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Review and Comment
By the Editor

THE CURRENT spectacle in the economic hip-
podrome is a tableau of frozen acrobatics. It

may be there for some time or it may end suddenly.
A figure in tarnished tinsel representing Collective
Bargaining is held aloft by Wage Price Policy, whose
muscles are taut and seem about to snap from the
strain of standing in a forked position with a bare
foothold on each of two contrary-minded animals.
One animal is Deflation and the other is Inflation.
They are tied together by their tails, and their mus-
cles, too, are tense as they lean in opposite direc-
tions with all their weight. This amazing pyramid
is balanced on Price Level, which is a tight rope
across what appears to be a terrible chasm. The
thrill of it for the audience lies in the fact that the
pose must hold and nothing can move until some-
thing happens—and nobody knows what will hap-
pen. Collective Bargaining is in great danger, cer-
tainly, and would be unable to save herself, but she
is limp, perhaps unconscious. The only sounds are
from Wage Price Policy, who keeps exhorting those
who are chasing a pig around and around the edge
of the chasm—and from the pig. The pig is Profit;
and the meaning of this part of the spectacle belongs
to superstition. It is believed that if the pig can be
caught and sacrificed, one of the contrary animals
may be appeased and relax a little, which will give
the chasm time to fill up in a miraculous manner,
according to the prophecy of the court Economist.
The idea about the pig is that his squeals are propa-
ganda, that he is too fat, and that in any case he
is immortal, so that although he may be sacrificed
and eaten up, still he will live, perhaps not privately
in the flesh any more but in spirit as an everlasting
social possession.

ANALYSIS of the tableau is as follows. The
JLV first of the two contrary propositions, tied to-
gether by their tails, is that wage rates must rise,
else there will be deflation; the second is that prices
must stand still, else there will be inflation. The
argument as to wages is that unless the hourly
rate is raised to compensate for the loss of overtime

pay the national peacetime payroll will be less than
the wartime payroll, which means that there will be
a shrinking payroll, and a shrinking payroll is defla-
tionary. Therefore, there must be the same wage
for fewer hours worked in order that the peacetime
take-home pay shall be comparable to what the
wartime take-home pay was. How much this would
increase the wage cost of peacetime goods is a mat-
ter in dispute; but be it much or little, it must not
be added to prices, for fear of inflation. If a higher
wage cost cannot be added to prices, what will be-
come of it? It must be absorbed by the employer;
he must pay it out of profit. From this it follows—
if one is obliged to make sense of it at all—first, that
the price level with which we came out of the war,
with all its distortions and internal strains, is eco-
nomically sacred and must neither rise nor fall; and
secondly, that profit is a quantity deducted from
labor's share in the product. Large profits, there-
fore, are derived at the expense of the wage earner
and limit the size of the payroll.

A LTHOUGH we have lived for a long time with a
Ji\ profit and loss economy, being in fact founded
upon it, it seems that we know very little really
about the nature and meaning of profit. The fact is
that wages are not paid out of profit. Wages and
profit both are paid out of production. Wages are
horizontal. Profits move vertically, up and down,
and are subject to sudden variations. This is be-
cause wages come first. You have to pay wages or
go out of business at once, whereas, if there is no
profit after wages, you may go on doing business, at
least for a while, in the red. In any industry at a
given time there will be some enterprisers working
in the red, some making a moderate profit, and a
few making very handsome profit—all 'producing
and selling competitive things at competitive prices,
and all paying the same wages. In any industry
there are high-cost producers and low-cost pro-
ducers, and again, all paying the same wages. The
low-cost producer is the one who makes the profit.
He is the one who continually cheapens the cost of
human satisfactions. His profit is from superior
method, management and technology. Even so, the
profit, especially if it is very large, is a liability,
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because in a free economy someone else sooner c:
later will beat his method and his technology and
take his profit, unless, of course, in order to keep it
he is always beating himself. Nevertheless, in every
industry-wide wage dispute, as now in the automo-
tive industry and in steel, it is the profit of the
low-cost producer that is cited to prove that higher
wages can be paid. This you can understand. No
one will insist that in a wage dispute all the argu-
ments shall be rational. But when the Government
embraces the same fallacy and imparts it to the
public, economic truth is in trouble. This is the
same government that has been very vocal in its
anxiety about the future of small business, but you
could hardly conceive a policy more likely to exter-
minate the small enterpriser, or one more certain
to concentrate the nation's production in fewer
hands, than that of charging higher wage cost to
profit. Only the big profit makers can stand it at all,
and not even these for very long.

A CERTAIN labor leader, famous for his verbal
l \ indignations, was saying: " . . . and at the end
of the day, from having performed that one monoto-
nous, repetitive task on the assembly line, hour after
hour, a man is not himself. His individuality is
crushed. His ego is enraged, and he is hardly —"
He was interrupted there by one who said: "You
wouldn't be trying to fool yourself, would you? You
know what a factory was like forty or fifty years

Anybody Wanna Bet?

DONT
WORRY, KID

WE'LL PASS
HIM TH»S
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ago. Compared with the very best factory then, the
very worst assembly line today is heaven for a man
who must work for wages. Labor did not create
that assembly line. Labor itself did not create the
conditions under which men now work for wages.
Who did?" The labor leader took his count and
came up saying: "All right, all right. But the assem-
bly line you think so well of is there now, and that
is where we begin."

fTlHE IMPROVEMENT in the conditions under
A which men work was paid for—how? It was

paid for out of what is called profit. But it was
profit only in the sense that it was money that
might have been dispersed either as dividends or
wages, or as both, and wasn't. It went back to the
job instead, to create a more favorable environment
for work. If the environment is improved men are
more comfortable and more productive; if better
machines are installed, the productivity per man
hour of labor is increased and there is again more
profit to be divided three ways—to the wage earner,
to the owner, and to the job. To improve the job
is management's business; and the rule is that man-
agement has to resist the shareholder who wants
more dividends and the wage earner who wants
higher wages out of the visible profits. The two
together, if they were unresisted, would take every-
thing out and starve the job, and that is one reason
why management is so often found guilty of trying
to hide and disguise profits. Now come the automo-
bile workers demanding a thirty per cent increase of
wages out of profits that have not yet been realized
—that is to say, out of expected profits, which they
would devour beforehand; and this expectation of
higher profits is based on the fact that, as Mr.
Reuther says, the motor car industry, specifically
General Motors, has introduced a large number of
new and more efficient machines, whereby the pro-
ductivity of labor will be increased, which, if it hap-
pens, will cause cost to fall and the visible profit to
rise. But where do these machines come from? Do
they fall into place out of the sky, costing nothing?
No. They come out of past profits, withheld by the
management from both wage earners and sharehold-
ers in order to improve the job. If management had
not done this there would be no possibility of in-
creasing the wage.

Reprinted by permission New York World-Telegram, copyright
October 16, 1945

THE TRAGEDY of it is that the wage earner
will pay for these fallacies at last. In a free

economy both wages and profits are unlimited be-
cause production is unlimited. If you limit profits
you limit wages. The use of unlimited profit is to
stimulate competition and production, and this is
true even of what are called monopoly profits, only
give it time to work. Limitation of profit for any
reason, or by any means other than by the natural
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means of competition, is the beginning of the death
of free economy, and those who deny it are those
who do not believe in free economy, though the
time to say so may not have come. The idea now
controlling the executive mind in Washington is
that if the producer were free to make his own
prices he would, for the sake of an immediate profit,
price himself out of the market; and it is assumed
that industry based on mass production would do
this, for example, the motor car industry. If the
idea is sincere then all that one may say about it is
that it is absurd and that those who entertain it are
ignorant of the principles that govern mass produc-
tion. In the first place, no industry based on mass
production could possibly increase its profit by pric-
ing the product beyond the reach of the mass cus-
tomer; in the second place, one has the record. The
formula for big profits is a small margin of profit per
unit, times x. In this formula x is the quantity pro-
duced and sold. The variable is x. It may be in-
creased only by reducing the price. An automobile
manufacturer says and thinks: "Tell me how I can
get $50 off the price of an automobile and I will tell
you exactly how many more cars I can sell in a
year."

MANAGEMENT seems to think that the tree
of trouble is rooted in the radical character of

the national labor leadership; that if it were only a
little more reasonable all the problems would be
much easier to solve. It is not so simple. There are
conservative leaders at the national level, but all of
them are uneasy because the local and regional
leadership is much more radical, besides being new,
and wilful and reckless. These radical leaders on th<3
lower levels are fighting their way to the top. More-
over, at the center of the radical position are men
who are not interested in the settlement of anything
and do not wish to make collective bargaining work.
These are the communists, both known and un-
known, to whom peace on any terms is a total loss.
Their business is class warfare, and they are trained
to it. The result is that the conservative leaders
have to pretend to be much more radical than they
are in order not to lose what influence they still have.
The labor demagogue continually outbids them for
the support of the rank and file. This is true even
of CIO leadership. There is reason to believe, for
example, that the top leaders of the UAW had
to choose between striking General Motors for a
thirty per cent wage increase at a very bad time, or,
on the other hand, a series of wildcat strikes beyond
their control, which they believed would in the end
hurt the union more than to lose the General Motors
strike, if it had to be lost. When the General Motors
Corporation proposed to open those of its strike-
bound plants which had been making parts and to
open them solely for the benefit of unstruck com-

petitors who were soon going to be out of parts, the
president of the UAW accepted and said it was a
very generous thought on the part of the corpora-
tion. That was the news for one day. The next
day the news was that the strikers, influenced by
their local leaders, angrily said no, and denounced
their president for treason.

UNTIL a few years ago the American labor
movement was definitely not political. Sam-

uel Gompers, among others, deeply imbued it with
the idea that to embrace government would be fatal
to its independence and freedom. The labor vote
was a myth. All that organized labor wanted was
a fair field on which to fight its own battle, with
no benefit of government, no social security, no deg-
radation of the wage earner by attaching to him a
federal number and a federal tag. The first attack
upon that American tradition came from liberals
and intellectuals seeking to reproduce here the Brit-
ish pattern. They made no very great impression
until they accepted the support of the communists.
Then the change began. Then came the New Deal
with its philosophy of redistribution—a redistribu-
tion both of wealth and political power—and organ-
ized labor was persuaded to exchange its freedom for
the immediate advantage of a preferred legal status.
It does not yet realize that it lost anything by this
exchange, because so far it has profited by the politi-
cal determination of economic disputes. But all the
older conservative labor leaders see very clearly that
this cannot last; they see that government interfer-
ence, however profitable it may be for a while, will
in the end wreck collective bargaining, that it will
almost certainly limit wages, and that organized
labor relying not upon itself but upon government
will not for long be free. It follows that between,
on one hand, leaders of this character who are losing
their fight for the American labor tradition, and, on
the other hand, management, there is a very large
area of possible understanding Both want at least
two things, namely, first, the elimination of com-
munism from the labor movement, and second, a
return to the economic determination of economic
disputes. Yet neither side seems able to touch the
other. They are held apart by mutual distrust. One
of the great labor leaders in the old tradition to
whom it was put in this way, answered regretfully:
"It seems so plausible, doesn't it? If only we could
trust each other. They distrust me because they
think I represent a special interest. I distrust them
because I think that they would take advantage
of the next great depression to destroy the premises
of collective bargaining."

And then God Almighty in his infinite wisdom
dropped the atomic bomb in our lap.—Senator John-
son of Colorado.


