at which they were supported in
1948, which was 90 per cent of parity.

In the following table the cxpenditures of the Federal Gov-
ernment, in the early years to remove “‘surplus’ pofatoes, and
then later to support the price of potatoes at the specified per
cent of parity, are given in two supplemental columns of figures.
# Act of July 1, 1941, ag amended, 53 Stat 598 {1941), 56 Stat. 788 (1942}, 15 U.8.C. sec.
T13a-3 (&) (Supp IV)

- 1 Fer the purpose of this law, “commodities other than cotton, corn, wheat, tobacco, pea-

nuts, and zice shall be deemed to be nonbasic commodities.” That is, the potato within' the
meaning of this act was & nonbasic commodity.
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The first column of dollar figures gives the expenditures of ¢‘See-
tion 32 funds’’* from the fiscal year of 1936 through the fiscal
year of 1950, and the second gives the losses assumed by the Com-
modity Credit Corporation in its potato support program from
the fiscal year of 1944 through the calendar year of 1950, A
total for each year ig given in the third column of dollar figures.

Cosr or Porato Support ProgRaM T0 Taxpavers, 1%36-1950

Year Ending Section 32 Commeodity Credit
June 30 Punds Corporation Total
1936....... $ 207,823 Noné $ 207,823
1937....... 677,369 None 677,369
1938....... 2,796,099 None 2,796,099
1939....... 1,417,929 None 1,417,929
1940....... None None Nens
1941....... 10,877,344 None 10,877,344
1942, ...... 10,282,598 None 10,282,898
1943....... 5,261,538 ., None 5,261,538
1944, ...... 5,130,855 $ '8.467,589 8,508,444
1945. .. ..., 609,709 12,958,355 13,568,064
1946....... 7,511,083 8771,278 16,282,361
1947....... 25,831,904 62,920,977 88,752,881
1948....... 19,917,846 47,405,542 67,323,388
1049....... 10,651,888 203,886,603 214,538,491
1950....... 4,842 726 75,090,315 79,933,041
1950%...... None 16,719,190 16,719,190
Total...... $106,017,011 $431,219,849 $537,236,860 .

From the fiscal year of 1936 through the fiscal year of 1950
the Federal Government spent $106,017,011 in the purchase of
“gurplus’’ potatoes with the use of Section 32 funds. This
program started quite modestly with expenditures of only $207,-
823 in 1936. The annual expendifures then increased with some
intermediate fluctuations to $10,877,344 in 1941. By 1945 the ex-
penditures of Section 32 funds for surplus potatoes had dropped
to $609,709. From this point they inereased to a high of $25,831,-
904 in 1947 and then gradually deereased until the program was
eliminated by Congressional action. No expenditures of these
funds were made after the fiscal year of 1950.

Over a much shorter period of time, from the fiscal year of
1944 through the calendar year of 1950, the Commodity Credit

% The meaning of “Seetion 32 funds” is glven in the second fooinote om p, 12,
¢ Last six manths of 1950,



OF THE PRODUCTION OF WEALTIH 157

Corporation, the instrumentality of the Federal Government
through which the ‘‘parity’’ program was put into effect, assnmed
an aggregate loss of $431,219,849. This aggregate loss was over
four times as large as the expenditures to remove surplus pota-
toes with the use of Section 32 funds over a period of fifteen years.
The first purchases of potatoes nnder the parity program were
made in the fiscal year of 1944 and losses on those purchases
amounted only to $3,467,589. Yearly losses of the Commodity
Credit Corporation on its potato program inereased to $62,920,-
977 in the fiscal year of 1947, dropped to $47,405,542 in 1948 and
then skyrocketed to $203,886,603 in the fiscal year of 1949. Dur-
ing the fiscal year of 1950 the loss amounted to $75,090,315, and
in the last six months of the ealendar year of 1950 to $16,719,190.

MThe yearly totals of these two programs reached a high of
$214,538,491 in 1949. Over the entire spread of fifteen and one-
half years, the two programs together involved aggregate costs
to the taxpayers of the country of the fairly substantial sum of
$537,236,860. '

‘%écemea/ %Mm lo t@m%ﬂm

Wesley Clair Mitchell spent a full life studying the enigma
of the business eycle, the nps and downs of business activity. He
was the rare craftsmsn in the field of economics who was forever
applying rules of ““seientific’’ carefulness to the statisties of pro-
duction, price, and the movement of goods. He believed in the
quantitative approach, in the collection of aggregate figures and
the most prudent interpretation of those figures. e was
esteemed above all others in hig profession for his open-minded-
ness, for his ever-seeking-for-the-truth, for his marvelous powers
of disinterested thoroughness. In a concentrated, and one might
almost say, a ‘‘consecrated’’ life, which resulted in elevating
the school of quantitative economics to new importanece, he had
no cause that he was anxious to advance politically or militantly;
he was a seeker only of the truth, whatever the truth might be.

In 1936, Dr. Mitchell read a fascinating paper at the Ter-
centenary Celebration of Harvard University entitled ‘‘Intelli-
gence and the Guidance of Economic Evolution.”” In that paper
he pointed ont how ‘“‘gzolutions’’ to immediate problems often
bring greater problems in their wake, a disheartening implied
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forecast of the greater problems to come as a result of our politi-
cal and economic piecemeal (and, at times, off-the-cuff) decigions
of the 1930’s, and 1940’s.” Here are his words, written with the
frankness and sincerity for which he became so widely known
and admired, and for which his ever-friendly and honest counsel
was continnally being sought:

In the life of the nation, planning plays the réle that thinking plays in individual
life. Both processes are resorted to typieally to find ways of surmounting diffi-
culties that occur in the course of routine behavior. And just as our individual
thinking is commonly directed towurd an immediate, specific difficulty, so most
of our efforts at national planning have dealt with some single need that has been
keenly felt by groups sufficiently numerous or sufficiently powerfu? to command
attention. Let me call this “piecemeal planning.” Examples are campaigns for
federal aid to develop turnpikes and canals in our early days, for proteective duties
on imports, for the abolition of slavery, for free silver, for reduction of railroad
rates, for eurbing the “trusts,” for “prohibition,” for old-age pensions, and so on
almost without end. The groups pushing these plans have been animated at
times by philanthropic zeal and at times by sordid interests; some groups have
relied upon fervid appeals to the moral eonscience, some upon frank presentation
of economic elaims, some have resorted to bribery. What they have in eommon is
advocacy of 2 measure designed to accomplizh some one change in social organi-
zation, with slight regard to its collateral and long-run effects upon other social
interests. ) ) )

OF eourse, plecemeal planning is defective in principle, however high its gims and
however generous the spivit that inspires it. Each of the social sciences has its
own way of demonstrating that all social processes are inter-related, When we
alter the conditions under which one process operates we are certain fo affect
other processes. Many of these unplanned effects are negligible, but some are
important; among the latter effects some may be pleasant surprises but others
are likely o be unpleasant. Alse, we know when we stop to think, that the long-
run effects of our reforms often differ widely from the immediate effects that we
intended to produce, . .. No measure is so good in itself that s advocates are

justified in thinking only of its direct and immediate effects. In short, we are -

not making the best use of what limited intelligenee we possess when we plan on
a piecemeal basis.*

Here is the tragedy of Sohrab and Rustim applied to eco-
nomic problems of a particular group or of particular groups.
In the classical economics of David Ricardo the interests of the
owners of land were opposed to those of all other elasses in the
community. I'or centuries the controlling economic and politi-
cal interest in Great Britain had been the landowner. It was
traditional that the man of landed property was the type of per-
sonwho should represent the nation and decide npon its policies;
he used that control to legislate in his own behalf. In the carly
vears of the nineteenth century, foreign competition in foodstuffs
in Great Britain was restricted to keep up the rent of land. Since
the days of Ricardo it has hecome more and more recognized that
each pressure group exerts its influence to obtain piecemeal legis-
# This address is included in a volume, which containg a collection of Dr. W. . Mitchell's

easays, entitled The Buekicard Art of Spending Money and other Essays, pp. 129-180 (Augustus
M. Eelly, Inc, New York, N, Y,, 1950).
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lationinits own behalf irrespective of the effect of such legislation
on other groups, or even the long-run effect upon itself. As
Wesley Clair Mitchell go truly wrote, ‘¢‘We know, when we stop
to think, that the long-run effeets of our reforms often differ
widely from the immediate effects that we intended to produce....
No measure is so good in itself that ifs advocates are Jus’mﬁed in
thinking only of its direct immediate effeets.””

The ablhty of pressure groups to gecure 1001slat10n in thelr
own behalf is a formalized technigue of obtammo title to indi-
vidnal wealth which rightly belongs to others. “J ustice,”’ which
Francis Neilson so aptly defines in his brilliant stndy, In Quest
of Justice, as ‘‘the law of Providence inherent in nature,” is
nneonscionsly relegated to the background; if receives not even
implied consideration. ‘“Is it just?’’ is not the basis of debate
and the vote. ““How will it help me?’’ has become the question,
and the answer to that question must always result in a ‘‘piece-
meal solution’’ and set the stage for ever greater problems.

The discussions at the Constifutional Convention in 1787
reverted over and over again to this basic and underlying cssen-
tial, if justice were to prevail in the years ahead. Laws, they
were called “‘levelling laws’” in the discussions of the day, had
been passed by many colonial legislatures, prior to the Reveolu-
tionary War, in favor of particular groups of individuals. If
was with thig knowledge in mind that the delegates to the Con-
stitutional Convention expressed their views and attempted to
frame a Constitution under which it would be difficult to legislate
 injustice simply by a majority vote. ‘“The evils we experience”
explained Flbridge Gerry, a delegate from Massachusetts, ‘“‘flow
from the excess of democracy. The people do not want virtue,
but are the dupes of pretended patnots In Massachusetts, it
has been fully confirmed by experience, that they are daily mis-
led into the most baneful measures and opinions, by the false
reports clrculated by designing men, and which no one on the
- spot can refute.’ Edmund Randolph of Virginia observed ‘“that
the general object [of the Constitution] was to provide a cure
for the evils under which the United States labored; that in trac-
ing these evils fo their origin, every man had found it in the tur-
bulence and follies of democracy ; that some check therefore Wa,s
to be sought for, against this tendency of our governments.”” A
few days later James Madison said that it was necessary to pro-
vide ‘‘more effectively for the gecurity of private rights, and the
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steady dispensation of justice. Interferences with these were
evils,”” and Madison wasg referring to the levelling laws of the
State legislatures, which “‘produced this convention.””*

In March, 1830, Jared Sparks, who was writing a life of
Gouvenenr Morris of Pennsylvania, posted a letter to James
Madison in which he sought information regarding the views
which Morris had expressed in the Counstitutional Convention.
In reply Madison wrote that ‘‘he [Morris] contended for certain
articles, (a Senate for life, particularly,) which he held essential
to the stability and energy of a Government eapable of proteet-
ing the rights of property againgt the spirit of Democracy.”’¥

The body of delegates who comprised the Constitutional Con-
vention was a most unusual group of business men, lawyers, poli-
ticians, statesmen and scholars. Seven had been governors of
states and at least twenty-eight had served in the Congress of
the union cither during the Revolutionary War or under the
Articles of Confederation. Fight had heen signers of the Decla-
ration of Indepeéendence. It included two future Presidents and
one future Vice-President of the United States. It included five
future members of the Supreme Court, two of whom were to be-
come chief justices. With a rare exception such as Luther Mar-
tin of Maryland, intense concern wag expressed by one delegate
and another, over and over again, regarding the security of pri-
vate rights, property, and the problem of the maintenance of
justice in the years ahead.

As a relatively voung scholar, Charles A, Beard had written
An Econowmic Interpretation of the Constitution,t a volume which
involved very considerable résearch into the lives, activities, in-
clinations, and wealth and the forms in which it existed, of each
delegate to the Constitutional Convention. The volume indicated
the materialistic outlook which most of the delegates presum-
ably had had in protecting their individual wealth, immediate
wealth and prospective futnre wealth, under a strong central-
ized government, in their deliberations. By the time Beard and
wife, Mary R. Beard, wrote The Rise of American Civilization in
1927, his overall views of these men who performed the miracle
of writing onr Constitution under the most diffienlt and try-

# Madison, Fames, Jouraal of the Federal Convention, pp. T8, 81, 117 (Albert, Scott & Co.,
Chieago, 111, 1884).
i Letters a.m.', Other Writings of James Madason vol. IV, p. 168 (J. B. Lippineott & Co,,
Phila., Pa., 1867).

} Publigshed .by The Macmillan Company, New York, N, Y., 1913,
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ing eircumstances would seem to have been somewhat modified.
¢ Among the many historic assemblies,”’ Charles and Mary R.
Beard wrote, ‘““which have wrought revolntions in the affairs of
mankind, it seems safe to say that there has never been one that

commanded more politi¢al talent, practical experience, and sound

substance than the Philadelphia convention in 1787.”"*  This is
truly a sweeping statement by two of the most enlightened and
scholarly historians we have produced.

Tn 1936 Fred Rodell, at that time, a young man educated
in the law and with a deep interest in the legal and economic back-
ground of historic trends, published Fifty-five Men, a popular-
ized story of the Constitutional Convention in which he alzo em-
phasized the approach that the delegates were hard-headed men
of affairs with personal interests.of their own, as well as of their
communities, at stake. But he also wrote, ‘‘Judged by their ac-
tivities both hefore and after they met at Philadelphia, the Con-
vention was made up of a remarkable group of public men.”’t

Our new myth of farm parity has been based on two theories.
First, farmers should receive for selected products a price which
would bear some definite mathematical relationship to the cost
of the products they purchased during some arbitrary period of
~ the past. Second, in the interest of a healthy national economy it
is esgential that the dispogable income of farmers, as a class, be
maintained at some relatively ‘“high’’ level to support manufac-
turers and the consumption of the goods they produce. Neither
theory gives the slightest constderation to ¢ protecting the rights
of property,’” which received such basic and underlying consid-
eration in the Constitutional Convention, nor the slightest impli-
cation that justice or injustice might be involved in carrying them
out. Moreover, neither theory gives consideration to the possi-
bility that supply and demand, with the constant ebb and flow of
economic forces might provide a permanent solution in contrast
to a possible and all too temporarily unjust, and as Dr. Mitchell
might say, ‘‘piecemeal solution.”

Ts not injustice mmcurred every time wealth is taken arbi-
trarily from one group of citizens and given to another group of
citizens? We have become quite accustomed to the process, but
even usage cannot turn injustice into justice. And the fact that
supply and demand might have provided the basic solntion to

* 19368 edition, p. 810 (The Macmillan Company, New York, N. Y.).
. %p. 16 ((The Telegraph Press, New Yeork, N. Y., 1936).
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the disposition of potatoes over the years, would seem to be in-
dicated by the results deseribed in the following paragraphs and
© by the fact that eventually ‘“‘supply and demand’’ were given a
clear field after the cxpericnce of fifteen years and aggregate
costs to taxpayers of $537,236,860.

@}mmﬁ'ma “&%ﬂfecye %ﬂét&bﬁm 7

In an attempt to use logic to forestall both the bounty of
nature and the natural law by which man seceks to satisfy his
degires with the least possible effort, acreage allotments were
established by the Department of Agriculture for potato growers
each year from 1942 to 1950. To be eligible for price support,
individual growers could plant no more than their respective
acreéage allotments in pofatoes. Prices were maintained by Fed-
eral Government purchases at the minimum mandatory level
which was 90 per cent of so-called parity each year from 1943 to
1948, and 60 per cent in 1949 and 19560, from eligible growers,
that is, from those growers who not only agreed to plant no more
than their respective acreage allotment but actually did so.

In carrying out this Washington-directed planned program,
allotments were reduced to a level, which it later was said seri-
ously ““would have balanced supply with demand if’’ all growers
had planted within their allotments and ¢“if’” they had obtained
average yields. That is like saying of the young boy who went
to the free bazaar late one afternoon, ‘if he hadn’t eaten three
plates of strawberry ice eream, he would have had plenty of ap-
petite for the roast beef served at dinuner that evening.”’ Natur-
ally the growers who accepted acreage allotment would cultivate
their fields more intensively, and for those who would not agree
to acreage allotments, the sky was the limit. What more or what
less counld have been expected?

Under the stimulug of price support which was in cxcess of
the free and open market price, the vield of potatoes was in-
creased from an average of 111 bushels an acre for the years
1929-1938, to 253 bushels an acre in the crop year of 1950, From
1946 to 1949 the potato surplus had already become chronie. In
the fiscal year of 1947 the Federal Government spent $25,831,-
904 of Section 32 funds to remove surplus potatoes from selected

AN
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areas of the country and the Commodity Credit Corporation lost
$62,920,977 in its potato parity support program. In the fiscal
yvear of 1949, $10,651,888 of Section 32 funds were used and the
loss of the Commeodity Credit Corporation on its potato support
program reached $203,886,603. At this point, Congress as well
ag the public, quite naturally began o clamor for a change.

In 1950, the production of potatoes wasg 100,000,000 bushels
" 1n excess of normal needs. In addition to more intensive cul-
tivation on the part of those whe agreed fo restrieted acreage
allotments, many growers who would not agree to Government
planning and interference, planted inereased acrcage even though
they thereby became ineligible for price support.

The problem of surplus farm commodities, due fo overpro-
duetion ag a result of the high government support prices, reached
the headlineg in dramatic fashion during April, 1950, when Sec-
retary of Agriculture Brannan anmounced that 25 to 40 million
bushels of potatoes would be allowed to:rot in the field or be sold
back to growers for animal feed at one cent per 100 pounds. For
these potatoes the Government paid, on the average $1.83 per
100 pounds. On October 19, 1950 the New York Times carried
an announcerent from Washington, ‘* Congress ruled out potato
price guarantees after this year because of widespread indigna-
tion over the Government’s practice of buying up and destroy-
ing spuds to keep prices at a so-called fair level. While officials
admitied the shortcomings of the program, which was required
by Congreqsmnal action, they said it was the cheapest way to
support prices.’

The consumer who was not on a strict ealorie diet and ate
 potatoes, wag hit twice at the same time and in the same place.
Through his taxes he provided funds which subsidized the potato
growers who agreed to acreage restrictions, and simultaneously
he paid an artificially high priee for his potatoes when he went
to market. In theory, acreage restriction had been supposed to
keen supply and demand in balance at an arbitrary price. But
the price was so attractive that farmers had planted their potato
plants more closely, ntilized more fertilizer and insecticides, and
thus more than offset the lower acreage with higher and higher
yields. The surpluses and the waste, all paid for out of the tax-
payers’ purse, followed.

Of course, the moral to this experience with the potato in
the fairy land of a planned economy—and from the extensive
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records of history it cannot be strictly ealled an experiment—
is, that to get increased production, all that is needed is a firm
price above the free market price of any commodify, manufac-
tured or grown. That will give increased production of wealth,
but above a certain point, the wealth will be destroyed. The
analogy would not be too far fetched if the market for automo-
biles became glutted, and an agency of the Federal Government
“agreed to buy all automobiles which would not be purechased by
consumers, at a fixed price somewhat ahove the cost of produe-
tion, and then destroyed them. Does one group have a better
claim on that part of the wealth of a country which they de not
produce, than all other groups?

% : %MM@

In 1934 a booklet entitled The Shovelerais® by Craig Rals-
ton was published. The writing was in the form of a report by
Cornmissioner Jobn Williams Jones to the Directors of the hypo-
thetical Dry Lake Excavation Company. Jones had been sent
to the scene of operation to ascertain what extraordinary engi-
neering difficulties had heen encountered in completing a par-
tieular contract, and it was his job to analyze these difficulties

and to make recommendations to the Directors for solving them.

The booklet deseribes what he found.

Dry Lake City, it wasg explained, lies in the Nevada desert
at the head of the Dry Lake Valley. The valley, an arid waste-
land populated only by a few sheep, stretched westward, eighty
miles Jong by thirty miles wide. The Dry Lake City Excavation
Company had the contract to provide a reservoir system to irri-
gate the territory. It had been estimated that it wounld take
fourteen thousand men fifteen years to complete the exeavation
of the lake bed, and the diversion of the Colorado River fo the
lake would require three years additional with half of the force.
All work would be manual labor, that is, each worker would use
a shovel and nothing but a shovel. The full quota of fourteen
thousand men had been in the camp cight years but progress had
been far short of the original estimates.

The first individual whom John Williams Jones saw when
he arrived in Dry Lake City to make his investigation was a dis-
# Pphlished by the Robert Schalkenbach Foundation, New York, N. Y.
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consolate figure huddled on a large flat rock by the roadside. The
disconsolate individual spoke up defiantly:

““A ghovel is made fo shovel with!’’

“Any argument ahout it?”’ Jones asked.
“Argument? It’s all we do—argne about it.””
“Just who argues?’’ inquired Jones.
“Everybody’’ replied the man on the flat rock.

‘When the first congignment of ten thousand shovels had
reached Dry Lake City, the orders of the Salt Lake City office
of the Dry Lake City Excavation Company stipulated that they
were to be sold to the worlkmen at cost, namely $1.00 per shovel.
That left four thousand men without shovels and unable to work.
Sinee no one knew when another shipment was due, some of the
surplus workmen went to the trenches and offered as high as
$5.00 for shovels which had cost the owners one dollar. The pur-
chasers estimated that they could recover their investment with
the wages for their first day’s work and that they would there-
after be able to have their full pay.

One of the workers named Martin digested this phenomenon.

“T wish I had bought a hundred shovels five days ago,’” he
said to a fellow shovecler in the trench where he worked., ¢“Tt
would be $400 clear velvet.”’

“Do vou know,”’ continued Martin, ‘‘that the camp is get-
ting richer every day—getting richer without anyone doing any
work? Four days ago there were ten thousand shovels worth ten
thousand dollars. Today they are worth fifty thousand dollars.’’

Martin had $4,000 cash. Together with a few friends he
organized a pool and two days Iater they purchased outright the
second consignment of four thousand shovels. A few days later
when the unemployed workmen agsembled, Martin explained,
“Boys, I've got your shovels. As you know, shovels are worth
$5.00 each. I don’tcare to sell all the shovelg T have, but 11 sell
one thonsand of them today for $7.00 cach to first up.”” Then he
benignly continued, ¢‘ Thig is not a holdup. It’s a benefaction.
Dry Lake City is about to enter upon a most remarkable era of
prosperity—the greatest period of business expansion any con-
struction eamp has ever experienced. Our wealth in shovels is
$98,000—$7.00 per shovel! Tf T hadn’t stepped up and purchased
these shovels, shovels would have dropped to one dollar and our
community Would have lost $84,0001"’ :
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“Not only have I safeguarded the honestly-earned wealth
of every man in this ecamp Who owns a shovel, I’m adding to it.
T am about to increage the wealth of those who own the ten thou-
sand shovels already in use by $20,000. I shall do thig by increas-
ing the price of one thousand new shovels T am about to sell from
$5.00 to $7.00. By prompt action, my friends and myself have
shielded Dry Lake City from dlsaster Moreover, in four days
we have increased the financial resources of this oommunity from
$14,000 to $98,000! Can vou heat that?”’

The purchasers of the thousand shovels quickly spread the
- story of the era of wealth and prosperity that Martin had pre-
dicted. Martin, in turn, decided he would sell no more shovels;
he wonld rent them to workers for one-fifth of their wages.

“iTike Hell!’” now replied the Workers. ““We’'re entitled to
a shovel and full wages, the same as you.’

“Very well,”” Martin said, ‘‘they are my shovels!”’

The upshot was that two thousand shovels were rented with
much grumbling by workmen who felt they had better work for
four-fifths pay than none at all. Buf this arrangement still left
one thousand men without shovels.

Martin went home to fake a nap. He deserved it. He had
worked hard to increase the wealth of the community. While he
dozed the thousand workers without shovels had purchased them
from workers, but at a price. The more eagerly they tried to buy,
the more the owners asked. So shovels changed hands for $15,
$20, $50 and then $100. Some who possessed foresight and finan-
cial meang, purchased shovels to hold for future advances. An
additional stimulus was the knowledge that Martin had shrewdly
leased two thousand shovels at one-fifth of wages. When Martin
awoke, he found shovels quoted at a thousand dollars each!

That night Martin made a speech to the cifizens which
thronged the public square. ‘‘Fellow eitizens,”” he said, “Dry
Lake City is abount to attain the zenith of modern civilization. We
have fourteen thousand shovels worth one thousand dollars per
shovel. That is a total of $14,000,000. I dare say no construe-
tion camp has ever witnessed so rapid a development of its ma-
terial resources.”

Thus was the Shoveleratic regime launched. The camp was

- delighted when it found how swiftly and how easily it had grown

I‘JGh But the camp was going to grow even richer!
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Among the workmen were many, who had bonght shovels for
one dollar with never a thought that shovels would be worth more,
who now flattered themselves on the possession of superior fore-
sight and unusual financial ability. On the other hand, there were
still one thousand men without shovels. These men roved here
and there, bargaining for shovels. With cash, some tempted an
owner to part with a shovel. Others rented shovels. In the great
era which followed, many workers became owners of more than
one shovel. These sought others with whom to make tenancy or
purchase contracts. A workmen, who owned, say, five shovels,
did no work. TInstead, he collected the rental of onefifth their
wages from each of five workmen to whom he had leased shovels.
Tt can readily be seen that this beat sweating in a trench!

By the end of the year shovels had become so well established

as the eamp’s chief assct, and their value was so generally recog-

" nized, that every business transaction was thought out with the

shovel as the basis. Tt was established that a shovel ghonld bring

a rental equal to one-fourth of what the tenant earned. One-

fourth of a daily wage of $5.00 was $1.25, so the rent was $375
annually on a three-hundred-day work year basis.

As shovels could not be reproduced, financiers felt safe in
estimating the value of shovels by taking this figure at & per
cent on the investment. At this rate of caleulation, a shovel was
now worth $7,500. According to the same figures, the wealth of
the community, as represented by shovels, had pyramided to the
astounding total of $105,000,0001 When citizens reflected that
this vast wealth had heen ereated by Martin’s simple experiment
of withholding a thousand shovels from use, it is not remark-
able that they considered him a statesman of enormous capacity.

c% Cgmﬂmgﬁc @ aﬁm

The first individual with whom John Williams Jones carried
on a conversation when he arrived in Dry Lake City expressed
a truism when he declaimed that ““a shovel is made to shovel
with.’’ Likewise, it would seem, potatocs arc grown to be eaten
although the new myth of “‘parity’’ would seem to have raised
a serious question in some minds regarding such a truism.

TUntil twenty years or so ago, prices of all commodities sought
their own level. If too many turkeys, turnips, eggs, or potatoes
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were produced, prices would drop, more consumers would buy
them, and in the following year, fewer would be raised. Con-
versely, 1f too fow turkeys, turnips, eggs, or potatoes were pro-
duced, prices went up, fewer consumers bought them, and in the
following year, the producers raised larger crops of these par-
ticular items,

The new myth of parity is a philosophy of not caring about
the consumer. By mandate we now keep up prices on apecific
farm products so that fewer consumers will use them, and the
consumers who do nse them, will use less of them. That is the
perfect way to lower a standard of living. In April, 1950, in-
stead of allowing the price of potatoes to seek its own level—a
price at which consumers would have bought and used the crop
a price was fixed at which 25 to 40 million bushels of potatoes
could not be sold and consumed, and so were allowed to rot in the
field, or were sold back to growers for animal feed at one cent per
100 pounds. In this program the consumer became the forgotten
man. It is he who must pay the arbitrary price determined by
our new mythology, with the consequent pressure on his stan-
dard of living.

Nature’s law of supply and demand cannot be repealed, al-
though efforts in this direction have been tried over and over
again. In 1948, Jaceques and Robert Lacour-Gayet published a
volume in France entitled De Platon a la Terreur, From Plato
to the Reign of Terror. In thiz volume the authors discuss price
fixing and planned economy from the days of Plato to the French
Revolution. No one seemed recently, they pointed out, to have
commented upon the fact that the principle of government inter-
ference in the economic life of a country had already been enun-
ciated twenty-three centuries ago, with astonnding prescience,
by the great Plato. The trail of pricc fixing, with the unfor-
tunate results of ““piecemeal solutions’’ to immediate problems
are traced, in this volume, from Plato through the edicts of Dio-
cletian, the ‘“fair price’’ theory of the Middle Ages, the ordinances
of King John of France, the edicts of Charles IX, to the laws of
the ¥rench Legislature Assembly of the Revolution.*

Our very experience with potatoes shows how, by arbitrary
-interference, we aggravate a problem, which normally provides
its own solution and adequate solution, within our existing price

* A condensation of this volume appenred in The American Journol of Foonomics and
Soeislogy, July, 1961, pp. 389-309, Vol, 10, No. 4.
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mechanigsm. Congress threw up its hands in 1951 and gave the
problem back to ‘‘supply and demand,’’ to natural economic
forees. Tt is just possible that a little more concentration on, and
consideration for the consumer, is nceded today. Is he not en-
titled to his full share of justice? Itis evident that our Founding
Fathers had just and logical apprehension regarding the effects
of future levelling laws from which they had seriously hoped to
protect their descendants. Among the delegates to the Constitu-
Hional Convention of 1787 there were, in truth, men of wide experi-
ence in the world of practical affairs, of wisdom and of vision.

The maintenance of the price of any commodity by arbitrary
intorference above the free and open market price of that com-
modity not only takes advantage ol the nnorganized consumer;
it also wastes land, labor, and capital. Some portion of the land
used o grow “‘surplus’’ potatoes by the pressure of a guaran-
teed price, should have been used to grow other commodities for
which a greater demand existed in the normal give and fake of
supply and demand. Some labor and some of the machinery,
that is, capital nsed to cultivate surplus potatoes, for the same
reason, should have been used to cultivate other commodities.
By supporting the price of surplus potatoes above the free and
open market, the farmer received arbitrary compensation for
his expenditure of effort, but the wealth of the conntry, to the ex-
tent that potatoes were destroyed, was decreased, not increased.
If the farmer had grown commodities for which there had been
a normal demand, he would have received normal compensation
for his land, labor, and capital, and the wealth of the country
gimulianeous would have grown. ‘

The first law of economics is to the effect that man seeks to
satisfy his desires with the least possible effort. That was an
axiom until George Kingsley Zipf published his faseinating re-
search in Human Behavior and the Principle of Least Effort*
and proved, by an ingenious but simple use of mathematics, the
application of the axiom to widely different areas of man’s actions.

Teonomics also teaches us, only second to the law of least
effort, that wealth is produced not because it is a good, in itself,
but for use, for consumption. Ag Paul Mazur writes in a prefa-
tory statement to his latest book, The Standards We Raise,t pur-
chases and consumption ‘“‘are the ruling factors of our economy.”

*Published by Addison-Wesley Press, Inc,, Cambridge, Mass,, 1849.
+ p. ix (Harper & Bros., New York, N. Y., 1953).
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The ultimate purpose of everything is to be used, not, as an edi-

torial in the New York Times said regarding our farm produets,
““to be stored in warehouses till we run out of storage space,”” not
be thrown away and wasted. Tn this sense, use means consump-
tion, immediate, direct consumption in the case of food, clothing,
fuel, gradual consumption in the case of durable congsumer goods
such ag automobiles, refrigerators, vacuum cleaners, and tele-
visions, and the still more gradual and indirect consumption of
capital goods such as machinery in plants, public utility systems,
and our fransportation systems.

The truth is, that wealth can be accumulated but to a slight degree, and that
communities really live, as the vast majority of individuals live, from hand to
mouth, Wealth will not bear much accumulation; except in a few unimportant
forms it will not keep. The matter of the universe, which, when worked up by
leber into desirable forms, constitute wealth, is constantly tending back to its
original state. Some forms of wealth will last for a few hours, some for g few
days, some for a few months, some for a few years; and there are very few forms
of ‘wealth that can be passed from one generation to another, Take wealth in
some of its most useful and permanent forms—ships, houses, railways, ma-
chinery. Unless labor is consfantly exerted in preserving and renewing them,
they will almost immediately become useless. Stop labor in any community,
and wealth would vanish almost as the jet of a fountain vanishes when the fow
of water is shut off.*

- What did primitive man or the early colonial settlers along

the Atlantic scacoast do with each item of wealth they produced?
When they went hunting or fishing, they went to obtain food for
consumption, immediate or future consumption. They might also
have used part of their cateh of fish to fertilize the soil for their
erops, and they certainly nsed the skins of fur-bearing animals
for clothing. TIf they built a hut or a cabin, they livedinit. There
was no Interference with production for use; there was no State
to say ‘“restrict the acreage yon plant and we’ll take someone
else’s money and with it pay you well for whatever yon produce
even though we might throw part of that produce away.”’ ’

In essentials, we are no different from primitive man or from
the early colonial settlers along our seacoast, notwithstanding our

magazines and newspapers, televisions, radios, telephones, air-

planes, and atomic power. We read more, we hear more, we sce
more, and we travel faster. Primitive man and the early colonists
needed food, elothing, and shelter. So did the Greeks of Pericles,
and so did the Europeans at the time of Bernard of Clairvaux
and Peter Abelard. Even underlying Veblen’s trenchant inter-
pretation of the institutions of the machine process and the busi-
ness enterprise, the peculiar characteristics of our culture, are
* Progress and Poverty, op. cit., pp. 148,
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the nceds for human wants, foods, clothing and shelter. The
human brain has undergone no fundamental change sinee the
days of the latter cave men and our basic needs are unchanged
even though our desire for luxuries has blossomed with onr com-
mand over natural processes.

Wealth is any material thing produced by man from land or
the produets of land which has exchange valne. One must keep
in mind that in the economic sense, production means not only
the manufacture of wealth, but also the distribution of wealth,
that is, the process of bringing wealth to the consnmer. Wealth
was produced for use by early man, and has been produced for
that sole purpose dircetly and through the mechanism of exchange
by man down through the years. Wealth was not and is not pro-
duced to be summarily destroyed, or hidden, or discarded. Only
by using more and more wealth have we been able to increase
our standard of living, that is, have more than the minimum re-
quirements and greater variety of food, clothing, shelter, and the
gadgets of luxury, and only by the utilization of wealth in the
future, will it be possible—under the great odds of potential
world destruction—to increase our ‘‘standard of living.’

Let us end this brief inquiry into the purpose of the produe-
tion of wealth by quoting from an editorial in the New York Times
of September 21, 1953, an editorial which expresses the highlights
of this problem which neither primitive man nor our colonial pre-
cursors conld possibly have created for themselves:

For most of the past ten or twelve years American agriculture as a whole has
experienced unexampled prosperity because it was able to sell unusuaily large
crops af record or near record prices, This situation was the result of the vast
demands created by the Second World War, and then by the slow recovery of
foreign agriculture after the war, as well, of course, as by the high level of
domestic consumption during this period. . :
Unfortunately, this record level of prosperity eame to he accepted as “normal”
by many who had capitalized land values upward in the light of the high farm
ineomes obtainable during this era. Now that a recession from this truly extraor-
dinary period is taking place, the understandable reluctance of farmers to adjust
to lower price levels—price levels which are, however, still far from catastrophic
—creates a situation in which politicians seek to profit by irresponsible promises.
This is aided by the fact that , . . . the new mythology of “parity” .. .. [has
become] almost a sacred symbol, though its economic Jjustification is dubious,
to say the least . ...

Farm products are grown, after all, to be cansumed, not to be stored in ware- -
houses till we run out of storage space.

It has been said that extended interference with the eternal veri-
ties of economic law, that is, natnral law, leads only to disaster.
The records of the ages and the reasoning of mankind for ““piece-
meal solutions”’ would seem to indieate that is only too true,

a
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%&bles on pages S4-45, give the fourieen important ratios.¥
with inter-guartile range t for 72 lines of business activity based
on 1952 figures. The 72 lines of business activity consist of 36
divisions of manufacturing, 24 of wholesaling, and 12 of re-
twiling., The business enterprises used in this study generally
have a tangible nel worth of 375,000, or more, that is, they
come from the top 8.4 per cent of the industrial and commercial
business concerns measured by the size of their investment.

* In the column which tmmediately follows the lines of business

agetivity listed on pages 34-46 and 48-67, zs given the number of con-
cerns whose financial statements were Studied for euch particular

line. For certwin of the ratios, particularly “Total Debt to Tungible

Net Worth,” “Funded Debt to Net Working Capital,” and the rela-
tionships derived by the use of Net Sales and Net Profits, the resul-
tant ratios are based on the flgures of o smaller number of concerns
than the total lsted for the respective lines of business activity, This
is due to the fact that relatively few concerns have outstanding long-
term lobilities, and because, in certain mstances the figures of net
sales and net profits are not available,

+ EXPLANATION OF INTER-QUARTILE RANGE: The medion rafie of
eurrent assets to current debt of manufacturers of automobile parts
and accessories 18 given os 2.46 on page 34. To obiain this figure
the ratios of current assets to current debt for each of the 69 con-
cerns were arranged in o graduated series with the largest at the
top and the smallest at the bottom. The medion ratio of 2.31 was
the ratio halfway between the top and the bottom. The ratio of 3.26
representing thé upper quortile was one-quarter of the way down
the series from the top (or halfway between the top and the
median). The ratie of 1.97 representing the lower gquartile wuos
one-quarter of the way up from the bottom (or halfway between
the mediaon and the bottom),
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Coplanation of Torms wed in Talles on
Drges 3445, 48-67, 70-74
2y |

AVERAGE COLLECTION PERioD: The number of days that the tofal of trade oc-
counts und notes reeeivable (Including assigned accounts und discounted
notes, if anyf), less reserves for bad debis, represents when compared with
the annual net credit sales. Formulo—divide the annuel net eredil sales by
265 days to obiain the overage evedit sules per doy. Then divide the total
of accounts gnd motes rescivable (plus any discounted noles receivable) by
the average eredit sales per day to oblein the average collection period.

CURRENT AssETs: Total of cash, accounts and notes roceivable for the sale of
merchandise in regulor trade quarters less any reserves for bad debis, ad-
vanees on merchandise, inventory less any reserves, listed securities not in
ewcess of market, state and municipal bonds not in excess of market, and
United States Government securities.

CURRENT DERT: Total of all liabilities due within one year from siatement date
ineluding current payments on serial notes, mortgages, debentures or other
funded debts. This item also includes current reserves such as gross re-
serves for Federal income ond excess profits tawes, and for contingensies
set up for specific purposes, but does not inoclude reserves for depreciation.

Tixep ASSETS: The sum of the cost or appraised value of lond as the case
may be, ond the depreciated book values of buildings, leasehold improve-
ments, fiztures, furniture, machinery, tools, and equipment.

FunpEp DERT: Mortgages, bonds, debentures, serial notes or olher obligutions
with o moturity of more than one year from the statement date.

INVENTORY: The sum of raw meterial, material in process, and fimished mer-
chandise. It does not include supplies.

NET PROFITS: Profit after full depreciation on buildings, machinery, equip-
ment, furniture, fiwtures and other assets of o fized nature; after reserves
for Federal ineome and excess profit tazes; after reduction in the value of
inventory to cost or market, whichever lower; after charge-offs for bad debts;
and after oll miscelloncous reserves and adjustments; but before dividends
or withdrawals. :

NET SaiEs: The dollar volume of business tramsucled for 365 days net after
deductions for returns, allowances, end discounts from gross sales,

Ner SALES To INVENTORY: The quotiemt obiained by dividing the annual net
sales by the siatement inventory. This quotient does not represent the ac-
tual physical twrnover which would be determined by reducing the annual
net sales to the cost of goods sold, aud then dividing the resuliing figure by
the statement inventory. _ -

NET WORKING CAPITAL: The excess of the current wasets over the current debl.

TANGIBLE NET WORTH: The sum of oll outstending preferred or preference
stocks (if any) ond outstending common stocks, surplus, and undivided
profits, less any intangible item in the ussels, such as good-will, trade-
marks, putents, copyrights, leaseholds, mailing Hets, treasury stock, orgoni-
zation expenses, and underwriting discounts and ewpenses. :



