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The fact that Dean Petersen asked me to give a series of 
five lectures on the general topic, “Stabilising Influences in Business 

and Banking” indicates that the record of business and banking is one of 
instability. This fact is so veil known it needs no elaboration on ay 

part. But the topic also suggests that seme stabilising influences 

are now present, rfhat I want to do in this series of lectures is to 
explore the causes of the historical instability in business and banking 

and to suggest national policies that will take full advantage of the 

stabilising influences that are available today.
Today's lecture will furnish a background for those to 

follow by describing the essential characteristics of this system of 

ours that is usually described as a “free enterprise economy“. When 

ws use the word “enterprise“ in this sense we are thinking of the activities 

of all individuals for supplying one another with the goods and services 

they want and need. The question to be discussed today 1st How are 

these activities combined and coordinated in a free enterprise economy's
When we stop to think about this problem for a country like 

ours it takes on staggering proportions. There are about l6o million 

Americans, and every individual has his own likes and dislikes, natural
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and acquired aptitudes, a&d ail the other personal characteristics that 

make him a little different from anyone else. How can these diverse 
individuals he organised and directed so that the waxiwm value of material 

goods will be produced and the maximum of wants he satisfied!
Perhaps we can strip the question of some of its complexities 

qmi bring it into sharper focus by using a staple illustration. Let us 
go hack shout three centuries and imagine we are a small group of pilgrims 
that has Just landed cm the shores of America. The ships that brought us 

and our few possessions have sailed away and we are cm our own. What do 

m do now to provide for our material needs t We must have food and clothing 

and shelter if we are to survive.
First of all, we must decide which of the many things we would 

like to have, we will produce* What goods and how much of each are 

important questions.
Second, we must decide who will work at each task and how the 

available natural resources will he assigned to each activity.
Third, we will have to have seme method for dividing or sharing 

the products«
How can we arrange things so as to answer these three funda

mental questions, and at the same time create an inducement that will 

result in maximum production! One obvious way is for the members of 
the group to scatter and for each erne to produce only for himself. Bach 

person would allocate his time and resources to the production of the 
things he most desired. All he produced, but no more, would be his to
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em^oy* Primitive man may have lived that way, and each an existence is 

described la the story of Bobinson Crusoe. But even as pioneer® of 300 
years ago, we would know that by producing for each other specialisation 

would be possible and the output of economic goods be greatly increased 
thereby. You studied this economic principle in the second chapter of 

your economics test "A Preface to Economics".
Another obvious nay of organising ourselves in this pioneer 

society is to select a boss to answer the questions for us and to see to 

it that each one does the task that is assigned to him* This method of 
organisation is illustrated by the Army* The Chief of Staff decides the 

goals, and who will do what and how and when mad where. A staff of 

experts works out how many mm are needed by the infantry and artillery 

Sind supply corps and orders are issued accordingly* Another staff of 
experts decides how many tanks and rifles and overcoats are needed and 

more orders are issued* Incentive is provided partly by patriotism and 
the satisfaction one receives fro® doing a good Job, but it results mainly 

from the fear of what will happen if orders are disobeyed. Most of us 
who served in the armed forces did so reluctantly. We had a Job to do** 
winning the war— and we did it. But we hated the life we were obliged 

to live, and longed for the liberty and freedom we had as civilians. 
Consequently, m  do not look with favor upon an economic system organised 

along military lines.
A third way we could organise our society and decide on the 

answers to the three questions is by voting. Let us see how that would 

work. What do we want to produce? Someone says, "X make a motion we
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"Is there aayraise wheat". Someone else says, "I second the motion", 
discussion?" And then the question Is debated and a vote taken* Bov 

Esich wheat 1 Another debate end another vote, Mho is going to raise the 
nheat has to be decided, end volunteers are called for, Bach one vho wants 

to raise wheat states his qualifications, and a wheat grower is elected, 

what land will be assigned to wheat will take another vote. And then the 
wheat grower wants to know what he will get for raising wheat, That takes 
another debate and another election. Who is going to get the wheat* More 

debate and more voting,
After the Wheat question is settled there are left several 

thousand other commodities to be voted upon the same way* Tour first 
reaction to this method for organising our group is doubtless one of 
skepticism, "Don’t be silly" you say, "We would all starve or freeze to 
death before we finished balloting". And of course you would be right 

except for the fact that we have evolved an extremely efficient ballot for 
camsamieating our economic desires, That ballot is money, and each dollar 

spent is a vote cast in favor of the production of the kind of goods or 

service which is being purchased- This one-dollar~one«vote method of 
organising society permits a maximum of free decision-making by individuals 
yet at the time induces efficient and coordinated production of the 

things which the dollar-voters desire. This is the kind of economic system 

which was in fact established by the Immigrants to this country J©§ years 
ago, and although time has produced many changes in our national wealth 
and living standards, the fundamental nature of the economic system remains
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unchanged* Hiis system is called "capitalism", "the price and profits 

system", or "free enterprise"•
It seems almost incredible, but It is nevertheless a fact, that 

our vast and complex economy is organised and regulated by this simple 
voting procedure* She votes are tabulated through the price mechanism, 

and market prices guide and direct us in the production and consumption 

of economic goods*
What should be produced? Look at prices* If the price of a 

eoaaodity is such that it can be made and sold at a profit, society is 
saying that It should be produced* If it is not wanted, the price will 

be such that there is no profit for the producer. How much should be 
produced? Prices tell us* If more of a given commodity is being produced 
than consumers wish to buy at its prevailing price, the competition of 
sellers will force its price downward, and the price of the commodity 

will continue to fall until enough producers have contracted their output 

or shifted to other lines of production*
Ibis may not be a pleasant experience for the particular business- 

©an involved, nor for their employees, but it is a necessary process if 
production Is to be adjusted to the wants of consumers, Fortunately most 

needed shifts in production are gradual, and very often in our growing 

economy they take the relatively painless form of failure cm the part ©f 
the industry which is losing favor with consumers to grow as rapidly as 

the rest of the economy. Thus, for example, cotton textile production in 

this country is now running about 150 percent of the prewar level, but
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rayad production ovar 300 percent greater. In other cases one product 
nay actually deprive another of all or par t of its market, m  bookeeping 

machines have done to the bound ledger or television to the laovlag picture 

theater*
All such shifts in production as these are brought about through 

changes in the intensity of consumer demand for various products and services, 

as reflected in the prices which consumers «ill pay and amounts they «ill 

buy. If not enough of a given product is being produced to satisfy consumers, 

the makers of that product will enjoy rising prices. Satiating finas «ill 
expand output, and new firms vill come into production in response to the 

extraordinary profits, until the new level of output desired by consumers 
is achieved. The postwar housing and automobile booms are reflections of 
highly profitable production as a result of favorable prices which, in 

turn, reflect strong consumer demands. It is in this manner, through the 

Impersonal direction of dollar votes that a free enterprise economy answers 

the questions of what and how much of various goods and services it shall 

produce.
Who will work at each task? Again prices, this time in the 

form of the wages which can be earned in various occupations, provide 

the answer. Each individual, within the limits of his abilities, makes 
Ids own choice of occupations, but these choices are influenced by wage 

and salary rates. About two million new workers case on the labor market 
each year, and millions more move from job to job, but there is no central
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bureau in Vfashlagton issuing orders to each one and allocating labor to 
the thousands of tasks that need being done« Instead each person does 
the thing at which he can earn the best income, after giving some considers- 
tioa to other advantages or disadvantages of the Job. If a given kind of 

shill is increasingly needed to produce the products demanded by consumers, 
business concerns will offer increasing rewards to persons possessing such 
skill# Other workers, especially young people Just entering the labor 

force, will therefore be encouraged to acquire the needed skill. Aft 
example In recent years lias been the strong demand by business concerns 

for Industrial and chemical engineers* Over a longer period, the advent of 

ssDtoriaed transportation has worsened the wages and Job opportunities of 
liverymen but bettered those of mechanics, with evident effects upon the 
mashers of persons acquiring those skills*

Resources other than human effort are allocated by the price 

saechanisa in such the same way* How such land shall be planted to cotton 
or oats or peanuts! The prices of these eanaoditleft furnish the answer.

If too much land is in one kind of crop, Its price will be low relative 
to other crops, and famors will be induced to shift production to some

thing else* Today Kansas calls itself the “Viheat State"; fifty years ago 
It was a c o m  and hog State, Soy beans have replaced other crops daring 

the last decade on thousands of acres in Illinois* Ac cities have grown, 
land has been shifted from faming to urban uses* Alike in cities and m  
the fam, machines have replaced and economized human labor, all of this 

in response to dollar votes— the dollar votes of consumers choosing among
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products and their reflection in the dollar votes of 'businesses in choosing 
mmsng alternative pieces and methods of production.

Or to take another exmple, since silver Is an excellent conductor 

of electricity, shy are transmission lines not made out of silver? Its 
price is too high after considering the price and relative merits of copper, 

Hi© price mechanism summarises all of the thousands of possible uses for 
silver and their relationship to supply and a H  of the thousands of uses 
for copper and their relationship to its supply and says that copper, not 
silver, should be used for transmission lines. So central bureau, no 
matter how skillful and objective, could possibly weigh the relative 
iisportance of all the possible uses of silver, copper and hundreds of 

other raw materials, and arrive at the correct answers as to just which 
uses should actually be made of each.

Assuming that freely determined market prices offer the best 
guide for channeling human and physical resources into their most important 
’isos, what can be said for the distribution of goods that results therefrom? 

Since the money incomes of individuals tend to be in proportion to the value 
society places on the contribution of each to the productive process, it 
necessarily follows that there is an unequal sharing of economic goods,
Ttds is to say, goods tend to be allocated to the various members of society 

not in proportion to their need or not equally, but in proportion to a market 
Place valJ#§ of the contribution of each individual or his property.

**$o each according to his contribution” may seem cold blooded 
md heartless, but in the long rm  move goods are available to the masses
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because of the powerful inducement it offers to those who are cabbie cat 

siaking important contributions to production* Moreover, because the 
compulsion cesses from freely determined market prices, and not from 
orders issued by a government official, it fosters individual liberty 

and freedom in other aspects of life* The automatic organisation and 
regulation of economic activities does not depend upon individual uniformity* 

i@ do not have to have the same religion or language or political affilia

tion in order to cooperate effectively in free enterprise economy* t o  

m go to a store to buy some article we want, we do not ask, "was this 

by a SepUbllcan or a Democrat?*1 we do not even care if it m s  male 
by a Ccnunist* Our only question is, "How good is it? How much is it?"

In my opinion, the most important advantage of our free enterprise economy 

over Qotm m lm or Socialism is that it permits end thrives on the wmimm  
amount of individual liberty*

X do not mean to inply that all economic problems can be solved 

automatically by the price mechanism* There remains many things the 

government must do to supplement the market place* First it must provide 
the rules and regulations under which individuals seeking their own self 

interest are to operate* Competition must be kept free and vigorous and, 

natural monopolies must be consciously regulated through public ownership 
or control* Buies regarding inheritance and transfers of property must be 

established and enforced.
Second, government must modify the free enterprise system of 

distribution m  that the weak and helpless receive mxm share of the output* 

Thus we have "social security", which includes uneaployment compensation
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and old age and survivors annuities*
Third, the government should do those things it can do better 

and cheaper than private business enterprise* Building highways, providing 

paries and playgrounds, and supporting education are eseamples.
Fourth, the poser of the State m a t  be used to secure advantages 

to the group as & whole. The pure food and drug laws are outstanding 

examples of this. So alao are the hind of measures recently taken to 
overcome the threat of foot and ¡south disease from Mexican cattle. The 

individual need not look beyond the iiaaediate future, but the State can 
plan for posterity and conserve its natural resources. Tims we haps soil 

conservation, reclamation projects, and forest preserves paid for with 
public funds.

However, I want to emphasise that these activities of the State 

are modifications only of the essential characteristics of our free enter

prise economy* It is In the main a system that ia organised and regulated 

automatically by market prices. But if this system for producing and con
suming economic goods is to work smoothly, there is one thing above all 

others that la required* The ballots we use for voting on economic 

affairs--our circulating medium— must have stability. Tomorrow*» lecture 

will concern the characteristics of our banking system and the part it 
plays in creating money*
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