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THE FULL EMPLOYMENT PROBLEM
BY MALCOLM P. McNAIR

THE fact that the slogan "full
employment" has almost com-
pletely replaced the traditional

catchword "prosperity" is the most im-
portant political development in Amer-
ica today. The late President Roosevelt
in his last campaign set our immediate
national goal in the postwar period at
60 million jobs, and a strong political
group comprising many elements of the
American public is convinced that a
responsibility rests on the Federal Gov-
ernment to implement this objective of
full employment. As a step in that
direction the Murray Full Employment
Bill. S. 380, has been introduced in the
United States Senate, and interest is
now sharply focused on this proptosed
legislation.

Popular Demand for Full Employ-
ment

There are many excellent reasons
why the notion of full employment has
caught the popular interest. The shock-
ing unemployment of the lgso's, mem-
ories of which are still green, was finally

succeeded by the spectacle of full, even
superfull, employment in a war econ-
omy, with national output and national
income reaching undreamed of heights,
with consumer expenditures at the same
time actually achieving new levels, with
business profits making new records in
spite of onerous tax burdens, and all
tiiis with over 11 million of our- best
youth withdrawn from factories, trade,
and farms. The query raised in mil-
lions of minds by this wartime experi-
ence was epitomized in a recent cartoon,
(Carlyle, New York Herald Tribune),
in which War, as represented by the
fiercely belligerent figure of Mars, pro-
duces from a silk hat with great gusto
a rabbit labeled "full employment,"
while Peace, typified by a diffident and
shrinking maiden, looks on wistfully
saying, "It looks easy when you do it."

This kind of sentiment is widespread.
Witness, for example, the following
statement by spokesmen for a responsi-
ble labor group:

Our experience in war production has
shown that in America we can have an
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economy of abundance. It has shown that
in producing for war we can reach an
annual income of aoo billion dollars. The
same manpower, the same plant and
equipment and the same know-how can
produce just as abundantly for peace.'

But statements like this do not come
solely from the ranks of labor. In much
of the discussion of postwar plans by
businessmen the phrase "full employ-
ment" has been carelessly tossed around
in such a manner as to give many people
the impression that the champions of
private enterprise have virtually prom-
ised that American business will pro-
duce full employment if only it is given
a free hand.

There is another side to this matter.
It would be a mistake to assume that
the motivating forces behind the present
popular interest in full employment are
all of a strictly economic character, for
the full employment idea has also a
strong emotional content which bears
little relation to dollars and cents. Sir
William Beveridge expresses this fact
strikingly in contrasting the position of
an employer who finds himself unable
to buy labor with the position of a
person who cannot sell his labor:

. . . A person who has diCBculty in buying
the labour that he wants suffers incon-
venience or reduction of profits. A person
who cannot sell his labour is in eSteCL told
that he is of no use. The first diSBculty
causes annoyance or loss. The other is a
personal catastrophe. This difference re-
mains even if an adequate income is pro-
vided, by insurance or otherwise, during
unemployment; idleness even on an in-
come corrupts; the feeling of not being
wanted demoralizes. . . .*

p for the United Automobile Wmk-
en, as reported in the Wcthtngton Fait for April
8, 1944.

'WilUaat H. Bevoldge. FuU Emplofmemt m «
Pne Sodetf (Near York, W. W. Nacton ft Com-
pany, Inc.. 1945), p. 19.

In other words, having a job is essential
to the individual's dignity and sense of
importance as a member of the com-
munity. Thus, although from a strictly
economic standpoint a good argument
can perhaps be made for the dole in
contrast to work relief, from a psycho-
logical standpoint work relief is clearly
preferable.

From both the economic and the
emotional standpoints the history of
Europe during the period since World
War I has greatly heightened the in-
terest in full employment. The steps
taken by authoritarian states to provide
employment opportunities for all their
working population have appealed to
many Americans who felt so strong a
reaction to the mass unemployment in
this country during the lgso's that they
were willing to make some sacrifice of
liberties in exchange for personal job
security. Such ideas have been strongly
stimulated by the notable success of
Russia as a great military power, as well
as by the fact that the war apparently
made it possible to difiEerentiate between
a "bad," or Fascist, brand of totalitarian-
ism in Germany and Italy and a "good,"
or Socialist, brand of totalitarianism in
the USSR.

The Meaning of Full Employment
It is dear enough, then, that the popu-

lar demand for full employment has
definitely understandable antecedents
and is a strong force to be reckoned
with. But what do we mean by "full
employment"? Obviously we do not
mean the kind of full employment
which appears in many primitive or
pioneer societies, where everyone must
keep busy from dawn to dark in order
to obtain a bare subsistence. That is
the kind of full employment that goes
with poverty, and we do not intend to
surrender the hig^ standard of living
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achieved by a modern industrial econ-
omy; rK)r do we wish to forego ample
opportunities for education, culture,
recreation, and leisure. Yet historically
some tendency to irregfularity in em-
ployment goes with the achievement of
a high standard of living; and while up
to 1929, at least, we were broadly toler-
ant of these irregularities in employ-
ment so long as we had prosperity, today
people are saying essentially thiat they
want both a high standard of living and
regularity of employment.

Nor do we mean the kind of full em-
ployment which exists in the completely
anthoritarian state. The fullest indi-
vidual freedom of choice is a precious
heritage of the American people. We
want to preserve and expand it. And
we want ample opportunities for jobs,
yet do not want to be told by author-
ity what jobs we may or may not work
at, or what we may or may not do with
our incomes. We want a full employ-
ment that does not abridge our individ-
ual freedom, for freedom of choice is
also exceedingly important to the dig-
nity of the individual.

And, if we think it over soberly, we
do not really mean the kind of full em-
ployment that characterizes a war econ-
omy. In spite of its emotional appeal,
the idea that "the same manpower, the
same plant and equipment, and the
same know-how can produce just as
abundantly for peace" is a feillacy.
What we get in war is not merely full
employment; it is overemployment. In
the United States several million people
have been employed, including younger
persons, older persons, and housewives,
who ought not to remain indefinitely in
the labor force. Ideally many of them
should return to education, to retire-
ment, or to home duties. Furthermore,
the hours of labor in numerous indus-
tries are longer than is socially desirable.

The community cannot maintain this
employment pace indefinitely. War-
time employment is like the 100-yard
dash, which can be performed at a much
faster pace than the mile run. The
large volume of wartime production is
obtained at a substantial disregard of
costs and various other obstacles which
normally limit output. It is impossible
to see how similar conditions of pro-
duction can be maintained in a peace-
time economy which preserves any
reasonable freedom of choice. Wartime
production, furthermore, is greatly sim-
plified by the fact that for nearly half
of the total output there is only one
single customer, namely, the govern-
ment. Other regular customers for nu-
merous items of peacetime goods are
greatly restricted in their freedom of
purchase; manufacturers are not free to
decide what they will make and what
materials they will use; labor is con-
trolled to a substantial degree in its
choice of occupation; and all this fever-
ish production ukes place under the
powerful pressure of government spend-
ing on a scale which continuously
threatens a runaway price inflation.
Finally, it is perhaps superfluous to re-
mark that wartime full employment
piles up untold billions of national
debt. No, the hectic industrial activity
of war is not what we really mean by
full employment.

It may be true, as the foregoing sug-
g;ests, that the emotional implications
of the full employment concept are
more easily to be understood than its
practical peacetime implementation in
a modem democratic economy. But the
very facts of the emotional and political
support which is rapidly being mar-
shalled under the banner of full em-
ployment present a challenge which can
under no circumstances be ignored,
least of all by business. All of us need
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to begin asking ourselves some very important of our current problems,
serious questions with the object of de- Five major questions are posed:
veloping a unified philosophy on high- (l) What is the obligation of govern-
level employment and a considered ap- ment with respect to employment? (2)
proach to this greatest domestic postwar What are the obstacles to a high and
problem. Some of these questions and stable level of employment, and how
also some possible answers are suggested can those obstacles be most effectively
below in outline form. In constructing attacked? (3) How do the employment
this outline, the writer has been con- problems of the transition and recon-
cemed not so much with expressing his version period differ from the longer-
own views as with organizing questions run problems? (4) Should the Murray
and answers which have been formu- Bill be enacted? (5) What steps should
lated by many persons of different shades the government now take toward pro-
of opinion, in order to aid thinking and moting a high and stable level of em
to help develop perspective on this most ployment?

What Is the Obligation of Government with Respect to Employment?

Does the government have an obligation literally to guarantee jobs to all who want
to work (all who are able to work, who are seeking to work, who have finished their
schooling, and who do not have full-time housekeeping resjwnsibilities)?

A. What are the implications of the acceptance of such an obligation?
1. Does it not mean that ultimately the government stands ready to take every-

body onto the public payroll?
2. Does it not mean that the government assumes the responsibility of saying what

a job is, i.e., that the wage is not to be more than so much or less than so much,
that a man may not have two or more jobs, and so on?

3. Does it not mean that ultimately the government will exercise compulsion over
private employers to hire and retain workers at specified wages?

4. Does it not mean that the government will ultimately comf>el the individual
to take the type of work offered at the place and under the conditions offered?

B. Whatever may l>e the answers to these questions, it is clear that if government does
assume the responsibility of guaranteeing jobs to everyone, it cannot guarantee to
everyone a wide choice of jobs. Therefore the acceptance of the responsibility by
government for guaranteeing jobs inevitably means some substantial infringement
of the freedom of the individual to choose the work which he will do.

C. Would a majority of the American i>eople favor the acceptance by government of
an obligation to guarantee jobs if they visualized the ultimate implications? Prob-
ably not.

II

Does the government have an obligation "to assure at all times employment oppor-
tunities for all who want to work"? In other words is there a "right to work" which
government has the obligation to protect?
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A. Does government acceptance of this obligation to assure employmer.t opportunities
involve anything significantly diferent from acceptance of the obligation to guar-
antee jobs to all who want to work?
1. If substantial unemployment persisted in spite of government policies adopted

to meet this obligation, would not administrative pressures force government in
the direction of defining jobs, controlling wages, establishing conditions of
work, and coerdng both employers and individuals?

2. Would not these developments lead straight back to the implications of a gen-
eral government guarantee of jobs?

3. Can a democratic government safely accept such an obligation?

B. The conclusion is that government should not accept the obligation "to assure at
all times employment opportunities for all who want to work," because this obli-
gation is in reality no di£Eerent from the obligation to guarantee jobs to all who
want to work; the difference is essentially verbal.

Ill

At the other end of the scale, what is the minimum obligation of government?

A. It is now universally conceded that the government has the obligation to guaran-
tee a minimum standard of subsistence by relief or otherwise to persons out of
work.

B. The government also has the general obligation for the long run to seek to im-
prove the well-being of people.

C. The government also has a paramount obligation to protect the freedom of indi-
viduab.

IV

In assuming any responsibility for employment, how far can government go beyond
the acceptance of the minimum responsibility stated above and not abrogate the free-
dom of the individual?

A. It is necessary to reconcile any general responsibility assumed for employment with
the responsibility for promoting and improvii^ the national welfare and responsi-
bility for protecting the freedom of the individual.

B. It is submitted that any notion of a guarantee of jobs in whatever language ex-
pressed is not compatible with the other obligations of a democratic government;
in this area, government should "promote" rather than "guarantee."

C. It is also submitted that the notion of "full employment" is too inflexible to be icc-
ondled with the requirement of advancing economic welfare; the concept of z.
"high and stable level of employment" is more realistic

Therefore the obligation of govenunent for employment should not go beyond accept-
ance of "the responsibility to promote a hig^ and stable level of employment."
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VI

What does acceptance of responsibility to promote a high and stable level of employ-
ment involve?

A. Acceptance of such responsibility involves fundamentally the use of government
action and funds to promote mobility of labor and to assure that the labor market
is, in a technical sense, a good market, not subject to restrictive influences, bottle-
necks, unnatural barriers, and so on. This objective is basic.

B. But acceptance of such responsibility also involves positive action by way of analy-
sis of the obstacles to a high and stable level of employment and the development
of appropriate measures to deal with tbese obstacles, not only by government but
by business and labor.

C. It becomes clear from such an analysis that no general panacea can be effective
but that instead "the battle of unemployment will have to be fought with a galaxy
of measures of all kinds." (The Problem of Unemployment, a pamphlet published
by Lever Brothers and Unilever, Ltd., June, 1943.)

D. Thus a question is raised as to how this "galaxy of measures" shall be coordinated
and made effective.
1. There is grave danger to democracy in centralized authoritarian planning by

gfovemment. (This is one of the serious objections to the Murray Bill.)
a. Such planning leads to more laws and compulsions.
b. Such planning actually is not effective. In the words of Donald Nelson, in

a statement before the House Appropriations Committee in June, 1942,
commenting on tbe organization of the civilian war agencies, "In regard to
these many highly complex problems, there have been those who have
urged as a simple solution tbe assignment of full and sole responsibility to
a single individual. But because these problems are truly so complex, assign-
ment of full and sole responsibility to a single individual by no means nec-
essarily solves the problem. There can be no assurance tbat a particular in-
dividual knows or can get the right answers. A mighty weapon of a demo-
cratic multiple-agency form of government is tbat if affairs are so bandied
as to free tbe intelligence and the ideas of large numbers of men and agen-
cies, tbe chances of finding the rigbt solutions to problems are multiplied
many times. We deny the theory of the superman in favor of releasing the
talents of the many." If this point of view is valid in wartime, bow much
more valid it is in peace.

2. We should therefore proceed in tbe direction of informal, advisory planning
rather than authoritarian planning, and toward a permeation of planning
throughout business, local associations and communities, and numerous gov-
ernmental bodies, ratber tban a concentration of planning in a centralized
planning body. In other words, we want planning to make a free economy
work, not planning to supersede a free economy.

VH

Tbe obligations of government should be considered as relating more especially to
tbe long-term problems of advancing tbe standard of living by increasing capitai in-
vestment and increasing employment, tban to tbe short-term problem of seeking to
insure continuity of employment.
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A. The government can and should undertake policies which will promote saving,
investment, individual initiative, and more highly capitalistic methods of produc-
tion, i.e., greater amounts of capital per worker, since economic history dearly in-
dicates that these are the factors which produce the highest standard of living.
(When the world becomes fully aware of the enormous amount of capital de-
stroyed in the war and the long task of replacing this capital, emphasis on the
old-fashioned virtues of thrift and enterprise is likely to replace the depression-
fostered preoccupation with the danger of oversaving and the virtues of govern
ment spending.)

B. Whereas government can effectively take measures and adopt policies for the long-
run increase in the standard of living over a period of years, disregarding inter-
mediate fluctuations, there is far greater doubt whether government in a democ-
racy can undertake the guarantee of short-run continuity of employment.

What Are the Obstacles to a High and Stable Level of Employment and
How Can Those Obstacles Be Most Effectively Attacked?

I

Some people of working age are unemployed for purely individual reasons.

A. Some of these reasons are justifiable or even laudable.
1. Some persons may be seeking improvement in their situation by changing jobs.
2. Some persons may be withdrawing from the labor market, e.g., young women,

in order to become housewives.
3. Some persons prefer only seasonal employment.
4. Some persons financially independent may prefer not to work.
5. Some persons are unwilling to accept some of the job opportunities offered,

because the going wages are considered to be too low, the conditions improper,
or the character of the job undignified.

B. Some of the reasons are unfortunate or not laudable.
1. Inability to work on account of health.
2. Inability to work steadily because of psychological maladjustment.
3. Unwillingness to work — laziness.
4. Unreasonable lack of labor mobility.

C. To the extent that these individual reasons for unemployment ought to be rem-
edied, possible approaches are:
I. More and better education, espedally in some r^ons.
9. More extensive health programs, espedally in some regions.
3. Development of higher consumption standards (in addition to what is accom-

plished by education).
a. By business advertising.
b. By government prop^^anda.

4. Increasing the geographical or occupational mobility of labor through such
means as development of travel assistance funds and special training proĝ rams.
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II

Some jjeople of working age are unemployed because no one is currently offering them
jobs for purely local and particular reasons.

A. Some of these reasons are accidental, unpredictable — e.g., fires, floods, and other
"Acts of God."

B. Part of these reasons are incident to necessary business conditions and changes.
1. Employment that is inevitably seasonal, e.g., in agriculture.
2. Necessary part-time employment.
3. Natural decline in particular industries by reason of market changes and tech-

nological changes. (Labor mobility cannot be expected fully to keep pace with
such developments.)

C. Part of these reasons are incident to mistakes in judgment by business and labor
management.
1. Misjudgment of demand, either qualitative or quantitative.
2. Mistakes in estimating costs.
3. Errors in pricing, by management or by labor.
4. Mistakes or omissions in technology.

D. To the extent that these local and particular reasons for unemployment are reme-
diable, possible approaches are as follows:
1. Measures to be taken by business and labor.

a. Better education for business managers and labor leaders.
b. More attention by business management to the seasonal problem.
c. Use of annual ws^e plans in industries where suitable.
d. Better understanding by business and labor of market price problems.

2. Measures to be taken by government.
a. Wider dissemination of business information.
b. Extension of Social Security to cover more groups.
c. Continuation and expansion of the merit rating system in unemployment

compensation.
d. Protection of consumers against monopoly pricing by business or labor.

Ill

Some of the reasons why people are not currently being offered jobs are general rather
than individual or local and particular; they manifest themselves over large numbers
of businesses at more or less the same time. It is surmised that some of these general
reasons may be chronic, that is, that they may represent long-run and perhaps grow-
ing tendencies in the American economic system. Consider, for instance, the follow-
ing hypotheses. These hypotheses have been formulated by various observers and are
set forth here not as an established or mutually consistent analysis of the situation
but rather as possibilities of dangers that are to be avoided.

A. Deficiency in consumption because of:
1. Failure of consumption habits to keep pace with productive capacity.
2. Maldistribution of income (too little going to the lower income groups) tend-

ing to prevent sufficient consumption.
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B. Lack of a suCBcient number of new employers because of:
1. Social and governmental atmosphere unfavorable to profit seeking.
a. Disappearance of geographical frontiers. (Sdentific frontiers, e.g., possible new

vistas as opened up by electronic developments, are less tangible to the average
individual.)

3. Sophisticated and cynical outlook toward the future. (Danger of a little knowl-
edge.)

4. Progressive tax program lessening profit expectations.
5. Difficulty in obtaining capital for new enterprises in the face of:

a. Taxes discouraging investment.
b. Too rigid government controls, e.g., by the Securities and Exchange Com-

mission.
6. Difficulty of competing against large established enterprises.

C. Lack of sufficient incentives to private investment in either new or old businesses.
1. Clouding of profit prospects for reasons listed above.
8. Tendency of the tax system to force large income redpients to seek security.
3. Weakening of government protection to patent holders.
4. Tendency of large businesses to provide needed capital from their own opera-

tions.

D. Chronic tendency to insufficient supply of money (except for fortuitous events,
such as gold discovery in California, development of the cyanide process, and so
on) causing persistent deflationary pressure.

£. Chronic tendency for "intended saving" to expand at a faster rate than national
income with consequent tendency of the economic system to reach equilibrium at
a point below a high level of employment. (The Keynesian theory.)

F. Too much government interference in behalf of particular groups, making it more
difficult for markets to achieve balance. (Part of the Hayek theory.)

IV

Although there is much doubt whether it can be shown that any of these possible
chronic causes have been important factors in causing unemployment in the United
States in the past, some of them might become important factors in the future; and
therefore business, labor, and govenunent should guard against them. Possible meas-
ures indude the followii^, to be taken partly by government, partly by business man-
agement and labor, partly by the educational system, and partly by various kinds of
assodations and institutions. ^
A. Promotion of the greatest freedom of individuals, especially to engage in business

enterprise.

B. More friendly attitude of government toward profit seeking.

C. Tax changes to encourage greater private investment.
I. Reduction of high surtax rates on individual incomes.
X. Almlition of tax-exempt securities.
5. Abolition or substantial reduction of double taxation of dividends.
4. Reform of urban real estate taxation.
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5. Greater stability in the tax situation achieved by:
a. Dii inPiion in the number of changes in tax statutes.
b. GrCaie'̂  Consistency in tax administration.

D. Tax changes to piomote more business venturing.
1. Abolition of coiporaiion excess profits tax and reduction or abolition of the

corporation normal (ax.
2. Raising tax exemption of profits of new businesses in their early years.

3. Longer loss carryoxer for new businesses.

E. Protection against monopoly or restriction of output by either business or labor.

F. Modernization of building codes to take account of new methods of construction.

G. Simp]ific;ition of government "red tape" for small businesses, e.g., SEC rules.
H. Bttier -diication in schools and colleges on fundamental economics of private en-

terprise, c pecially on the social importance of profits.

I. Provision ' lr free higher education of all who show promise of making unusual
iiUcUectua . cultural, or moral contributions.

J. liiiaucial support oui of lax receipts for research in pure science and health (but
[lot government control (il ihis research).

K. Monetary measures to guard against deficiency in money supply, e.g., possible
"monetization" of part of the national debt.

L. Participation in world political organization to promote world economic develop-
ment and social improvement.

M. Reversal of present trend toward administrative law in order to î et back to gov-
ernment by principles rather than government by men.

Some of the general reasons why people at times are not being offered Jobs are clearly
of a fluctuating character and tend to recur in changing combinations and patterns
more or less periodically (business cycles). This type of recurring "mass unemploy-
ment" is clearly the major obstacle to a high and stable level of employment. The
causes of these cyclical fluctuations in business are much less simple than many politi-
cians would have us believe. On the other hand, they are not a complete mystery,
and there is more agreement about them among competent economists than the aver-
age individual supfKMes. The hypotheses concerning business cycles listed below are
to be distinguished from the hypotheses concerning possible chronic tendencies to-
ward a low level of employment, although the existence of some of the latter unques-
tionably would help to predispose the economic system toward periodic upsets.
(Again, the following hypotheses are drawn from the work of many observers and
do not in themselves form a fully accepted or mutually consistent bcidy of doctrine.
Social action cannot wait on complete agreement among economists as to causes of
cyclical fluctuations but must proceed by erecting safeguards against the chief poten-
tial dangers.)

In a dynamic enterprise system, some introduction of disturbing elements is inevi-
table, e.g., crop failures; some of it is a necessary condition of progress, e.g., new in-
ventions. The causes of business cycles are not to be thought of as consisting of these
initial disturbing factors, but rather of those tendencies and conditions in the busi-
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ness and social structure which lend a multiplying, cumulative, contagious effect to
the initial influence of the disturbing factors. The problem is not one of removing
the disturbing factors, but it is rather the problem both of preventing the cumulative
effects from going very far and of cushioning the impact of those effects on individu-
als and businesses. These real causes of business cycles may be most conveniently an-
alyzed, and counter measures considered, under the general headings of irregularities
in spending, irregularities in saving, and irregularities in investment.

A. Irregularities in spending.
1. Irregularities in consumer spending may be caused by:

a. Unevenness in production and employment.
b. Variations in the cash balances of individuals.
c. Increasingly volatile character of consumer demand, e.g., optional choices,

fashion, and so on.
d. Deferable character of consumer spending for durable goods.
e. Widespread use of consumer credit. ^
f. Alterations in consumer psychology, i.e., in expectations of the future.

2. Counter measures to deal with irregularities in consumer spending.
a. Reduction of irregularities in production and employment, i.e., in business

spending. Most of the evidence suggesu that irregularities in consumer
spending are caused by irregularities in business spending rather than the
reverse.

b. Cushioning individuals against the effects of irregularities.
i. By government — extension of Social Security to cover more g^ups, in-

crease in the amount of Social Security payments f>er individual, lengthen-
ing of the period over which payments are made, and other liberalization
of payments, for the general purpose of divorcing in some degree fluctu-
ations in income from fluctuations in production.

ii. By business — use of separation wages or other devices to cushion lay-offs.
c. Some continuing government control of consumer credit, e.g.. Regulation

W, and use of other qualitative credit controls such as changes in margin
requirements, changes in bank examination policies, chang;es in the valua-
tions at which coirmercial banks are permitted to carry government bonds,
changes in the percentages of real estate valuations utilized in setting mort-
gage terms, and so on.

3. Irregularities in business sfiending may be caused by:
a. Irregularities in investment (possible, but the reverse is more likely).
b. Irregularities in the extension of capital equipment, from such causes as:

i. The "acceleration prindple," that is, the fact that the provision of capital
goods to meet antidpated demand for the resulting consumer goods must
of necessity proceed more rapidly and then decline more abruptly than
does the output of the final consumer g^ods.

ii. Changes in the long-term interest rate.
c. Occasional alterations in the profit outlook as costs catch up.
d. Necessary occasional clearing away of the debris of business mistakes.
e. The elastidty of the money and credit system — a two-way elastidty which

facilitates booms but causes a rapid cumulative contraction in depressions.
f. Alternating swings of 'business sentiment from optimism to pessimism.
g. Variations in the rate of technological change and in the rate of development

and exploiution of such change.
h. Changes in the political and social atmosphere.
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i. Price rigidities growing out of monopolistic pricing by either business or-
ganizations or labor organizations.

j . Raw material overproduaion, particularly the chronic tendency toward such
overproduction arising from the economic pattern of some countries,

k. Governmental interferences.
i. Government encouragement of raw material overproduction in the inter-

est of national self-sufficiencies.
ii. Government support of monopolistic pricing by special business or labor

groups, increasing the difficulty of odier economic factors in attaining
equilibrium. There are so many restrictive laws with respect to prices,
taxes, and methods of sale that recovery after a downturn is seriously
impieded.

B. Irregularities in investment may be caused by:
1. Irregularities in business spending and irregularities in the birth rate of new

businesses.
2. Alterations in investors' expectations of profit arising from tax changes, changes

in political and social atmosphere, and change in business prospects.
3. Alternating swings of investors' sentiment from optimism to pessimism.
4. Changes in legal restrictions on the investments of institutional investors (banks,

insurance companies, and so on); since so laige a part of investment is now
done by institutions, relatively minor chanĝ es in their policies can ha^e dispro-
portionately large effects.

C. Irregularities in savings.
I. According to Keynes, "intended savings" tend to increase more rapidly than

national income at a time when the latter is rising. In Beveridge's words {Full
Employment in a Free Society), ". . . the pattern of income distribution in our
society is such that, whenever the national income expands, intended savings
expand at a faster rate than the national income. Intended savings, however,
become real savings only when they are offiset by loan expenditure. As savings
rise at an ever-accelerating rate, so somebody's loan expenditure must rise at
an accelerating rate. This produces increasing internal tension, if only because
of the growing volume of private indebtedness. A small curtailment of bank
credit may stop this process and usher in depression. Even if no conscious pol-
icy of credit restriction is introduced, a small abatement in the optimism (i.e.,
profit exp>ectations) of businessmen may do the same. But even without any
special assumptions as to credit policy and business confidence it is at least
plausible that a process cannot continue indefinitely when it depiends up>on
some factor — current investment — g[rowing at a steadily accelerating rate. Nor
is this all. Current investment activity means making current additions to the
existing stock of capital. The new capital, forthcoming in ever-growing vol-
ume, competes with the old and reduces the profits obtainable on the old.
Since new investment — in an unplanned market economy — de{>ends ufion fa-
vourable profit expectations on the part of entrepreneurs, it is not likely to
grow at a rapid rate when the profits obtainable on older equipment show a
continuously falling trend."

D. Counter measures to deal with the insularities of business spending, investment,
and savings.
1. Measures by grovenunent for preventing cumulative trends from g^ing too far.

a. Use of a special compensatory hudget always to be underbalanced in de-
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pression and always to be overbalanced in prosperity (but periodically to
attain a balance). This spedal compensatory budget should be part of the
regular government budget machinery. It should be reported r^ularly to
Congress but should not, as in the Murray Bill, be rigidly tied to a number
of jobs or a predetermined level of national output. Reduction of taxes in
depression should be considered as one of the methods of underbalancing
the compensatory budget. For psychological reasons the spedal compensa-
tory budget might well be separated from tht regular budget, which would
normally be balanced.

b. Monetary controls (partly extension and strengthening of existing controls)
over such matters as interest rates, required reserve ratios, open-market op-
erations, use of credit for various purposes, government guarantees of credit
for certain purposes, e.g., variation in rates on government-guaranteed real
estate loans. These controls should be both of a quantitative and of a
qualitative nature. An important object of such controls is to prevent a de-
crease in the quantity of money below the amount needed in a growing
economy. It is equally important to apply monetary controls of both types
to take the top off a boom; but it should be noted that the size of the gov-
ernment debt and the pattern of its ownership in the postwar period will
greatly increase the difficulty of making these monetary controls effective.

c. A program of needed public works desigpied to complement the swings of
the building cyde (which are not the same as those of business cycles).

d. Tax measures to promote better adjustment of business spending, i.e., curb
somewhat in booms, promote in depressions. These measures might consist
in part of variable depredation rates and varying rates of taxation on earn-
ings used in different ways.

e. Some controls over speculative excesses in securities, inventories, and real
estate.

f. Partidpation in international raw material agreements (represenution to
be given to the consumers and synthetic producers as well as to the natural
raw material producers).

g. Controls over monopolistic pridng by business or labor. It should be recog-
nized here that withdrawal of government support from some controlled
price situations is as impmtuit as government eHforcement of existing anti-
trust laws. This is especially true in the building trades.

z. Measures by government to cushion the effects of cumulative cydical trends on
individuals and on businesses.
a. Extension of Social Security to cover more groups, and liberalization of pay-

ments.
b. Use of govenunent lending agendes, such as the Reconstruction Finance

Corporation and the Home Owners Loan Corporation, to carry debtors over
critical periods.

c Federal support of locally organized work relief to meet occasional local
situations that do not respond to the general measures.

d. Assutance to particular groups by subsidies of the "food stamp" type.
e. Use of subsidies to get marginal agricultural producers either off marginal

land or into more profitable dopa (but the type of agricultural subsidies
which tend to keep produoen on marginal land should not be used).

f. More g<enerous loss carryover provisions for small and matginal businesses.
g. Support d job-tzaining progtaim for young people out of work and retrain-

ing progiaais fat lome othen.
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h. Attention by municipal and regional planning authorities to the possibility
under modern improved transportation methods of providing numerous
urban workers with enough land on which to become partially self-support-
ing (the old Henry Ford idea).

3. Measures by business and labor for preventing cumulative trends from going
too far.
a. Greater regularization of business spending for capital expansion, inven

tory accumulation, and maintenance and replacement.
b. Avoidance of purely spieculative opierations.
c. Development of more intelligent price and wage policies.
d. Joint development by business and labor of funds for assisting labor mo-

bility.
e. Better understanding by businessmen of their general economic and social

responsibility.
4. Measures by business to cushion the effects of cumulative cyclical trends on

individuals.
a. More enlightened personnel and human relations policies involving longer-

run planning of the handling of individuals.
b. Use of separation wages.
c. Use of the annual wage where feasible.
d. Efforts of particular companies to develop a permanent basic working force

with expansion and contraction limited largely to those desiring only part-
time, occasional, or transitional work.

How Do the Employment Problems of the Transition and Reconversion
Period Differ from the Longer-Run Problems?

We must not interpret wrongly the inevitably large number of people temporarily
unemployed during the transition and reconversion fieriod while they are chai^ng
jobs. Equally, on the other hand, we should not be lulled into a false sense of security
by possible high employment in a "catching up" period.

II

The peculiar problems of this period will be those which result from serious malad-
justments between types of factors of production needed (especially labor and ma-
terials) and the types available. Such maladjustments will be far ĝ reater than normal
and will affect particularly the production of complex products for which there are
long chains of subcontractors and suppliers. The entire production of automobiles,
for insunce, mig^t be held up by the lack of one or two items, sudi as textiles for
upholstery.

Ill

Major objectives for the transition period should be as follows:

A. Promote q>eedy teconversion on a conipetitive. rather than on a controlled, basis.
B. Adopt policies to increase the mobility of labor and capital so as to meet market

demands as rapidly as possible.
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C. Maintain controls only so long as necessary either for military reasons or for in-
surance of adequate dvilian supplies and prevention of inflation.

D. At the same time, set up a program that will give the greatest possible impetus to
private business investment.

E. Shape polides which will facilitate the necessary reallocations of manpower and
resources required in peacetime markets (in contrast to wartime markets) rather
than permit polides to be so shaped as to maintain an allocation of manpower
and resources inherently unsuited to the postwar situation.

IV

In our thinking we should not mix up polides and measures directed to the spedal
problems of the reconversion period with polides and measures directed to the longer-
run problems of promotii^ a high and stable level of employment. But it is necessary
in this period to be concerned with both these sets of polides and measures since it will
probably be necessary, on the one hand, to curb some immediate spending and yet,
on the other hand, simultaneously to take steps that will promote a great deal of
spending in the later period.

Should the Murray Bill be Enacted?
I

What this bill propKMes.

A. The Federal Government accepts the responsibility for full employment in these
terms: "All Americans able to work and seeking work have the right to useful,
remunerative, regular, and full-time employment, and it is the policy of the United
Sutes to assure the existence at all times of suffident employment opportunities to
enable all Americans who have finished their schooling and who do not have full-
time housekeeping responsibilities freely to exerdse this right."

B. The Federal Government undertakes to maintain continuing full employment in
the United States by the following procedures:
I. The President is to transmit to Congress at the banning of each reg;ular ses-

sion a "National Production and Employment Budget." (Such a budget must
be sharply differentiated from the usual type of purely financial budget, which
normally seeks to balance the income and outgo of the government) This new
type of budget, which is to be prepared in the executive office of the President,
will in the first place set forth for the ensuing fiscal year (i.e., the year b a n -
ning the following July 1) the following estimates:
a. The estimated size of the total labor force, including the self-employed.

Presumably this will be an estimate of the total labor force over and above
an inescapable minimum number of persons unemployed for "frictional,"
i.e., personal and local, reasons.

b. The estimated necessary amount of spending by consumers, business, and
government agendes to provide the foregoing number of jobs. This means
the total amount of spending needed to produce su<Ji volume <i£ total na-
tional product at the expected price level as will be necessary to provide
employment opportunities for the total estimated labor forte.

c The amount of spending by oonsiuners, business, and govenunent agendes
which can normally be expected for the period under consideration.
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2. If the estimate of the expected spending is smaller than the estimate of the
required spending, this difference is to be regarded as a "deficiency" in the
"National Budget" and is to be dealt with as follows:
a. First the President shall set forth in the "National Budget" a general pro-

gram for increasing spending by consumers, business, and all other agencies
except the Federal Government. This program, which may include policies
and activities with reference to taxation, banking and currency problems,
wa^es, prices and competition, foreign trade, agriculture, development of
natural resources, and so forth, is to be aimed at promoting sufficient in-
crease in investment and expenditure by private enterprise to overcome
the estimated deficiency.

b. But the investment and expenditure by all these sources other than the
Federal Government may still be deemed insufficient to provide the total
volume of national output needed to meet the estimated requirement in
terms of number of jobs. In that case the President in the "National
Budget" is to propose a general program for spending by the Federal Gov-
ernment in sufficient amounts to bring the aggregate volume of spending
up to the level necessaly for full employment.

3. If by any chance the estimated volume of probable normal spending (without
any government action) should be greater than the volume estimated to be re-
quired for a full employment volume of production, then the President is to set
forth a program for reducing the aggregate volume of spending to the required
level in order to avoid inflationary developments.

4. Congress is to establish a joint committee on the "National Budget" with the
functions of:
a. Studying the "National Budget" transmitted by the President.
b. Refiorting its recommendations not later than March i of each year, setting

forth a general policy to serve as a guide to the several committees of Con-
gress dealing with legislation relating to the "National Budget."

5. The President is to review quarterly all Federal Government spending in order
to see whether the current and anticipated level of nongovernmental spending
is such as to warrant any change in the Federal Government spendii^ program;
and subject to the provisions of applicable legislation he may then vary the
rate of federal spending to sudi extent as is deemed necessary to assure continu-
ing full employment.

C. Nothing in this bill is to be construed as authorizing:
I. The operation of plants, factories, or other productive facilities by the Federal

Government.
X. The use of compulsory measures of any type whatsoever in determining the

allocation or distribution of manpower.
3. Any change in the existing procedures on appropriations.
4. The carrying out of any program set forth in the "National Bud^t" unless

such program shall have been authorized by providons of law other than this
act.
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n
Some questions on the practical effects of the Muiray Bill.

A. Is it workable from a technical standpoint?
1. There is extraordinary difficulty in making accurate predictions of economic

events and magnitudes as far as is or 24 months in advance: but in order to
present such a "National Budget" as proposed to Congress in January of each
year for the fiscal year beginning on the first of the next July, it would be
necessary for those concerned with the preparation of this document to essay
predictions at least this far in advance with respect to volume of spending by
consumers, by business, by g^ovemment; with respect to the total output re-
sulting from such spending; with respect to the number of jobs resulting; and
with resf)ect to the price level.

2. The existing data are subject to numerous imperfections and the same is true
of such additional dau as might reasonably be obtained.

5. There is great uncertainty in many of the economic relationships involved,
such as, for example, the relation oi various types of spending to employment;
the so-called "multiplier" is not constant and may under some circumstances
even be negative; in some situations government spendingtnay have the effect
of raising prices instead of increasing employment.

4. The pattem of economic relationships is so complex, slow-moving, and in some
parts obscure, and the data themselves inevitably lag so far behind the events,
that a comer ordinarily cannot be recognized until several months after it has
been turned. Hence the machinery proposed in this bill might well result in
government spending at the wrong time, that is, at such a time as to enhance
inflationary pressures.

B. What would be the results on the behavior of the government as a political body?
1. Would not the Administration be impelled for political motives always to find

a prospective deficiency in the "National Budget" and consequently always to
recommend government spending in each fiscal year?

2. Would not local interests in different sections of the country be reflected in
"log-rolling" tactics in Congress which would tend to increase the amount of
government spending?

3. Would not the govemmeDt be pnme to fall back on the spending remedy in-
stead of taking the necessary measures to stimulate private enterprise? If gov-
ernment spending was so easily available as a crutch, would government ever
take the steps necessary to a healthy revival of private enterprise?

C. What would be the resulu of this bill on the behavior of business?
I. Would businessmen be sufficiently encouraged and reassured by the adoption

of these govenunent measures for underwriting employment so that they would
expand thdr activities with sudi vigor as to make the spending provisions of
the bill inoperative?

s. Or would burinesnnen immediately assume that large government spending
under the provisicmt of this bill would ineviubly cause a rise in taxes to
meet the h^^er canying diaige* on the increased debt, and would they there-
fore hold badi and wdi to avoid new daks?
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3. If tbe government assumed tha,t businessmen were going to act in some partic-
ular way over tbe ensuing 12-month to 24-month period and laid out a pro-
gram accordingly, is it reasonable to expect that businessmen's actions would
not be affected by the government's plans to carry out its prc^ram as soon as
such plans became known? Is not a contrary expectation more realistic? And
in that event, would the government be able to alter its plans rapidly enough
to take account of the changed pattern of business action?

D. What would be the effects of this bill on labor?
1. Would it not tend to decrease the mobility of labor? Would not labor try to

interpret the government underwriting of jobs as an underwriting of jobs for
particular kinds of labor in particular localities?

2. Would not the existence of such legislation decrease the willingness of labor
to accommodate itself to necessary industrial changes?

E. What would be the financial consequences of this bill?
1. Althoi^h it is plausibly maintained that government debt incurred for pur-

poses of increasing employment should present no.more of a problem than
private debt incurred for the same purposes, nevertheless a sharp difference lies
in the fact that the projects of private enterprise financed through private debt
normally earn their own carrying charges, whereas there is no guarantee that
government projects financed through government debt will eam their own
carrying chaiqges. Is it possible to try to set up such a yardstick of the power to
earn carrying charges with respect to so-called government "investments"?

s. If it is not possible to establish such a yardstick for government "investments,"
and if the political asp>ects referred to above prevent this government spend-
ing from having a genuine compensatory character, then does not this bill {x>int
the way to a steadily expanding public debt over an indefinite {>eriod of time?

3. Therefore, would not the lor^-run consequences of this bill eventually be
either ungovemed inflation or the imposition and maintenance of riĝ d con-
trols on prices, manpower, and materials in order to prevent development of
the typical inflationary consequences?

4. Would not existing financial institutions and capital markets be so susceptible
to the frequent variations in fiscal policy contemplated by the bill that they
would be handicapped in carrying on their usual functions?

F. What would be the effects of the bill on government administration?
1. Whenever the act failed to produce the desired results, would not strong pres-

sures develop for the government to take administrative action to chai^ any
behaviors of either business or labor which seemed to be thwarting the attain-
ment of the desired objective? Such further controls might indude complete
control oi wages, ccmtrol of the movement of labor, control of hiring by busi-
ness.

>. When the experts ^tagreed or yAen long discussion of Congress delayed ac-
tion, would not strong pressures appear for arbitrary adininistrative action by
govetnment?

3. As suggested above, would not the financial consequences of continued gov-
ernment deficits force the impontimi of many additional administrative busi-
nasoontrob?

4. Would not Qmgress thus gndnally fade out of the pictmc?
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G. What would be the effects of the bill on intemational relations?
1. Would the e&ect be to improve intemational relations by ĝ uarding against

mass unemployment in the United States which might be transmitted to other
countries through the mechanism of intemational trade?

2. Or would the effect be to increase the resort to unilateral trade and currency
measures by other countries because of short-run measures adopted by the
United States Government in the effort to mainuin full employment, such
measures, for example, as maintenance or increase of trade barriers to keep out
products of countries with lower prices and wages, and maintenance of agricul-
tural income by the use of export subsidies? In other words, is the objective of
immediate full-time employment in the United States compatible with the
longer-run adjustments which are necessary if the United States is to fit into a
world economy?

Ill

Conclusions as to the principal values of the Murray Bill.
A. The bill directs attention to the fact that the government has a definite and con-

tinuing responsibility to safeguard and enhance the sound functioning of the na-
tional economy. This is a continuing responsibility and not one that appears only
in an emergency.

B. The bill serves to focus attention on the need of fiscal compensatory action by the
Federal Government in periods of depression and boom, that is, the need of main-
taining or increasing the volume of money in periods of depression and checking
or decreasing it in periods of boom. (It is a mistake, however, to set up definite
machinery for compensatory federal spending action on a rigid year-to-year basis.)

C. The bill serves a useful purpose in bringing together in one place a consideration
of all the factors bearing on the prospective total national output and consequent-
ly on the level of employment. (The mistake, however, is in seeking to translate all
these complex considerations into a rig^d piece of authoritarian national plan-
ning.)

rv
Conclusions as to the principal drawbacks of the Murray Bill.
A. This bill makes a single centralized approach, largely on the basis of federal spend-

ing as a paioaoea, to what is actually an enormously complex problem, because
from a practical political standpoint it makes the use of goverrunent spending as
a general panacea virtually inevitable at all times; the year-to-year possibility of
falling back on spending as a remedy seems likely to prevent e^ctive trial of the
numerous other appioadies suggested in this outline.

B. This bill endiely neglects the longer-run responsibility of the government for
promoting a high general standard of living through savings, provision of increased
amounts of capital equipment, rewards for exerdse of initiative, and so forth.

C At the same time this bill for the short run accepu on behalf of the Federal Gov-
ernment a responsibility for maintaining fuUemfdoymentfaxmi year to year whidi
the Federal Government caiuot discharge and still remain a democracy.

D. This bill makes the government assume a statistical and econoouc fcnecasdng task
which is virtually impossible in a modem &nee sodety, not merdy because of lack
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of some of the data, but also because of tbe unpredictability of certain economic
causes and effects, and the ineviuble time lag of statistical data behind the events
which they reflect.

E. The bill requires too much centralized authoritarian planning, giving too mucb
power to the President and his executive office.

F. The bill is almost certain to lead to increased government controls over business;
it goes far toward creating a vicious spiral in which the existence of government
intervention would continually increase tbe apparent necessity for greater govern-
ment intervention.

G. The bill gives no recognition to the special problems of the transition period and
the special treatment which they require.

What Steps Should the Government Now Take Toward Promoting a^High
and Stable Level of Employment?

Establish a permanent National Economic Council of nationally prominent business-
men, labor leaders, economists, and public officials with the continuing duty of
recommending a variety of approaches, by specific government and business action,
to the full employment problem; this body should not have specific administrative
powers, but it should be so constituted that its recommendations would carry great
weight with Congress and the business and labor community. It should be virtually
a supreme court of national political economy but with decisions enforced by its
standing and reputation rather than by specific grants of authority.

II

Establish a Joint Congressional Committee on the National Welfare substantially
along the lines proposed in the Murray Bill, to consider and act on recommenda-
tions of the National Economic Council.

Ill

Make it the responsibility of the Bureau of the Budget (or other suitable govern-
ment agency) to present from time to time recommendations with respect to a long-
term compensatory budget to be underbalanced in depressions and overbalanced in
booms but periodically over intervals of several years' duration to reach a condition
of balance. At the same time reoî ganize and tighten up the whole fiscal and budg-
etary processes of the government so that a particular fiscal policy when developed
can be made effective.

IV

Develop immediately a tax program that is designed to encourage investment and
increase the number of employers of labor, especially new employers of labor. (Such
a tax program should not necessarily be put into effect immediately.) At the same
time develop a longer-run program for the int^iation of fedend, state, and local
taxation.
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Take steps to insure that federal, state, and municipal programs of needed public
works will at all times be kept advanced to the blueprint stage.

VI

Reduce government expenditures just as rapidly and drastically as the military situa-
tion will permit.

VII

Relax government controls and restore competition as rapidly as is consistent with
military needs. Abolish or streamline spiecial government war agencies in order to re-
turn as rapidly as p>ossible to the rule of law rather than the arbitrary decisions of
individual administrators.

vin
Provide for government assistance to small business, especially new small business,
through development of better mechanisms for supplying long-term capital, espe-
cially equity capital. Provide also for government assistance to small business through
scientific help, through adequate patent information and protection, and through en-
forcement of laws against business monopolies.

IX

Provide federal aid out of tax funds for general scientific and health research.

Establish a system of national scholarships to provide higher education for persons
of outstanding capacity who otherwise would be unable to continue their schooling.

XI

Especially during the transition period devote special attention to accelerating the
speed of reconversion on a competitive basis, with minimum emphasis on S[>ecial
privileges for particular groups and maximum emphasis on rapid re-employment of
labor and speedy restoration of civilian goods to the market.

XII

Establish a national labor policy which will give individual workers and the public
greater protection ^^nst monopolistic and restrictive praaices on the part of some
labor leaders and at the same time adequately protect labor in its right to organize
and bargain collectively.

XIU

Revise governmental collection of trade, industry, and employment statistics in such
a way as to throw more emphasis on prospective magnitudes.



^ FOR SMALLER BUSINESS
RICHARD LAURENCE ROSENTHAL

SYMPATHY for smaller business
and the smaller businessman has
been loudly proclaimed and

turned to political advantage, with
particular emphasis placed on the in-
ability of smaller business to obtain
capital at a reasonable cost. Nice-sound-
ing phrases have been coined, constantly
reiterating that the dilemma of the
smaller businessman and of smaller
business is the inability to procure funds
for expansion. As if inability to pro-
cure funds were the only thing which
kept smaller business from becoming
larger; and as if lack of capital were
the only problem, or even the most im-
portant one, that smaller business had!

The Real Dilemma
Regardless of the f>olitical appeal of

this point of view, experience with
smaller business and smaller business-
men indicates that availability ot capital
is relatively secondary compared with
the primary problems and difficulties
which develop because smaller business
is often inadequately organized, par-
ticularly to provide proper management
in all the areas vital to efficient opera-
tion. These problems and difficulties
stem largely from the fact that success-
ful smaller businesses usually owe their
existence to the particular talents, dy-
namic but limited, of one man, who is
usually the owner of the so-called
smaller business. And the real dilemma
arises when a successful smaller business
begins to grow large enough to need
the application of additional manage-
ment skill, but the one-man owner does
not see the need of it, or for some

reason is unwilling or unable to take
the steps to get it. Indeed, it may be
that the very nature of smaller business
itself makes the existence of this di-
lemma largely unavoidable.

Let us set up a hypothetical example
illustrating the way in which this di-
lemma may develop for an individual
smaller businessman. The owner of
a metal processing company may be an
expert at process development or pro-
duction in the "job-shop" sense. His
accomplishments in this direction may
make it possible for his business to
develop to a f>oint where its volume
approximates $500,000 a year, with
commensurate profit. At this point the
business has reached a stage where fur-
ther expansion and satisfactory opera-
tion at reasonable profits require, among
other things, proper cognizance of costs.
This is not just recapitulating "what's
left in the till" at the year's end, but
rather, and much more important,
knowing throughout the year what jobs
should cost before they are taken, and
having a system which will tell as the
jobs progress whether the actual costs
are running above or below precontract
estimates. And because the production
genius may very well have had little
or no experience in setting up proper
accounting systems, he runs into diffi-
culty. These circumstances are clearly
manifestations of growing pains.

It is also likely that this same repre-
sentative smaller businessman may find
it necessary to ask his bank for funds
with which to finance his expand-
ing business, only to be met with a
request (a fair enough one, jjarticularly
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considering the risk inherent in making
a loan to a "one-man concern") that he
prepare cash and working-capital fore-
casts. The two terms alone may be the
equivalent of Greek to him —and he
did not study Greek. Under these con-
ditions, both the bank and the prospec-
tive borrower are stymied; and the bank
cannot be blamed. Or, if he under-
stands the terms, he may not have the
skill or know the techniques for pre-
paring the required material. This type
of businessman usually cannot visualize
the desirability of having a "high-price
accountant" in his full-time employ, be-
cause "figure benders talk a different
language." Thus, he is forced to ask the
accountant, whom he may call in only
for annual tax returns and the necessary
audit at that time, to try to prepare the
required material. Because the produc-
tion genius and the accountant often do
not talk the same language, communi-
cation on the subject proves difficult;
the records of the business are not suf-
ficiently detailed to provide a proper
basis for such projections; and the ac-
countant called in either cannot do the
job or does a sketchy, inaccurate one.
So &r as the bank is concerned, cash
and working-capital forecasts may be
badly wrong only once — after which
credit ceases to become available.

In such a case the businessman in
question, and those who sympathize
with him, may mistakenly blame his
failure to expand on the inability to
obtain capital. But the real reason is
that this smaller businessman (and
many another like him) finds it diffi-
cult to obtain funds because of his own
shortcomings and the foulty way he has
organized and run his business. The
man in question might easily have en-
countered difficulty throi^h shortcom-
ings in some function other than ac-
counting. For example, he might lack

experience or ability in setting up shop
systems so that in larger-scale mass
production comparatively complicated
jobs flow from one individual group of
machines to another properly and ex-
peditiously. No, it is not unavailability
of funds which is the obstacle, but rather
the much more important lack of
pro[)er, fundamental organization.

Some Actual Cases. Variations of this
situation are found with surprising fre-
quency among all types of manufactur-
ing and merchandising endeavors. Here
are two actual cases:

(i) The case of a plastics manufac-
turer, who was highly skilled in desig;n-
ing and equally competent at creating
molds and machine setups which would
produce unusual and intricate items,
bears out the hypothetical example used
above. This man lacked the accounting
system to give him the proper knowl-
edge of costs. His design and production
talents permitted him to grow only to
the point at which he was doing a bxisi-
ness large enough to necessitate his
knowing his job costs, in order to
bid intelligently and to sell at a price
level which would more than pay for
the depredation of his machines. Be-
cause his organization had not been set
up to supply this information, his busi-
ness could not grow without danger; if
it continued to grow helter-skelter
thereafter, there vras the actual pos-
sibility that the owner would end up
by filing a petition for bankruptcy.

(«) The case of a smaller business
which produced perfumes and cosmetics
illustrates lack of attention to an im-
portant function in another manage-
ment area. The owner was an excellent
chemist and a smart container designer.
But his business organization lacked a
merchandiser who was as good at seUing
as the owner was at creating formulas
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and designs for bottles. And the busi-
ness reached a level from which funher
growth was improbable.

Each of the above cases represents a
situation recently encountered by the
author among smaller businesses. In
each case the smaller businessman was
concentrating on what he knew best and
letting other equally vital matters take
care of themselves. Fortunately, each
of the businesses was assisted in an inter
nal reorganization, and the owners were
convinced of the desirability of forging
the weak link in the chain of their
organization. As a result, each of the
businesses has survived the growing-
pains stage and is well on the road to
further productive expansion.

The Diagnosis
The author's experience on a consult-

ing basis with businesses in the $250,000
to $2,500,000 sales category has revealed
that almost without exception these
companies lack proper organization in
a fundamental sense. Rarely do these
companies have well thought-out and
clearly formulated basic policies, and
rarely is there any provision for long-
term planning, particularly with resjject
to new products and new markets.
Equally imporunt, it is infrequent that
they have proper delegation of authority
and responsibility along the lines of
such functions as product design, pro-
duction and process planning, account-
ing, finance, merchandising and distri-
bution, and personnel selection.

No matter how good any individual
may be, there is a point at which,
though he were to work 84 hours a day,
he could not satisfactorily perform all
of these functions himself; even if he
had the requisite training, background,
and ability in each of these specialties,
he could not overcome the handicap of
time. At this point —and in growing

industries the p>oint might be a sales
volume of $2,000,000 to $2,500,000 a
year, whereas in stable industries it
might be a sales volume of less than
$500,000 — the smaller business, be-
cause of its dependence on one man,
is unable to expand successfully.

Generally, the owner of the business
makes all decisions of consequence and,
at the same time, handles an over-
whelming amount of detail. The com-
bination of these facts makes it impos
sible for him to do anything objective
about his own business and its organi-
zation, or lack of it, and certainly pre-
cludes the possibility of his having the
requisite free time in which to do any
consequential amount of longer-term,
basic planning. For, in all save excep-
tional cases, the more "successful" his
business becomes, the less free time the
owner of the successful smaller business
has. And, at the risk of overempha-
sizing the point, it can be said that his
increased "busyness" results from the
fact that he did not have the back-
ground or ability which would permit
him to organize in such a way that, as
his business grew and became "adult,"
it also matured in terms of both per-
sonnel and organization.

Compounding the ]^
It is clear therefore that smaller busi-

nessmen have a real need for skilled,
specialized, objective, outside assistance
in resetting their businesses to conform
with the principles of proper funda-
mental organization and to operate with
recognition of correct basic policies;
and they are not getting it. The ob-
vious question then is: What may be
done to remedy this condition — how
can a prescription for smaller business
be properly formulated, compounded,
and administered? Although many
smaller businessman recognize their di-
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lemma and are anxious to have it solved,
in most cases they unfortunately do not
know what the solution is or how to go
about achieving it; and in other cases
the solution may, at first glance, seem
to be too expensive.

If the smaller businessman had the
time, the know-how, and above all the
requisite objectivity, he would be able
to overhaul his business by himself.
But, then, if he had these qualities, his
business would probably not need an
overhauling. Moreover, since resetting
business involves multiple skills and a
variety of exper^nce, it hardly iails
within the realm of the services which
can be provided by an accountant,
lawyer, or advertising agency — or, for
that matter, by any other single-activity
specialist. Moreover, the local banker
frequently cannot be of assistance
either. Although his experience has
been broader than the lawyer's or the
accountant's, his principal activity is
banking; and he could hardly be ex-
pected to have the necessary, qualified
manpower on his staff to devote to re-
constituting businesses when, after all,
a ^ r l y sizable business loan may only
provide his bank with $3,000 to $6,000
of income a year.

Use of Industrial Consultants. In
contrast, qualified industrial consultants
bring to a problem multiple skills which
are in total nonspedalist. They apply
the results of wide experience gained
in a broad study of a number of com-
panies in many industries. They can
approach a problem with a fresh out-
look and a degree of objectivity which
hard-pressed management, immersed in
habits, traditions, and personal con-
siderations, cannot often marshal.
Their concern is with the over-all pic-
ture of fundamental organization and
basic operating policies which manage-

ment, carrying the heavy burden of day-
to-day operating details, more often
than not neglects.

Many times, therefore, the resolution
of the dilemma of smaller business
seems to indicate the desirability of re-
taining a qualified firm of industrial
consultants. Such a firm can survey the
business and provide recommendations
for proper organization and the dele-
gation of authority and responsibility.
It can also implement its recommenda-
tions, which are essentially a blueprint,
by helping to procure personnel which
the stnaller businessman could afford
to hire to translate the blueprint into
reality. Furthermore, to obtain the
most satisfactory results, it is desirable
that the industrial consultant follow up
the changes both as they are put into
effect and for some time thereafter, to
make sure that the personnel which is
obtained proves able to carry out, and
is carrying out, the necessary tasks. In
other words, although the initial and
most intensive phase of the work may
last only a relatively short period of
time, from the standpoint of total ef-
ficacy it is desirable that the industrial
consultant check the installation of the
system and advise on any adjustments
or changes necessary in the period of
reconstitution of the business.

Moreover, in order to meet the needs
of smaller business, the industrial con-
sultant's assistance should go farther
than merely providing the framework
for proper organization and making
sure that the framework is properly
utilized. In addition to being hampered
by the absence of proper and complete
fundamental organization, smaller busi-
ness frequently also suffers from lack of
adequate consideration in the formula-
tion of basic policy, both immediate
and longer term. An example to the
point would be a company manufactur-
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ing trade-marked consumer's goods —
air conditioning units in one recent,
specific case — which does no consumer
advertising but concentrates instead on
trade advertising and dealer promotion.
Such a company (and there are many
like it) has inadequate or incorrect basic
policy guiding its over-all operations,
or none at all.

Similarly, a chain of soft drink and
quick lunch stands, obviously serving
the consumer, may depend merely upon
the existence of its stands to afford the
consumer the opportunity of choosing
to patronize them. This happened to
be the case with a rather well-known
company, which strongly resisted sug-
gestions that billboard, local radio, and
newspaper advertising would "push"
people in, with consequent sharply in-
creased sales and profits — particularly
profits, since the greatest part of costs
was in the "fixed" category, i.e., store
rent, store personnel, and general over-
head, which did not rise in proportion
to increased sales. To the management's
great surprise, after a program of con-
sumer advertising had been almost liter-
ally forced into effect, each advertising
dollar spent produced in excess of seven
dollars in sales and a number of dollars
in profits which the management would
blush to reveal. Proper basic policy
would have included consumer adver-
tising as one of the activities of this
particular organization many years
ago.

Part of the IJ for smaller business,
then, would be periodic assistance in
longer-term planning and the formula-
tion of basic operating policy, such as
could be provided by a competent in-
dustrial consultant. But there are
practical difficulties which are likely to
prevent many smaller businesses from
having such aid, one of the most serious
being the cost of the service.

Importance of Assisting Smaller Busi-
nesses. Yet it is important that some
method be devised so that smaller busi-
nesses can get this help, for their suc-
cessful functioning is vital to the health
of our national economy. According to
the Census of Manufactures, in 1939
there were 28,000 manufacturing es-
tablishments with sales of between
$250,000 and $2,500,000 a year, pro-
viding the backbone of manufacturing
employment. Considering the sharp ex-
pansion in the level of manufacturing
activity between 1939 and 1944, it
would not be unreasonable to assume
that there may be at least 50,000 manu-
facturing establishments in this cate-
gory at the present time. If these busi-
nesses were properly organized, they
could expand their operations in nor-
mal times by 50% over the 1939 level.
The effect on the total economy would
be a galvanizing one.

According to the 1959 census, all
manufacturing establishments surveyed
employed a total of 7,887,000 workers.
These figures included businesses with
sales from $5,000 to more than $5,000,-
000 a year. Establishments with sales
between $250,000 and $2,500,000 a year
were approximately 28,000 in number,
or only 15% of total establishments.
Yet they employed 43% of the workers,
or something in excess of 3,000,000
workers, as shown in EXHIBIT I.

The significance of these figures can-
not be overemphasized. The group of
companies which in 1939 were in the
$250,000-42,500,000 category employed
more workers than did businesses with
annual sales of from $2,500,000 to per-
haps more than $750,000,000. Equally
important, they employed almost twice
as many workers as all businesses with
sales of less than $250,000 a year. Yet,
there were approximately 153,000 es-
tablishments in the latter category as
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EXHIBIT I. MANUFACTURING ESTABLISHMENTS AND WAGE EARNERS CLASSIFIED
ACCORDING TO SALES VOLUME

Sales Volume
I to $19,999

$20,000 to $49,999
$50,000 to $99,999
$100,000 to $249,999
$250,000 to $499,999
$500,000 to $999,999
$1,000,000 to $2,499,999
$2300X)00 to $4,999,999
$5,000,000 and over

Establishments
Number

60393
42,083
25,490
24,718
13,066
8,706
6X)88
2,013
1,473

Percent
32.9%
22.8
13.8
13.4
7.1
4.7
3.3
1.1
0.8

Wage Earners
Average
Number
189375
327340
389,637
768358
839,222

1,038,151
1,463,278

904,184
1,966322

Percent
2.4%
4.2
4.9
9.7

10.6
13.2
18.6
113
24.9

7386367 100.0%TOTAL 184,230 100.0%
Source: United States Department ot Commerce, Bureau of the Census, Sixteenth^ Census of. the

United States: 1940, Manufactures, 1939 (Washington, D. C, Government Printing '

against only 28,000 in the former. In
addition to being the most important
employers of labor, companies in this
category are also the most important
consumers of raw materials, the most
important purchasers of equipment,
and, in general, the most important
market for goods and services.

Methods for Providing Assistance
Under these conditions, would it not

be to the benefit of the national econo-
my in general and smaller businesses
in particular to make arrangements
whereby competent industrial consult-
ants could spend one or two days every
month with the owners or top personnel
of smaller businesses, discussing generic
problems and helping to formulate
policies on matters which sometimes
have been completely overlooked? Sev-
eral plans suggest themselves.

Federal Subsidies. Perhaps one im-
mediate reaction may be that the gov-
ernment could provide such consulting
services to smaller businesses on a
reasonable cost basis, by subsidy pay-
ment to industrial consultant firms. In-
deed, in a limited and restricted sense
the Smaller War Plants Ck)rporation
has provided such a consulting or ad-

visory service with respect to production
problems in the past several years. In-
dustrial consultants on the staff of the
Smaller War Plants Corporation in vari-
ous regions have helped smaller busi-
nessmen to convert or adapt their plants
to war production; have advised ad-
ditions to productive equipment which
would make such conversion or adapta-
tion possible; and have provided sys-
tems or suggestions for systems which
would enable smaller businesses to pro-
duce at an acceptable rate of produc-
tion, and at costs which would be toler-
able and permit a satisfactory profit.

This method of providing manage-
ment assistance to smaller business on
what is essentially a subsidy basis was
acceptable in wartime because of the
dual necessities of increasing war pro-
duction and of making sure that smaller
companies, the backbone of our eco-
nomic system, would not be forced out
of business by reason of restrictions
which eliminated the possibility of
manufacturing normal products. A
similar arrangement in peacetime
hardly seems desirable inasmuch as it
would continue to develop a greater
reliance on the Federal Government,
which, in turn, makes business generally
less able to stand on its own feet.
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Community Development Corpora-
tions. A more satisfactory approach to
the solution of the problem, with only a
measure of governmental assistance,
could revolve around local rather than
national government. This would in-
volve the establishment of "Commu-
nity Development Corporations" on a
city-, county-, or state-wide basis. Such
a Community Development Ck)rpora-
tion could procure part of the funds for
its operations from the governmental
authority which participated in its for-
mation, and might obtain the balance
from civic organizations or private
sources interested in the industrial de-
velopment of the area it served.

Among the services which such a
Community Development Corporation
could provide are: assistance in obtain-
ing suitable plant facilities for smaller
businesses; assistance and guidance or
perhaps, in unusual cases, actual com-
mitments in providing sufficient funds
for establishment or expansion; and,
from the point of view of facilitating
growth of smaller businesses, manage-
ment assistance on both the policy and
organization levels mentioned above.
This Community Development Cor-
poration could retain competent indus-
trial consultants whose services would
be available through a shared<ost ar-
rangement to any business in its area,
either on a once-a-month basis for
policy development or on a more fre-
quent management-participation basis.

This arrangement not only has the
virtue of being more flexible than
federal guidance along the same lines
and more likely to be of help in avoid-
ing the danger of ever-intensifying re-
liance on a paternal, central govern-
ment, but it also dovetails with the area
problems which will arise with respect
to both employment and maintenance
of local industry in the postwar period.

At such time in all parts of tlie country
a large number of plants which have
been constructed primarily for spiecific
war purposes will cease operations, with
consequent adverse effects upon area
payrolls and sales of consumer goods.
The SWPC has suggested that consider-
ation be given to the operation of such
plants on a community business-hous-
ing basis. In other words, the suggestion
has been mad^ that these large plants
be subdivided and made available to
many small tenants, none of whom in-
dividually could even contemplate the
use of the facilities but who together
might pay sufficient rent to provide
adequate piaintenance for these govern-
ment-owned facilities. If this plan,
which has much to recommend it,
should be followed, the basis for opera-
tion could be made more complete by
also providing the tenants of the com-
munity property with expert manage-
ment guidance and assistance. On a
one-time-a-month basis this service
could be paid for by the tenants
through a small addition to their rent,
and more frequent consultation could
be paid for by tenants individually.

Private Credit Pools and Banks. The
commercial banks of the nation are
setting up regional credit pools to pro-
vide smaller businesses with funds in
the postwar period. The theory behind
the regional credit pools is that no in-
dividual bank can allegedly afford to
take the risk of certain types of loans
which are regarded as semispeculative
in nature, whereas by participating in
a credit pool it can reduce its dollar risk
because the loans will in effect be
spread over the whole g;roup of banks.
Such a credit pool could make available
the occasional services of a qualified in-
dustrial consultant by retaining a firm
on an annual basis. Under this arrang;e-
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ment, a small additional charge could
be levied against the borrower, for
which he would be provided with regu-
lar monthly consultation by the indus-
trial consultant firm. In addition, most
of the large metropolitan banks would
do well to provide this service to their
customers by retaining a qualified firm
of industrial consultants under a part-
time arrangement.

Indeed, if the volume of loans should
be large enough, it might be in the self-
interest of both regional credit pools
and large metropolitan banks to bear
the major part of the cost of such ad-
visory service to their borrowers. Every
improvement in the operations of the
borrowers whicii could be brought
about by industrial consultants would
make the loans of the credit pools and
the banks that much more secure.

Another group of companies, the
credit companies such as Commercial
Credit and Commercial Investment
Trust, could and should provide this
service to their customers on a mini-
mum-fee basis. This type of credit com-
pany provides temporary capital, gener-
ally on a secured basis with security in
the form of accounts receivable, inven-
tory, machinery liens, and the like.
Over a period of time, as the borrow-
ing customers were assisted in develop
ing their businesses through proper
organization and adoption of proper
basic policies, the expanded volume of
their activities would make them larger,
as well as more reliable, customers for
the credit companies.

Management Cooperatives. An alter-
native program which seems to promise
greater maturity and independence for
business might evolve along cooperative
lines. Dresser Industries is one of a
number of companies which, in a
formal way, has successfully applied the

pattern by banding together a group of
related but diverse companies through
a holding corporation. In the case of
Dresser Industries, these manufacturing
companies total 13 in number, and
their geographical distribution is na-
tion-wide. Their products include sup-
plies for oil well drilling, pumps,
heating and dehumidifying equipment,
compressors, chemical equipment, and
other metal machined and fabricated
products. Each of the subsidiaries by
itself can be described as a "smaller
business," in the sense used above, since
not one had sales in excess of $3,000,000
a year in normal times; and each oper-
ates as an independent corporation, with
different operating officials. The parent
company, however, supplies guidance
on general policy and fundamental or-
ganization; it is, in a sense, the indus-
trial consultant to all of its subsidiaries.

Obviously, to suggest that all smaller
businesses follow this formal pattern
would be contrary to the desires of most
of their owners, who wish to retain
both independent operation, which the
Dresser subsidiaries have, and inde-
pendent ownership, which the Dresser
subsidiaries do not have. However,
there would seem to be no obstacle to
noncompetitive smaller businesses' co-
of)eratively joining a "management co-
operative" which would provide the
full-time services of properly qualified
industrial consultants.

Under such an arrangement the con-
sultants could spend the amount of
time required to prepare the plans for
such reconstituting of each business as
was necessary and the required amount
of time to see that these plans were
properly put into effect. Because of the
fact that a group of businesses would,
in effect, be hiring the firm of industrial
consultants on a full-time, annual basis,
the cost to each individual business
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would be sharply reduced from the fee
which would be necessary if each busi-
ness were to try to obtain this service
individually for a limited time. Al-
though each business would maintain
its original independence of ownership
and operation, by joining such a "man-
agement cooperative" it would at the
same time be obtaining skilled assist-
ance of a kind that it might not be able
to afford by itself.

Individual Once-a-Month Basis. An
alternative arrangement would be to
have a smaller business individually ar-
range for service by experienced indus-
trial consultants on an advisory basis.
Under this arrangement, for a fixed
annual fee the industrial consultant
would provide for regular monthly
visits to a client to discuss apparent
problems and basic policies, if these
monthly visits developed the necessity
for more intensified work on the part
of the industrial consultant, it could be
provided on a negotiated fee basis.

As a supplementary measure this par-
ticular arrangement also seems to be
appropriate for the regional credit
pKKtls, large banks, and credit com-
panies to follow, with these organiza-
tions bearing a portion of the cost of
the monthly visits, and the individual
smaller business bearing the entire cost
of such additional time as proper solu-
tion of its problems would demand.
Advertising agencies might find that
the provision of such a management
advisory service would be an excellent
way to help smaller clients grow and
thus develop into big advertisers. And
raw materials suppliers, such as pro-
ducers of steel, copper, textiles, chem-

' The author proposed the f<Hiiution of such an
investment trust in 1938. It wax to he called "The
New Products OevelopiiKnt Corporation" and was
to have charter provisions limiting its investment
in any one company to fyso/mo. The proposal

icals, and the like, should contemplate
the possibility that provision of assist-
ance of this tyfje to smaller fabricating
consumers of their raw materials might
well aid these in so expanding their
businesses that the additional raw ma-
terials they would purchase would pay
many times over for the cost of the as-
sistance, which the raw materials com-
panies could initially absorb.

Management-Assistance Investment
Trust. The postwar period should see
the establishment, or existence, of a
new kind of investment trust, which
would be formed with the exclusive
purpose of providing smaller businesses
with both temporary and permanent
"risk" capital and management assist-
ance on fundamental organization and
basic policy levels.̂  Such an investment
trust would fill the most marked void
in the system by which capital is now
obtained by business enterprises. Pub-
lic financing in an amount less than
$250,000 is generally too costly for
smaller businesses when attempted
through conventional investment bank-
ing channels. The banks, as a matter
of policy, will not provide "risk" capi-
tal to smaller businesses for the very
good reason (from the banks' point of
view) that such advances often assume
a frozen nature which might endanger
the liquidity of any individual bank
that provided capiul to smaller busi-
nesses in substantial quantities.

Moreover, neither the investment
banking firms nor the commercial
banks are now equipped to provide the
type of management assistance which
smaller businesses need. Smaller busi-
nessmen, generally, can put into effect
was informally submitted to the SEC, whoie un-
official reaction was quite favorable. It was not
possible, however, lo secure public floutlon of
these shares by inveument hankers at that time.
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fundamental organization and proper
basic policy plans if these plans are in-
telligently presented to them. An in-
vestment trust of the type here visual-
ized could provide both capital and the
requisite management assistance on
policy and organization levels, and in
an expanding economy should do very
well for its shareholders, too, provided
it were properly run. Such an invest-
ment trust might have on its board of
directors outstanding specialists in each
of the major business functions, like
marketing, accounting, finance, and
production. Together with industrial
consultants, this group of experts could
provide smaller businesses with the con-
tinuing guidance they need.

Conclusion
Obviously, the better a business is

organized with full recognition of all
the factors involved in successful opera-
tion, the greater its chances of success.
Big business does not "jes grow" like
Topsy. It results from clear, objective,
well thought-out plans, and the adop-
tion of policies and acquisition of per-
sonnel to implement the plans. More-
over, the top executives of large com-
panies are occupied solely with such
planning. Smaller companies usually
have neither the organization nor the
personnel to assign men to policy and
planning tasks alone. And rarely do the
heads of smaller businesses have the
time or objectivity to do the requisite
planning or to formulate the policies
which disinterested, basic investigation
would indicate. As a business grows,
however, it becomes more and more
important that these functions be per-
formed if the business is to continue to
expand and successfully pass through

the growing-pains stage. Once helped
through this difficult stage, it may grow
to the point where its own organization
will include full-time planners and for-
mulators of basic policies.

The future of the smaller business-
man depends not on how much he can
borrow, but rather on how efficiently he
organizes and manages his business.
Money cannot alone work miracles; and
if a business is not fundamentally well
organized and operating in accordance
with proper basic policies, it is sheer
folly to pour funds into it.

This article does not purpdirt to spell
out all the details of or detailed meth-
ods for administering the ^ for smaller
business — and alternative methods do
exist. It does not deal with the inci-
dence of taxation on smaller businesses;
nor does it spell out the special tax
privileges which should be accorded
both the "Community Development
Corporations" and the "Management-
Assistance Investment Trusts." It does
mean to point out, however, that the
economic health of the nation depends
upon smaller businesses — upon the ex-
tent to which they can realize their full
potentialities and thereby make their
full contribution to high-level employ-
ment. Moreover, if this country is to
avoid the further intrusion of govern-
ment into business (both directly and
through the regulation which would be
required if a relatively few gigantic
companies continued to grow and to
dominate more and more the economic
scene), it will be necessary that smaller
businesses attain a much better degree
of health. And it would be well if those
who dealt wi£h this problem recognized
realistically that easy access to credit is
far from the complete solution.






