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I . — A T T A I N M E N T S A N D S H O R T C O M I N G S O F 

P R I V A T E I N I T I A T I V E 

In the 19 th century , p r iva t e enterprises has reached a t t a in ­
ments w h i c h up t i l l then no other era a n d no other f o r m o f econo­
m y c o u l d show. T o p r iva t e enterprise w e owe our technical progress, 
the o p e n i n g up o f overseas ter r i tor ies , the d e v e l o p m e n t o f u r b a n 
a n d t e r r i t o r i a l economic uni ts i n t o N a t i o n a l economics w i t h u n i f o r m 
law, u n i f o r m cur rency a n d a u n i f o r m cus tom-front ier . C o m p e t i t i o n 
caused the advantages o f indus t r i a l i sa t ion to reach n o t on ly the i n ­
d i v i d u a l b u t the c o m m u n i t y . Prices w e n t d o w n , the s tandard o f l i fe 

[*J Enlarged inaugural lecture given at the University oi Istanbul on Dec. 
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o f the p o p u l a t i o n rose w i t h the reduced cost o f manufac tu r ing , 
a l t h o u g h the w o r k i n g - h o u r s were shor tened, the w o r k i n g me thods 
were m a d e easier a n d enormous sums h a d to be set aside fo r the 
extens ion o f t ra f f i c ins ta l la t ions a n d b i g cities, a t reb le p o p u l a t i o n 
was m o r e r i c h l y p r o v i d e d w i t h commod i t i e s than prev ious ly . T h e 
n u m b e r o f employees was increased, wages rose and hygien ic 
cond i t ions i n indus t ry a n d t rade w,ere i m p r o v e d . 

I f w e l o o k at these facts, w e unders tand the be l i e f i n progress 
w h i c h a n i m a t e d the con temporar ies o f this epoch. T h e p o l i t i c a l 
e c o n o m y o f the 19 t h cen tury was necessarily under the impress ion 
that the p r o d u c t i v e forces w h i c h were s lumber ing i n t rade a n d i n ­
dus t ry h a d o n l y awa i t ed the f r e e d o m w h i c h had so l o n g been de­
n i e d to t h e m i n o rde r t o u n f o l d at last. T h a t is w h y i t a t t r i b u t e d 
the results solely to the free s t r i v i n g for p rof i t s and free c o m p e t i t ­
ion , i n these i t saw the two c o m p l e m e n t a r y forces w h i c h w o u l d gua­
rantee the best possible main tenance o f the p o p u l a t i o n : on the o t h ­
er hand , m o n o p o l i z a t i o n , r é g l e m e n t a t i o n a n d regu la t ion b y l a w of 
p r o d u c t i o n , c o n s u m p t i o n or d i s t r i b u t i o n were supposed to d i v e r t 
f r o m the o p t i m u m of s u p p l y i n g the h u m a n needs. 

A few quo ta t ions m a y show w i t h w h a t a rdour the theoret icians 
of the 19th cen tu ry de fended free economy : 

S m i t h expla ins the c o l l a b o r a t i o n of economic units as f o l l o w s : 
« E v e r y i n d i v i d u a l is c o n t i n u a l l y exe r t ing h imse l f to f i n d out the m o s t 
advantageous e m p l o y m e n t for wha teve r capi ta! he can c o m m a n d 
I t is his o w n advantage indeed , a n d n o t that o f the society w h i c h he 
has i n v i e w . B u t the s tudy o f his o w n advantage na tu ra l l y o r ra t 
her necessarily leads h i m to prefer tha t e m p l o y m e n t w h i c h is mos t 
advantageous for the society. . H e genera l ly i ndeed nei ther in tends 
t o p r o m o t e the p u b l i c interest, n o n knows h o w m u c h he is p r o m o t n g 
i t . . . B y d i r e c t i n g tha t i n d u s t r y i n such a manne r as its p roduce m a y 
!ae o f the greatest value , he in tends on ly his o w n gain, a n d he is 
i n this as i n m a n y o ther cases l e d b y an inv i s ib le hand to p r o m o t e 
an e n d w h i c h was no p a r t o f his i n t en t ion . . . I have never k n o w n 
m u c h g o o d done b y those w h o af fec ted to t rade for the p u b l i c 
g o o d » ( Î ) . 

[1] Adam Smith. A n inquiry into the nature and causes of the wealth of 

nations 4 th ed. 1788 Vol . I I page 289. I n view of this passage the contention of 

Knies (Die Politische Ö k o n o m i e vom geschichtlichen Standpunkt.) that these 
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R i c a r d o is o f o p i n i o n t ha t : « w h e r e free c o m p e t i t i o n reigns, the 
interests o f the i n d i v i d u a l a n d the society are never i n con t r ad ic ­
t i o n » ( 2 ) . 

Bast ia t says : « t h e acquis i t ive urge is t ha t o v e r p o w e r i n g force 
of the i n d i v i d u a l w h i c h pushes us f r o m progress to progress, h u t a t 
the same t i m e towards their e x p l o i t a t i o n for ourselves on ly . C o m ­
p e t i t i o n h o w e v e r is tha t other , no t less s tronger force, w h i c h cap­
tures a l l progress i n o rde r to t u r n i t f r o m the possession o f the i n ­
d i v i d u a l i n t o the c o m m o n p r o p e r t y o f a l l human i ty . Thess t w o for­
ces can be c r i t i c i zed separately, b u t i n the i r r e la t ion to each other 
they f o r m the basis o f h a r m o n y of economic society » ( 3 ) . 

A s la te as i n 1914 Wiesev wr i t e s i n the same sense: 
« T h e p r i v a t e o r d e r o f e c o n o m y is the o n l y f o r m o f a great so­

c ia l economic u n i o n w h i c h has h i s to r i ca l ly s tood the test. T h e ex­
perience o f t housand o f years furnishes the p r o o f that i t ensures a 
m o r e successful social c o l l a b o r a t i o n than b y a general subord ina­
t ion under one central c o m m a n d » ( 4 ) , 

A n d af ter the w a r A d o l f W e b e r wr i t e s : « A s far as h u m a n ex­
perience reaches a n d is s ignif icant , there is on ly one p r inc ip l e o f 
o rde r for social e c o n o m y w h i c h ho lds ; compe t i t i on , i . e. the urge 
for proceeds p u t to w o r k i n b a r t e r » ( 5 ) . 

i n his latest b o o k , R o l i b m s speaks of the fundamenta l necessity 
of i n t e rna t i ona l l i be r a l i sm ( 6 ) . 

I n the same w a y , M a c h l l i p sides w i t h free e c o n o m y ( 7 ) . 
T o - d a y , w e can no longer share this unrest r ic ted o p t i m i s m . T h e 

result o f the free p l a y o f economic forces, w h i c h had been so w a r m l y 
r e c o m m a n d e d to us b y the theoret iciens, has become unsatisfactory. 
I n i ndus t r i a l as w e l l as i n agrar ian states, o v e r - p r o d u c t i o n and u n -

sentences could not be called from Adam Smith's writings, is hard to maintain. 

[2] Ricardo. The high price of bullion, a proof of the depreciation of bank­

notes, 4th E d . 1811 Page 265 

[3] Bastiat. L e s harmonies é c o n o m i q u e s , 1850, cited after Adolf Weber t  

Volkswirtschaftslehre, vol. I (Introduction), page 5) -

[4] F, Wiener. Theorie der gesellschaftlichen Wirtschaft, Grundriss der So­

z i a l - Ö k o n o m i k , I . ist. ed. (1914) Page 398, 

[5] A. Weber. Volkswirtschaftslehre, vol. I , p. 168. 

[6] Robbins h. Economic planning and international order, London 1937 

page 2 l î . 
T71 MachhiAi. "Führet* f î l lr i4 i rKn TiV;«pnrin1H-;V 1Q3^ 
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e m p l o y m e n t show themselves as las t ing phenomena , the c o m p e t i ­
t i ve s truggle degenerates i n t o a des t ruc t ive ba t t l e w h i c h annihi la tes 
the inves ted capi ta l , lowers business, mora ls , a n d causes superf lu­
ous expense, w h i c h la t ter c o u l d have been a p p l i e d t owards a chea­
per regular p r o d u c t i o n . 

O n the o ther hand , admissible possibil i t ies o f p r o d u c t i o n re­
m a i n i d l e because p r i v a t e i n i t i a t i v e has been c r i p p l e d , or suff ic ient 
©redi t canno t be p r o v i d e d . T h e au tomat ic hea l ing forces i n the e¬
c o n o m i c b o d y , w h i c h have always vanquished such crises, are too 
feeble t o - d a y i n o rde r t o reestablish the balance - or pe rhaps ttic 
patient has become too sensitive for this pa in fu l w a y of crisis-treat­
m e n t . 

T h e social contrasts are sharpened, the b a t t l e f ronts o f the i n ­

terested groups become larger, a n d the p r o b l e m of m o d e r n econ-«« 

mics o u t g r o w the d o m a i n w h i c h p r i v a t e economy can master. 

T h i s state o f affairs has o b l i g e d mos t states to c o n t r o l , cor rec t 
a n d p a r t l y even to replace the h i t he r to free p l a y o f the economic f o r ­
ces, i n the U . S. A . , the mass -unemploymen t a n d o v e r p r o d u c t i o n 
have l ed to the N e w D e a l , i n Russia a n d i n Japan, the wi sh f o r i n ­
dus t r i a l i za t ion was responsible for the sw i t ch ing over to p l a n n e d e¬
c o n o m y . I n G e r m a n y a n d i n I t a l y the social tension as a f t e rma th af 
the crisis, i n T u r k e y the p r e d o m i n a n c y o f fo re ign cap i t a l a n d the 
t ack o f p r i v a t e i n i t i a t i v e i n the c o u n t r y c o u p l e d w i t h the necessity 
o f o w n industr ies , have engendered these tendencies. 

T h e p r ice c o n t r o l l i n g laws o f 1936 i n France, a n d of 1937 i» 
S w i t z e r l a n d a n d B e l g i u m were i n the f i rs t place o f po l i t i co- f inanc ia l -
o r i g i n . F i n a l y , r e a r m a m e n t forces the ac tua l ly s t i l l l i b e r a l states m o ­
re t owards e ta t ism.-

F u r t h e r m o r e , the m o n o p o l i s t i c tendencies of the b i g concerns 
a n d the d i s p r o p o r t i o n be tween their p o w e r and thei r l ack of re­
spons ib i l i ty c o n t r i b u t e t owards state i n t e r v e n t i o n . 

T h i s i n t e r v e n t i o n is no m o r e l i m i t e d , as before the war , to t ra­
de -po l i cy , m o n e t a r y mat te rs a n d social inst i tut ions, b u t i t extends 
i t se l f to the r egu la t i on o f the markets , to the c o n t r o l o f c redi t , to the 
p l a n n i n g o f cap i t a l inves tments a n d the g u i d i n g o f c o n s u m p t i o n . 

T o - d a y i t has become h a r d l y possible to see i n these measures 
n o t h i n g b u t a t r i a l to reestablish the c o m p e t i t i v e re la t ions i r^ those 
places w h e r e they h a d been t ampe red w i t h b y monopo l i e s , t r ade 
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restr ic t ions or d é p l a c e m e n t o f a u t h o r i t y ( 6 ) . 
T h e ob j ec t o f this i n t e rven t ion i sm is m u c h more to guide the 

decisions i n t rade a n d business i n a qui te specified d i r ec t ion w h i c h 
seems to co r re spond more to the interests o f the c o m m u n i t y t h a n 
the r o a d w h i c h p r i v a t e business h a d to take on account of consi­
dera t ions o f r en t ab i l i t y . 

W i t h the facts, the theoret ical concept ions h a v e undergone a 
change too . T h e economic p rograms of the conserva t ive as w e l l as 
the l i b e r a l p a r t y i n E n g l a n d s tand i n a h i g h degree for « d i r e c t e d e-
c o n o m y » ( 9 ) , as w e l l as the Portuguese P r ime Min i s t e r Prof . O l i -
vexra Salazar ( 1 0 ) , T h e socialistic theoret iciens take this s tand as 
a m a t t e r o f course ( 1 1 ) . -

Bu-t even authors w h o have for a l o n g t ime de fended l i b é r a i 
e c o n o m y against in t e rven t ion i sm, have pa r t i a l l y changed their 
v i e w . F o r instance Fsgou says : «If w e ask ourselves i n h o w far the 
free p l ay o f egoistic p r iva te interests con t r ibu tes towards the c o m ­
m o n g o o d , w e f i n d that this is o f ten n o t at a l l the case b u t t ha t this 
def ic iency can v a r y v e r y m u c h i n its k i n d or m e a s u r e » ( 1 2 ) . 

I n Pigou ' s o p i n i o n , this shows the incontes table necessity of sta­
t e - in t e rven t ion i n economy, Schumpeter asserts that : «in the so­
c i a l a n d economic mat te rs o f our t i m e a d e v e l o p m e n t t owards 
p l a n n e d e c o n o m y can be t raced w h i c h is qui te i ndependen t f r o m 
wishes or p o l i t i c a l tendencies* ( 1 3 ) . 

A v o l u m e « E c o n o m i e d i r i g é e » ed i t ed b y A Siegfr ied i n fo rms 
us about the s tand t aken b y French economists ( 1 4 ) . -

T h e G e r m a n economic l i t e ra ture after 1933 is the re f lec ted 

[8] G . Halm «Die Konkurrenz» 1929, page 176. 

[9] Compare : Amery, «The F o r w a r d View 1934, and : Britain's Industrial 

future* 1929. 

[10] O. Salazar «Discoursos» 1935. 

[11] Maurice Dobb, Eduard Heimann, Emif Lederer. Compare Mandelbaum 

« N e u e r e Li teratur zur Planwirtschaft*, Zeitschrift für Sozialforschung, I V 1. 

[12] - Pigou «Economies in practica, London 1935» page 89. - comp. H . Clatf, 

the problem of industrial relations, 1929, p. 236 : «The principles of laissez fairs 

are no longer populär.» 

[13] Schumpeter «Sociai is t ische M ö g l i c h k e i t e n von heute» , Archiv für So­

zial wisse nschaft und Sozialpolitik 1920, page 312. 

[14] André Siegfried, «Economie dir igée» 1934. 
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image of G e r m a n p lanned - economy. Sombar t ' s last b o o k 
show to w h a t extreme v iews i t arr ives : H e does n o t on ly a f f i r m a 
change of economic o rgan iza t ion b u t equa l ly o f the u l t i m a t e econo­
m i c goal . C i v i l i z a t i o n is b e i n g suffocated i n technical science and 
abundance o f c o m m o d i t i e s ; a n d i n o rder to save i t , one should go 
back to the ideal o f p o v e r t y ( 1 5 ) . 

A v e r y convenien t p o i n t o f v i e w indeed for economists ! 

Even the science o f economic menagement ( w h i c h centers in 
the p r o b l e m of ca lcu la t ion i n p r i v a t e business) pronounces itself in 
f avour o f the necessity o f g o v e r n m e n t a l economic guidance. 

Schmalenbach said a l ready i n 1928 on this subjects : « w h i c h 
are the inne r reasons, f o r c i n g us to separate us f r o m the o l d , free! 
e c o n o m y i n spite o f its e x t r a o r d i n a r y p r o d u c t i v i t y , a n d to m a k e our 
w a y in to a n e w economy of menaged f o r m , abou t the p r o d u c t i v i t y 
and eff iciency of w h i c h w e k n o w b u t l i t t l e y e t ?'». 

« W e are d r i v e n i n t o the n e w economic era no t b y h u m a n 
beings, b u t b y s t rong economic forces.. 1 w o u l d be o f op in ion , tha t 

m o d e r n economy, as far as the m a t t e r o f cost is concerned 
the o l d system o f free c o m p e t i t i o n is no m o r e sufficient . . . Í a m con­
vinced tha t i n a no t too far away fu ture we shall have to ar r ive at 
a state w h i c h the gui lds represented too : the monopoly-s t ruc tures 
o f m o d e r n e c o n o m y w i l l receive their m o n o p o l y f r o m the State, ancl 
on the o ther hand the state w i l l super in tend the observance o f the 
duties, ar is ing f r o m the m o n o p o l y . » ( 1 6 ) . 

W h a t are the causes of this reversal? D i d the p r inc ip ie o f 
r e n l a b i l i t y a n d the c o m p e t i t i o n on w h i c h free economy is based 
fa i l , as the opponents o f l i be r a l i sm assert, is p r i v a t e management 
of business ( w h i c h fo l l ows the s t r i v i n g after p rof i t s ) no more ca­
pab le of b r i n g i n g the p r o d u c t i o n near to the economic o p t i m u m ? 
Consequent ly , w i l l the d i r e c t i o n a n d v o l u m e o f p r o d u c t i o n i n the 
futures no longer have to be dec ided b y ths owners o f fac tory u p o n 
the chances o f p r o f i t to the entrepreneur , b u t b y the state accord ing 

[15] Sombart, «Der deutsche Soz ia l i smus» 1937. . 

[18] Schmalenbach, «Die Betriebswirtschaftslehre an der Schwelle der 

neuen Wirtschaf tsverfassung» Zeitschrift für handelswiss. Forschung, 1928. pa­

ge 242, 249.-
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to the economic needs of the w h o l e people or accord ing to o ther 
points o f v i e w ? 

E v e r y economic ac t iv i ty , in wha teve r w a y i t w i l l be organized, 
a ims at the rea l iza t ion o f a surplus over the cost of p r o d u c t i o n i n 
o rder to be p r o v i d e d more l av i sh ly w i t h goods. Th i s p r i n c i p l e o f 
surplus can be renounced by no economic system, nei ther b y the d o ­
mestica! economy w h i c h consumes it.-; ov/o products , nor b y the ex­
change economy w h i c h produces for :he m a r k e t , nor b y p l a n n e d 
economy in w h i c h p r o d u c t i o n and consumpt ion are regula ted . 
A l l these forms of economy have one and the same 
purpose : the real isa t ion o f a surplus. O n l y the ways in w i c h 
they t r y to a t ta in the i r goal d i f fer . 

E v e r y economic system has a m e t h o d of its o w n for the con­
t r o l l i n g of the possibil i t ies of p r o d u c t i o n as to the i r f e r t i l i t y . In the1 

economy of Lhe p r i m i t i v e stage, and even to-day in the smal l 
farms w h i c h do not m a r k e t their goods, p r o d u c t i o n is 
d i r ec t l y regula ted accord ing to the needs o f the household and 
it is no t possible to make a compar i son i n figures be tween ilhe va ­
rious branches of ac t iv i ty . In the same way , the p r o g r a m of expen­
d i tu re ¡in m o d e r n state budgets is d r a w n up at first d i rec t ly on t&e 
basis o f the to ta l needs, and the efficiency of the single i tems ( i , e. 
the b u d g e t a r y net a l lowance) is on ly calculated af terwards. I n p l an ­
ned -economy the same m e t h o d prevai ls . I n free compe t i t i ve econo­
m y , however , every i n d i v i d u a l calculates at first the cost a n d the 
proceeds o f his p roduc t s separately. I f a p r o f i t is the outcome, the 
p r o d u c t i o n is cons idered to be economica l ly jus t i f i ed , and 
does . n o t need any further l e g i t i m a t i o n before the c o m m u n i t y 
in o rder to be car r ied out. I f , however , a p ro j ec t w i l l p r e s u m a b l y 
cause a loss to the producer , it is supposed to be economica l ly unad-
missible wha t eve r reasons o f u t i l i t y to the pub l i c or of a cu l t u r a l 
na ture w o u l d advoca te its execut ion . I n economics, the t rader 's p ro ­
f i t as the ba rome te r w h i c h indicates the p r o f i t a b i l i t y of a projec­
ted p r o d u c t i o n to the c o m m u n i t y . P r o d u c t i o n conforms i tself to 
this a n d the calculat ions o f the i n d i v i d u a l t raders are no m o r e g rou ­
ped toge ther i n a general po l i t i co -economica l balance-sheet. 

T h e quest ion n o w arises whe the r this m e t h o d o f s u r p l u s -
ca lcu la t ion , as a p p l i e d lin p r i v a t e business, r ea l ly and under a l l cir­

cumstances does lead to an o p t i m a l supp ly o f goods, or 
whe ther dis turbances and displacements can occur w h i c h d i v e r t the 
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ca l cu l a t ion of p ro f i t s i n p r i v a t e business f r o m the economica l m a ­
x i m u m o f success. U n d e r w h i c h cond i t ions does rentabildty i n p r i ­
v a t e business c o m e so near t o economic p r o d u c t i v i t y tha t the e r rors 
in the p r i v a t e m é n a g e m e n t o f business can b e neglected as b e i n g i n ­
s ignif icant , a n d under w h i c h cond i t ions do b o t h po in t s o f v i e w d i ­
verge to such an extent that the businessman's decisions as to p r o ­
d u c t i o n need an economic cor rec t ion , or, i n the ex t reme case, ha­
v e even to be r ep laced b y state regu la t ion o f p r o d u c t i o n so as to 
co r r e spond to the needs o f the c o m m u n i t y ? 

I t seems t o m e tha t this is the essential p r o b l e m i n the present 
c o n t r o v e r s i o n o f the theorists about the f o r m of economic l i fe . 

I I . — T H E Q U A N T I T Y - P R O B L E M A S S O U R C E O F E R R O R S 

T h e r e have a lways existed factors i n the producers ca lcu la t ion 
w h i c h de f l ec ted the d i r e c t i o n a n d v o l u m e o f p r o d u c t i o n f r o m the 
l i n e as t raced b y p o l i t i c a l economics. H o w e v e r , i n the era o f eco--
n o m i c expans ion o f the 19th cen tury they t h r ew so l i t t l e w e i g h t i n 
the scale, a n d tbey w e r e so q u i c k l y ove r t aken b y the d e v e l o p m e n t 
of events, tha t they were either n o t heeded at a l l , or, i n v i e w o f the 
pe r fo rmance o f p r i v a t e business, r i g h t l y neglected. But since the 
s tagna t ion o f economic expansion, these factors have become sour­
ces o f errors i n ca l cu l a t i on ; to -day they are o f greater i m p o r t a n c e 
as they are no m o r e h i d d e n b y the general u p w a r d t endency a n d no 
l o n g e r co r rec ted b y the t r end o f affairs w h i c h ra ther intensifies 
t hem. These factors f o r c i b l y induce the ent repreneur ( even w h e n hos 
ca lcula t ions are sub jec t ive ly correct a n d any er ror i n account is 
e x c l u d e d ) in to an erroneous ca l cu l a t ion o f surplus a n d thereby i n t o 
w r o n g p r o d u c t i o n a n d inves t ing too m u c h , or b y underes t ima t ing 
the proceeds a n d the reby l e a v i n g u n e x h a u i t e d the possibi l i t ies o f 
p r o d u c t i o n w h i c h exist. 

A source o f e r ro r o f such a nature exists i n the quan t i ty -p ro ib -
le m 30 n a m e d b y Z w i e d i n e c k . ( 1 7 ) . 

Suppose a p roduce r to calculate on the basis o f the exis t ing 
marke t - s i t ua t i on t h a t the purchase of a m a c h i n e w o u l d p a y its w a y . 
I t is t rue that the f ac to ry w o u l d p roduce w i t h the he lp o f th is ; 

|_17] - 13. Zwiedineck, « A l l g e m e i n e Volkswir t schaf t s l ehre» , 1932, page 140.. 
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mach ine , a q u a n t i t y o f goods w h i c h w o u l d exceed the v o l u m e for 
w h i c h an ou t l e t c o u l d h i t he r to be f o u n d , b u t on the other hand the 
cost o f p r o d u c t i o n per u n i t w o u l d decrease a n d the prices c o u l d be 
reduced , so t ha t acco rd ing to this ca lcu la t ion , the increased p roduc ­
t i o n w o u l d be marke t ab l e . O n the who le , this process o f p r o d u c t i o n 
w o u l d s t i l l l ead to a greater surplus ove r cost t h a n the o l d one w h i t h -
ou t machine . B u t on the same u n d e r l y i n g p r i n c i p l e as the first m a ­
nufac turer , n ine compe t i t o r s i n the same b r a n c h m a k e thei r calcu­
la t ions a n d equa l ly i n t roduce the machine . T h e inves tment w h i c h 
w o u l d have p a i d i ts w a y i f i t h a d been m a d e o n l y once, w i l l n o t do 
so w h e n increased t e n f o l d . T h e t o t a l p r o d u c t i o n w i l l be raised to 
auch an ex ten t t ha t the p ro j ec t ed prices cannot be m a i n t a i n e d . W h e n 
a l l ten factories w o r k mechanica l ly , the pr ice o f the p r o d u c t de­
clines u n d e r the cos t - l imi t , a n d i f p r o d u c t i o n is cu r t a i l ed , the capa­
c i ty o f the m a c h i n e r y is n o t fu l ly u t i l i zed . Consequent ly , the p r e v i ­
ous ly ca lcu la ted sav ing o f expenses does n o t mater ia l ize , as a cor­
r e s p o n d i n g l y greater p a r t o f the overhead falls to the un i t o f p r o ­
d u c t w h e n p r o d u c t i o n goes d o w n . There fo re , the doub le o f ca­
p i t a l inves tments w h i c h is unavo idab le w h e n c o m p e t i t i o n exists, 
shows a t a l l events to be a source o f w r o n g p r o d u c t i o n . 

Even w h e n the i n d i v i d u a l p roducer w o u l d k n o w about his 
c o m p e t i t o r s ' in ten t ions to invest, he w o u l d no t be i n a pos i t ion to 
absta in f r o m the i m p r o v e m e n t o f his p lan t . A l t h o u g h he m i g h t 
j u d g e the accumula t i on o f investments to be economica l ly w r o n g 
f r o m the general p o i n t of v i ew , he w o u l d n o t be able to dec ide to 
sacrifice h imse l f f o r the c o m m o n g o o d b y keep ing his fac to ry at a 
l o w e r grade o f eff ic iency than those o f the others. 

In a t i m e o f economic expansion, as for instance i n the 19th 
century , the q u a n t i t y - p r o b l e m h a r d l y appears as a source o f e r rors 
i n the calculat ions o f p r iva t e [industry. T o g e t h e r w i t h the popt t la -
t i o n a n d the n e w oversea marke t s the d e m a n d for goods g r o w s 
q u i c k l y in to the overs ized p r o d u c t i o n a l apparatus. T h e p r o d u c t i o n 
w h i c h has been i n i t i a l l y ins ta l led on too la rge a scale reorganizes 
i t se l f a u t o m a t i c a l l y d u r i n g the course o f a f ew years. M o s t o f the 
n e w businesses w h i c h were set up i n that p e r i o d were overs ized ; 
the d e v e l o p m e n t o f c o n s u m p t i o n howere r o v e r t o o k t hem v e r y 
q u i c k l y . M o r e o v e r , the f i rs t great inven t ions b r o u g h t a sav ing on 
costs o f 50 % a n d o v e r ; therefore, the increase i n p r o d u c t i o n c o u l d 
n o t be so h i g h as to force the prices d o w n b e l o w the n e w cost^ï i rni t . 
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E v e n i f the p ro f i t s d i d no t always reach the r eco rd w h i c h h a d been-
h o p e d for, they never sank b e l o w the average ra te ; w h e n s y m p t o m s 
of ; ' o v e r p r o d u c t i o n came to l i gh t , the great span be tween cost 
a n d pr ice represented a sufficient m a r g i n for even tua l ly necessary 
pr ice-reduct ions . The re fo re the q u a n t i t y - p r o b l e m c o u l d n o t be no­
t iceable at a l l under such favorab le condi t ions . T h e frenzy o f foun ­
d a t i o n a n d cap i t a l inves tment o f a l l classes o f p roducers was jus­
t i f iable , w i t h the possible except ion o f the speculat ive exagerations 
w h i c h caused the crisis o f 1873. 

H o w e v e r , since the u p w a r d t r e n d o f p o p u l a t i o n came to a 
s tands t i l l a r o u n d the t u rn of the cen tury , since the n e w l y indus t r i a l ­
ized countr ies t u r n themselves m o r e a n d m o r e towards the marke t s 
o f the E u r o p e a n industr ies and since t h r o u g h the l a w of d e c l i n i n g 
y i e l d o f cap i t a l the saving o f cost b y a m e l i o r a t i o n o f the processes 
of p r o d u c t i o n becomes cont inuous ly smaller , the q u a n t i t y - p r o b l e m 
begins to opera te as a percept ib le source o f o v e r p r o d u c t i o n . T o -
<lay, w e are l a c k i n g the au tomat ic co r r ec t ion o f an overs ized p roduc­
t i o n s ! appara tus t h r o u g h increasing d e m a n d ; the f o r m e r great mar ­
gins o f p r o f i t w h i c h cons t i tu ted a suff ic ient m a r g i n for pr ice-reduc­
tions are non-exis tent , and we miss the cont inuous increase o f over­
sea m a r k e t s for the European industr ies, i n this w a y , ove rp roduc ­
t i o n becomes a pe rmanen t state o f affairs. F o r this reason, mos t 
branches o f p r o d u c t i o n have tu rned to selfhelp a n d have organ i ­
zed i n t e r n a t i o n a l or na t iona l cartels for the r egu la t ion o f expansion 
ai capaci ty , thereby e l i m i n a t i n g this source o f er ror i n p r i v a t e b u ­
siness-management. F o r instance i n 1926 the In t e rna t iona l Steel 
Ca r t e l f i x e d the p resumably saleable p r o d u c t i o n v o l u m e of the Eu ­
ropean steel p r o d u c t i o n , a n d every c o u n t r y received i n this con­
nec t ion a cer ta in quo ta o f p r o d u c t i o n , i n case the s tee lworks o f one 
c o u n t r y exceeded their quota, they h a d to pay a conven t iona l fine 
o f $ 4 / . - per t o n o f o v e r p r o d u c e d steel, i f on the con t r a ry they d i d 
not reach the quota , they received an i n d e m n i t y o f $2 . - f o r every 
n o n - p r o d u c e d t on . A l r e a d y i n the first ha l f year o f the conven t ion , 
G e r m a n y p a i d a f ine o f 6 m i l l i o n do l l a r s whereas France received 
a n i n d e m n i t y o f $ 4 7 0 . 0 0 0 . - T h i s resul ted for the G e r m a n m i l l s in 
a n average a d d i t i o n a l charge o f R . M . 2, 13 per ton , whereas th*i 
F r e n c h m i l l s c o u l d b o o k a c r e d i t o f R . M . 3,37 per t on . There fo re , 
the a r t i f i c i a l d i f fe rence i n cost was R M . 5,50, i . e. a p p r o x i m a t e l y 
7 % of the pr ice at tha t t ime. 
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I t m a y seem absurd tha t in an economic system w h i c h aims 
a t the greatest possible p r o v i s i o n w i t h goods, p r o d u c t i o n is be ing 
punished a n d n o n - p r o d u c t i o n recompensed. B u t t h r o u g h the quota-
agreement a n d the i ndemni ty - sys t em the mi l i s w h i c h are technical ly 
beh ind are o b l i g e d to abandon their i n t e n d e d projects o f invest­
ment , whereas o n l y the m o r e eff ic ient m i l l s can, dec ide to enlarge 
their capaci ty . I n this way, the effects o f the q u a n t i t y - p r o b l e m as 
the o r ig in o f o v e r p r o d u c t i o n are weakened or even tua l ly even e l i ­
m i n a t e d . A l l res t r i c t ion plans o f this k i n d , the Brussels Sugar Co n ­
ven t ion , the In t e rna t i ona l C o p p e r Car t e l , T h e A n g l o - D u t c h Rubber 
Res t r i c t ion etc.. are f i rs t a t temps on the side o f p r o d u ­
cers themselves to f i x r a t i o n a l l imi t s to excessive expans ion o f pro­
d u c t i o n as caused b y c o m p e t i t i o n . In this sense, statesmen be long ing 
to a l l part ies w e l c o m e d the In t e rna t iona l Steel Ca r t e l in 1926. 
Stresernann expresses his hope for a general pub l i c c o n v i c t i o n i n a 
near future that i n the f i e ld o f economics loo , the nat ions w i l l ad­
vance m o r e b y jud ic ious and l o y a l c o l l a b o r a t i o n than b y unrestric­
t ed c o m p e t i t i o n . T h e fo rmer French Min is te r Loucheu r demands 
w i t h the Be lg ian senator de Rrouckere a c o m p l e m e n t a r y govern­
men t c o n t r o l ove r so huge and p o w e r f u l combines as the steel-car­
tel ( 1 8 ) . 

i t is n o w m o r e than ever d o u b t f u l w h e t h e r such an a r t i f i c ia l 
sh i f t ing o f costs, even when i t e l iminates the q u a n t i t y - p r o b l e m in 
s tee l -p roduc t ion , does no t p r o v o k e changes in the i ron-using i n ­
dustries, w h i c h i n the i r t u r n deflect the la t ter f r o m the economical ­
ly o p t i m a l p r o d u c t i o n a n d thereby create new sources of error. 
A n y h o w , these conven t ions are no s t r ongho ld against changing eco­
nomic si tuations. A swift b o o m as w e l l as a s t rong depression des­
i n t é g r a t e t hem and lead to a s truggle for quotas w i t h i n the c&ífcél, 
w h i c h genera l ly mean the end o f the conven t ion . I f the j o i n t trea^ 
sury has too sma l l an income f r o m the fines a n d consequent ly the 
i ndemni t i e s fo r shu t t ing d o w n tu rn out to be too smal l , the more 
eff ic ient m i l l s leave because they hope to a t t a in m o r e i n the com­
pe t i t i ve s t ruggle. T h i s was for instance the a t t i t ude o f the D u l c h 
rubber producers after 1928. I n the crisis of 1932, the state tiried 
t o establish such cartels compu l so r i l y . T h e G e r m a n car te l - t r ibuna l 
s ta r ted b y increasing the sever i ty o f its praxis conce rn ing the pos-

[18] - Berl iner Tageblatt, 1926, No. 463, 465. 
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s ib i l i ty of denounc ia t ion of cartel-agreements. In 1933, a l a w go­
v e r n i n g the c o m p u l s o r y cartels was issued, w h i c h authorizes the 
Min i s t e r o f E c o n o m y of the Re ich to amalgamate concerns in to sjfn-
dicates, convent ions and such l ike agreements by compuls ion , ( 1 9 ) . 

Since the c b m i n g in to force o f the four years -p lan of 1936^ 
the au tho r i t y o f the Min i s t e r o f E c o n o m y of the Re i ch has been ex­
t ended to the r egu la t ion o f marke t s a n d the c o n t r o l o f capi ta l i n ­
vestments . I n the U n i t e d States, the N a t i o n a l Recove ry A c t o f June 
f 6 th 1933 a l lows the President to declare the codes o f fair compe t ­

i t i o n as b i n d i n g (Sec t ion 3 a ) . In j a p a n , such regula t ions are i n 
force since 1 9 3 1 , i n I t a ly since 1932, i n B e l g i u m a n d H o l l a n d sin­
ce 1935. 

T h e r e is b u t one step f r o m e m p o w e r i n g the state t o f o r m 
c o m p u l s o r y cartels to a s ta te -cont ro l led p r o d u c t i o n , O f course, i n 
G e r m a n y these tactics were caused b y other considerat ions, to w i t 

c red i t -po l i t i cs , the s u p p l y i n g w i t h r a w materials , the fore ign t rade 
a n d the fore ign exchange s i tuat ion. 

I I I . _ T H E C O S T P R O B L E M A S S O U R C E O F E R R O R S 

In the same way , under present cond i t ions the cos t -p rob lem 
too causes a pe rmanen t uneconomic state i f c o m p e t i t i o n remains 
unregu la ted . In the concep t ion o f classic p o l i t i c a l economists, c o m ­
p e t i t i o n shou ld necessarily b r i n g out the lowes t p r o d u c t i o n costs. 
Prices f r i e d themselves at the genera l ly lowest possible level , so 
that consumers w o u l d be suppl ied w i t h the cheapest products . But. 
i n this o p i n i o n , state subsidies a n d p ro tec t ive measures ensure a 
higher pr ice- leve l to the weaker concerns i n order to keep t hem ca­
pab le o f l i v i n g in spite o f h igher p r o d u c t i o n costs. Therefore , they 
were supposed to arrest the t r end towards cheapest me thods o f 
p r o d u c t i o n . T h e consumer h a d to bea r the a d d i t i o n a l charge w i c h 
had to be p a i d for the p r o t e c t i o n o f the factories w i t h higher costs 
of p r o d u c t i o n . 

T h i s effect o f c o m p e t i t i o n u n d e n i a b l y existed i n the 19th cen­
tury a n d assisted the v ic to r ious progress o f technics. But nowadays . 

[191 - L a w on t̂ ie establishment of compulsory cartels of July 15th 1933 

and executive decree of October 6th 1993. 



— 57 -

the l a w of costs o f the classic authors does no t absolu te ly come 
true a n y m o r e . L e t us take one o f the numerous examples whsch 
have been set f o r t h i n 1928 b y the B o a r d o f I n q u i r y i n t o the p ro ­
d u c t i o n and sales cond i t ions o f G e r m a n indus t ry ( 2 0 ) . 

T i l l 1926, f i ve l ino leum-fac tor ies existed i n G e r m a n y . Each 
o f t hem p r o d u c e d abou t 16 d i f fe ren t pat terns of l i n o l e u m , a n d the 
swi tch ing over o f the mach ine f r o m one pa t t e rn to another mean t 
a loss o f one day a n d a half . Eve ry fac tory had to m a i n t a i n a c o m ­
plete stock o f a l l 16 k inds , a n d depend ing on the local i t ies f r o m 
w h i c h orders were received, one fac to ry was sending l i n o l e u m f r o m 
the v e r y south to the v e r y n o r t h o f G e r m a n y , whereas another was 
sh ipp ing the same l i n o l e u m f r o m the v e r y n o r t h to the v e r y south, 
so tha t i t was l i t e r a l l y crossing. A p a r t f r o m the adver t i s ing for 
the use of l i n o l e u m as such, every f i r m had to p ropaga te i ts spe­
c i a l b r a n d , w h i c h raised the adver t i s ing cost cons ide rab ly ; h i g h 
provis ions h a d te be pa id to traders in order to induce t hem to 
cpjiry a n d to boost a cer ta in b r a n d . A l l these expenses w e r e neces­
sary in o rde r to be able to compete . 

' n 1926, the f ive l i n o l e u m : factories ama lgama ted in to a trust. 
O n l y b y e l i m i n a t i n g c o m p e t i t i o n i t became possible to establish the 
p r o d u c t i o n a n d the m a r k e t i n g on a ra t iona l basis. T o beg in w i t h , 
the n u m b e r o f pa t terns was reduced to f ive , w h i l e each one o f the 
f ive factories special ized i n one pa t te rn . T h e loss of t ime because 
o f i d l e m a c h i n e r y w a s s topped, the n u m b e r o f machines c o u l d be 
reduced a n d the f ac to ry hands cou ld be used more fu l ly . T h e re­
d u c t i o n o f the number of pat terns had no inf luence on the con­
s u m p t i o n ; i t became apparent that the v a r i e t y o f t y p e s h a d rather 
m a d e the consumer suspicious, whereas the f e w s t andard types, of 
the p roduc t s of the trust were taken as a guarantee for qua l i ty . 
Whereas before the a m a l g a m a t i o n every fac to ry had to k e e p a l! 
16 k i n d s lin s t o c k , the trust con ten ted itself w i t h one warehouse fnr 

a l l 5 quali t ies , w h i c h reduced the cost of warehous ing essentially, 
Orde r s were spread over the factories accord ing to the mos t favo­
rable geographica l s i tua t ion , so that a considerable saving of f re ight 
was possible i n compar i son w i t h the past. T h e adver t i s ing e x p e n s e s 

[20] Untersuchungsausschuss (Board oi" inquiry into the Production and 

sales-conditions of German industry). First sub-committee, third group. Part I , 

Page 451. 
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fo r cer ta in b r ands were c o m p l e t e l y e l imina t ed , the a d v e r t i s i n g -
c a m p a i g n for the use o f l i n o l e u m as such was d i rec ted m u c h m o r e 
ef f ic ien t ly a n d w i t h the same means b y the T r u s t . F i n a l y , the t ra­
ders ' discounts were reduced to one f i f t h ; thus was possible w i t h o u t 
do^ng any h a r m to consumpt ion , as the retailers c o u l d no l o n g e r 
p l a y o f f one f i r m against the other. T h e cond i t ions of d e l i v e r y a n d 
p a y m e n t were f i x e d u n i f o r m l y and consequent ly the factories h a d 
to s tand no m o r e losses f r o m absurd sales on the i n s t a l lmen t p l a n 
o" repurchase-transactions. Toge the r the sav ing o f expenses w h i c h 
was real ised b y the Trus t i n compar i son w;ith the f o r m e r c o m p e t i ­
t ive s t ruggle was es t imated at 40 % of the t o t a l cost, a n d w i t h a l l 
this the l i n o l e u m - i n d u s t r y does no t represent an ex t reme cage of 
especially h i g h compet i t ion-expenses , i t figures ra ther as an average 
case. T h e C o m m i t t e e o f i nqu i ry has found far greater effects on 
the f ina l cost i n o ther branches o f (industry, first of a l l i n the engi­
neer ing i ndus t ry a n d i n the text i le indus t ry (2 1). 

I t is t rue that this r educ t ion i n expenses has no inf luence on 
the price - leve l as l o n g as the managed prices are no t subjected to 
some c o n t r o l or other, bu t raise the manufacturers ' p r o f i t and the 
cap i t a l i nves tmen t ac t i v i t y . O n l y i n those special cases where the 
expenses are excessively degressive w h i l e p r o d u c t i o n is beii:^. i n ­
creased, the concern w i l l l o w e r the sell ing-prices i n o rder to be 
able to sell h igher quant i t ies and to use the p l a n t to its fullest ca­
pac i ty . 

T h e specia l iza t ion i n p r o d u c t i o n and the t y p i f y i n g o f the p ro ­
ducts , i n w h i c h great expense-saving possibi l i t ies are s t i l l la tent , 
canno t be real ized ye t under the present circumstances and under 
the p r e v a i l i n g c o m p e t i t i v e system. T h e n o r m a l i z a t i o n - c o m m i t t e e of 
G e r m a n indus t ry , w h i c h has done m u c h lin his f i e l d , w o u l d n o t have 
been able to unde r t ake its w o r k w i t h o u t the suppor t o f the b i g 
concerns a n d unions. 

As l o n g as n e w expense-saving invent ions were c o n t i n u o u s l y 
m a d e i n the d o m a i n o f the technique o f p r o d u c t i o n , a n d consump­
t i o n p e r m a n e n t l y rose so tha t the increase i n p r o d u c t i o n corres­
p o n d e d to the m a r k e t s i tua t ion , c o m p e t i t i o n was the surest means o f 

[21] Untersuchungs - Ausschuss, i st. Sub-Committee, 3 rd Group; Second, 

part, 1st alinea, page 92. 



- 59 — 

enforc ing the lowest l eve l of cost. Since h o w e v e r the expansion hav 
a r r i v e d to a s t ands t i l l a n d technical i nnova t ions appear more spar 
sely, i t has become i m p e r a t i v e to a r r ive at a saving of expenses 
w i t h o u t an increase o f p r o d u c t i o n , and b y w a y of i m p r o v e d e f f i ­
ciency. H e r e c o m p e t i t i o n no t o n l y fails b u t even fo rms an obstacle 
•'-.Q saving i n this w a y . O n l y t h r o u g h a m a l g a m a t i o n fur ther progress 
can be m a d e i n this d i r ec t ion . T h e na r rower the m a r k e t becomes, 
the higher the cost o f the c o m p e t i t i v e struggle rises, a n d the less 
remunera t ive the m u l t i p l i c i t y o f the types of p r o d u c t w i l l become 
to w h i c h compe t i t o r s are fo rc ing eacho ther .Under these circumstances 
the lowest cost is no longer enforced b y c o m p e t i t i o n , b u t b y regu­
l a t i o n o f p r o d u c t i o n and sel l ing. T o - d a y the cost p r o b l e m is the 
strongest force w h i c h leads to business-amalgamation. Espec ia l ly 
i n those countr ies whe re the excessive pr ice- level endangers either 
the e x p o r t or the cur rency , the r e d u c t i o n o f cost canno t be lef t to 
the chance, w h e t h e r the producers w i l l come to an agreement or 
not , bu t is b e i n g pursued b y enforced a m a l g a m a t i o n because h igher 
expor ts are o f genera leconomic interest. I n this quest ion too, there 
exists on ly a g r adua l a n d no m o r e fundamen ta l dif ference be tween 
the v o l u n t a r y concen t r a t ion of business and the s ta te-planning o f 
p r o d u c t i o n . 

I V . — T H E S H I F T I N G O F C O S T S A S S O U R C E O F E R R O N E O U S 
C O S T - C A L C U L A T I O N . 

A n o t h e r source o f erroneous cos t -ca lcula t ion i n p r iva t e business 
lies i n the fact tha t the p roducer makes the decisions i n his business 
under the assumpt ion tha t prices and sales r ema in unchanged!,, b u t 
that these decisions themselves p r o v o k e a change i n the structure o f 
cost w h i c h again alters the m a r k e t s i tuat ion. 

I f for instance the p roducer in t roduces l abour - sav ing mach ine ­
ry , the cost o f wages w i l l go d o w n and be rep laced b y a m o r t i z a t i o n 
a n d interest charges. T h e p roducer has ca lcula ted that , w i t h equal 
prices a n d equal sales-volume, he w i l l m a k e a greater p r o f i t b y 
chang ing i n t o mach ine -made p r o d u c t i o n because o f the l o w e r i n g o f 
expenses. H o w e v e r ( a n d the p roduce r c o u l d no t an t ic ipa te this i n 
his ca lcu la t ions ) the change i n the s t ructure o f costs n o w al ters the 
m a r k e t s i tua t ion , so that the assumpt ion tha t prices a n d sales-volume 
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w o u l d r e m a i n constant , does no longer come true. W h i l e up t i l l n o w 
the wages h a d been ac t ing i m m e d i a t e l y as a d e m a n d for mass-con­
s u m p t i o n commodi t i e s , the interest a n d amor t i z a t i on charges w h i c h 
have come i n the place o f wage-expenses n o w are t r ans fo rmed first 
i n t o credi t-balances w i t h the banks or i n t o p rof i t s o f o ther concerns, 
so that they o n l y change in to income m u c h later a n d even then in to 
income for t o t a l l y d i f fe ren t social s trata w i t h qui te o ther require­
ments . Consequent ly , w h e n m a n y industr ies are r a t i ona l i z ing at the 
same t ime - a n d free c o m p e t i t i o n a lways leads to waves o f capi ta l 
inves tment b y fits a n d starts - the d e m a n d for c o n s u m p t i o n - goods 
wil3 beg in b y receding to the extent o f the n o n - p a i d wages. O n the 
o the rhand , a raised c o n s u m p t i o n o f l u x u r y goods w i l l f o l l o w la ter 
on. 

But the r a t iona l i za t ion i tself has been calcula ted on the basis 
of he o l d marke t - s i tua t ion . A f t e r c o m p l e t i o n of the capi ta l invest­
ments the ra t iona l i zed fac to ry a l ready f inds a changed marke t , and 
at tha t a de te r io ra t ed one, m a r k e d b y unde r - consumpt ion o f mass 
m a d e goods. T h i s is w h y circumstances m a y p reva i l especially i n 
the case o f an u n d e r t a k i n g i n the c o n s u m p t i o n - goods indus t ry , when 
the preca lcu la ted remunerat iveness o f the new purchases is no l o n ­
ger existant a n d the r a t i ona l i za t i on shows i tself to be a w r o n g i n ­
ves tment f r o m the start. In p r iva t e economy this means that the 
r a t iona l i zed f ac to ry does n o t w o r k at an increased p r o f i t , but at a 
loss: f r o m the p o i n t of v i e w of p o l i t i c a l economics i t means that the 
u n e m p l o y m e n t caused b y r a t iona l i za t ion is n o t absorbed b y greater 
a c t i v i t y in o ther fields o f p r o d u c t i o n , b u t becomes a pe rmanen t 
s y m p t o m a n d tha t therefore the industries w n i c h are n o t b e i n g ra­
t iona l ized -suffer f r o m the sel l ing crisis too , and are b e i n g d r a w n in to 
the n a r r o w e r danger-zone of the border-cases. A l t h o u g h the p r o d u ­
cer's calculat ions were subjec t ive ly correct , these effects o f ra t iona­
l i z a t i on of ten appear nowadays . 

T h e u n d e r c o n s u m p t i o n theories o f the i 9 t h cen tury have a l ­
ready p o i n t e d out these dangers o f r a t iona l i za t ion a n d of accumu­
l a t i o n of constant c ap i t a l ; this h o w e v e r was done at a t ime w h e n 
these v e r y dangers were h i d d e n b y the general u p w a r d t r e n d , be­
cause, even i f at that t ime the a m o u n t o f wages sank i n compar i son 
w i t f i o ther expenses th rough the fast increase o f constant capi ta l , ( i t 
increased tin an absolute sense) this was more t h a n set o f f b y the 
g r o w i n g n u m b e r o f people e m p l o y e d i n the branches o f p r o d u c t i o n 
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w h i c h k e p t o n c o m i n g i n t o b e i n g a n d b y the r is ing w e e k l y wages of 
l a b o u r ; w h a t e v e r was s t i l l l a c k i n g i n the balance was b r o u g h t i n b y 
the shor tened w o r k i n g hours and the b r i n g i n g d o w n of the prices 
of c o n s u m p t i o n - g o o d s ; d u r i n g the era o f economic expansion, the­
refore the danger o f u n d e r - c o n s u m p t i o n as a result o f r a t iona l i za t ion 
d i d n o t exist. O n the con t ra ry , the process of indus t r i a l i za t ion was i n 
i ts first stages a c c o m p a n i e d b y a cons tan t ly increac ing d e m a n d for 
mass m a d e goods. Mafrx's t heo ry o f the indus t r i a l reserve a r m y a n d 
the paupe r i za t ion o f the masses was never m o r e i n c o n t r a d i c t i o n 
w i t h experience than jus t i n the p e r i o d for w h i c h he was w r i t i n g ( 2 2 ) . 
H i s opponen ts were j u s t i f i e d a t tha t t ime t o refer to con t r a ry obser­
vat ions . E v e n Engels cor rec ted the theory o f collapse i n so far as to 
say tha t the crises o f the capi ta l is t ic system c o u l d o n l y pu t in an ap­
pearance after the exhaus t ion o f a l l possibi l i t ies o f expansion ( 2 3 ) . 

B u t o d a y , the premise has comple t e ly changed. W i t h the s tand­
st i l l o f expansion w e see for the first t i m e i n the w a k e o f ra t iona l iza ­
t i o n a s t ruc tu ra l u n e m p l o y m e n t w h i c h cannot poss ibly disappear any 
m o r e i n a t rade boom- . I n the advanced stage o f the process 
o f i ndus t r i a l i za t i on i n w h i c h w e l i v e nowadays , the y e a r l y increase o f 
n e w branches o f p r o d u c t i o n (especia l ly o f cap i t a l g o o d s ) , w h i c h up 
t i l l n o w a lways reabsorbed the u n e m p l o y m e n t caused b y r a t i o n a l i ­
za t ion , has become v e r y smal l because o f technical reasons. O v e r ­
p r o d u c t i o n became a ch ron ic e v i l i n technical ly a d v a n c e d countr ies . 
Pauper iza t ion o f the masses a n d p len ty goods has become one o f the 
ou t s t and i ng paradoxes o f capi ta l i s t ic e c o n o m y i n its present stage 
of d e v e l o p m e n t , w h i c h justif ies the increasing accusations a¬
gainst this economic system. 

T h e o r y has o n l y r e luc tan t ly re l inquished its p reconce ived ideas 
tha t u n e m p l o y m e n t c o u l d n o t exist as a pe rmanen t p h e n o m e n o n i n 
c o m p e t i t i v e e c o n o m y . Firs t o f a l l i t t r i e d to trace the disturbances on 
the l a b o u r - m a r k e t back to the wage-po l i cy o f the t rade-unions, t h f 

122] K. Marx, Das Kapita l , Vol . I . 2nd ed. 1872 page 459 : «The theory of 

compensation in relation to labour superseded by machinery*, and page 653: 

«Progress ive production of a relative overpopulation or industria! reuerve a r ­

m y » . 

[23] F. Engels, Die Entwicklung des Sozialismus von der Utopie zur W i s ­

senschaft, 1882. 
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p r i ce -po l i cy o f cartels and excessive taxa t ion , so as no t to have to 
charge i t to r a t i ona l i za t i on ( 2 4 ) . 

T o - d a y , the possibi l i t ies o f erroneous r a t iona l i za t ion are a l ready 
b e i n g conceded , a l t h o u g h unde r r a t ed ( 2 5 ) . 

Th i s ques t ion was t rea ted i n the mos t t ho rough way by Sai tzew 
( 2 6 ) . a n d the T r a d e - U n i o n s . ( 2 7 ) . 

I n the present stage of the indus t r i a l i za t ion process, r a t i ona l i ­
za t ion i n subject to a second source of erroneous cos t -ca lcula t ion, 
w h i c h was c o v e r e d as w e l l b y the t r end d u r i n g the b o o m - p e r i o d , b u t 
is ac tua ly b e i n g fe l t v e r y heav i ly as a cause o f s t ruc tura l u n e m p l o y ­
ment . T h e manufac tu re r counts as cost o f r a t iona l i za t ion o n l y those 
expenses w h i c h he h imse l f has d i r ec t l y to meet i n connec t ion w i t h 
the capi ta] inves tments , i . e. amor t i z a t i on and interest-expenses, r u n ­
n i n g expenses a n d main tenance o f the machine , a d d i t i o n a l insurance, 
en la rg ing o f the w o r k s h o p , etc. B u t he d o e 3 not count as cost o f ra­
t iona l i za t ion the expenses w h i c h are i nd i r ec t l y caused b y the mach ine 
because under the laws n o w i n existence he can shift t h e m to o ther 
i n d i v i d u a l s . T h e y inc lude the re l ie f and care for the l abour w h i c h 
has been released b y the machine , the losses w h i c h other m a n u ­
facturers sustain b y the reduced purchas ing power , the ex­
penses w h i c h are caused b y the re-school ing a n d the m o v i n g o f 
the u n e m p l o y e d , etc. A l l these i tems const i tute i n rea l i ty debi t - i tems 
®f r a t i o n a l i z a t i o n w h i c h should be set o f f b y the excess y i e l d o f the 
machines. H o w e v e r , they are no t taken up as such i n the ca lcu la t ion 
o f the r a t i o n a l i z i n g manufac ture r and taken care of b y h i m , 
b u t the state has t o def ray t h e m a n d passes t hem on to the c o m m u ­
n i t y b y w a y o f t axa t ion . I n those countries, where the taxes a n d so­
c ia l insurance-premiums are ca lcu la ted on the scale o f wages, the un-

[24] Adolf Weber, Allgemeine Volkswirtschaftslehre, page 122.- Marshall 

Prineiples of economics, I . page 126. 

[25] Moeller, H, Rationalisierung und Arbeitslosigkeit, Weltwirtschaftliches 

Archiv , 1931, page 387; Zwiedineck, Die Arbeitslosigkeit und das Gesetz der 

zeitlichen Einkommensfolge, Weltwirtsch. Archiv 1931, vol. 2; Heimann, So -

siale Theorie des Kapitalismus 1929. 

[26] Saitzew, Die Arbeitslosigkeit der Gegenwart I page 55. Publications of 

the <:Verein für Sozia lpol i t ik» vol. 183. I , 

[27] Grundlagen und Puiehtlinien gewerkschaftlicher Rationalisierungspoli­

tik. ¥?ien 1929. 
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b u r d e n i n g of the r a t iona l i za t ion b y genuine expenses is s t i l l greater, 
and the i ndus t ry w o r k i n g w i t h a r e l a t ive ly h i g h a m o u n t o f f i x e d ca­
p i ta l receives in this way another p r e m i u m over the i ndus t ry w h i c h 
e m p l o y e d a r e l a t ive ly great number of hands. 

For this reason technical i m p r o v e m e n t s a n d extension of plants 
of ten appear a l ready remunera t ive in the ca lcula t ions o f p r i v a t e b u ­
siness w h e n they are far f r o m i t i n terms o f p o l i t i c a l economy. T h e 
manufac tu re r proceeds to their execut ion i n an t i c ipa t ion o f ra i s ing 
the p rof i t s , b u t the f ina l economic result o f the r a t iona l i za t ion means 
higher re l ie f expenses for the G o v e r n m e n t , h igher tax-burdens , de­
creased demand ,ove rcapac i ty o f the factories, a l l o f them items w h i c h 
pu t the p r o d u c e r in a worse pos i t ion than before . I t has i n n o w a y 
d a w n e d u p o n p r i v a t e business management tha t this d e v e l o p m e n t 
has been caused by itself. - A l r e a d y P igou has po in t ed out a special 
case o f such d i sha rmony , where p r iva t e p rof i t s are counte rba lanced 
b y raised g o v e r n m e n t a l expenses ( 2 8 ) . 

A s l o n g as the l abour w h i c h was released b y mach ine ry h a d 
c o n t i n u a l l y been reabsorbed b y the u p w a r d t r end , a n d as l o n g as 
the t a x b u r d e n o n l y represented a smal l par t of the m a n u f a c t u r i n g 
cost, the fiscal sh i f t ing o f genuine rat ional izat ion-expenses f r o m the 
manufac ture r to the c o m m u n i t y h a d on ly smal l impor tance . T h i s i t em 
caused o n l y a v e r y ins ignif icant dev ia t ion f r o m the economic o p t i ­

m u m . T o - d a y h o w e v e r w h e n p r o d uc t ion in the indus t r i a l countries is 
b e i n g pre-charged a l ready w i t h pub l i c levies to the extent o f 2 0 - 3 0 % 
or m o r e the pa r t o f rat ional izat ion-expenses w h i c h can be shif ted to 
someone else has g r o w n considerably . There fo re the ensuing over-es­
t i m a t i o n of admiss ib le product ion-poss ib i l i t i es on the par t of p r iva t e 
business makes i tse l f m o r e s t rongly felt. 

i t w o u l d take us too far to enter in to the numerous, e c o n o m i ­
ca l ly u n w a r r a n t e d fusions, c los ing d o w n a n d new establishments or 
enlargements o f industr ies w h i c h are moreove r caused b y the p a r t i ­
cular r epa r t i t i on o f this t ax -burden . T h e e x e m p t i o n o f n e w bu i ld ings 
f r o m cer ta in taxes f o r m e d another inducement to e x a g g e r a t é d b u i l ­
d i n g act ivi t ies , the laws i n encouragement o f capi ta l inves tments 
created another p r e m i u m for ra t iona l iza t ion , the t u r n o v e r taxes fa­
v o u r e d e c o n o m i c a l l y u n f o u n d e d amalgamat ions of consecutive pha-

[28] Pigou, Economics in practics. 1935, p. 83. Pigou quotes the alcohol i n ­

dustry which forces the state to increase its expenses for public safety. 
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ses o f p r o d u c t i o n in those cases whe re they h a d n o t been equal ly a p ­
p o r t i o n e d to a l l stages of p r o d u c t i o n . T h e s t ra ined au tonomous fis­
cal r i g h t o f the cities l ed to the m i g r a t i o n o f industr ies to local i t ies 
w h i c h were no t favourab le ei ther f r o m the p o i n t o f v i e w of r a w m a ­
terials a n d t ranspor t , nor f r o m a demograph ic p o i n t o f v i ew , etc.. 
T h i s r e p a r t i t i o n o f t axa t ion , seen f r o m an economic s tandpoin t , cau­
sed an increase i n the cost o f p r o d u c t i o n , a l t hough i t y i e l d e d an ap­
paren t ga in to the p r iva t e manufac tu re r because o f the saving o f ta­
xes. E c o n o m i c a l l y spoken large amounts o f m o n e y were was ted be­
cause o f the absurd p o l i c y o f t axa t ion . 

W e are therefore n o w en t i t l ed to d e m a n d tha t under the g iven 
circumstances r a t iona l i za t ion shou ld n o t on ly j u t i f y i tself b y the p r o ­
f i t a n d loss account of i n d i v i d u a l manufac turers ; this alone no l o n ­
ger suffices i n o rder to p r o v e its economic product iveness . T h e t h i n g 
is ra ther to p r o v e its success i n the f r a m e w o r k o f economy as a w h o ­
le. T h e r a t i ona l i zed factories have ei ther to counterbalance the non­
p a y m e n t o f wages as caused b y m a c h i n e r y b y a decrease i n the prices 
of the i r p roduc ts , or they have to enable the re-engagement o f those 
peop le w h o m the machines h a d p u t ou t o f w o r k ; this b y shor ten ing 
the w o r k i n g hours w i t h o u t decreasing the w e e k l y wages. O r at least, 
they have to increase the wages i n order to raise the wage-pa r t in 
the genera! cost again to its f o r m e r percentage. U n d e r these con­
di t ions , the change of the structure o f costs a n d the de te r io ra t ion of 
the m a r k e t s i tua t ion as a result o f r a t iona l i za t ion c o u l d be a v o i d e d . 
Even i n the 19h cen tury the shor ten ing o f w o r k i n g hours, increasing 
of wages a n d r e d u c t i o n o f prices ( o f course n o t consciously a p p l i e d ) 
were c o n d i t i o n a l to the non-appearance o f u n e m p l o y m e n t in the 
w a k e o f r a t i ona l i za t i on . F u r t h e r m o r e , the y i e l d o f the mach ine w o u l d 
have equa l ly to cover the m o r e r e m o t e rat ional izat ion-expenses w h i c h 
accompany the m i g r a t i o n a n d the re-school ing o f the u n e m p l o y e d 
a n d the d é p l a c e m e n t o f centres o f c o n s u m p t i o n as caused by the fu­
sions. ( 2 9 ) . 

T h e A m e r i c a n and G e r m a n trade-unions have been engaged 
i n a t h o r o u g h e x a m i n a t i o n o f these p rob l ems ( 3 0 ) . . 

I n the same way , the onesided r epa r t i t i on o f the fiscal bu r -

129] Saitzew, op. cit. p. 5G. 

1_301 « G r u n d l a g e n der gewerkschaftlichen Rat ional i s ierungspol i t ik» , edited- • 

by A F A B W I E N 1929. 
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den, w h i c h leads p r o d u c t i o n i n t o the economica l ly w r o n g p a t h w o u l d 
have to be coun te rba lanced . I n m a n y countries, t axa t i on is no t l o o k - , 
ed u p o n a n y m o r e f r o m the pu re ly fiscal s t andpo in t b u t taken as 
ain excel len t ins t rument o f economic po l i cy . 

L e h m a n n has p r o p o s e d to b e g i n b y no longer charg ing the w a ­
ge-amount w i t h the con t r ibu t ions fo r social insurance as done he­
re tofore , b u t b y cha rg ing the capi ta l - in tens i ty o f the enterprise ( 3 1 ) . ; 

T o this effect, he r ecommends to incorpora te these c o n t r i b u t i ­
ons i n t o the p r o p e r t y tax, the t r ad ing - t ax o r in to the t u r n ­
over - tax . I f these con t r ibu t ions , a m o u n t i n g to an average o f 20 % 
of the wages, are assessed i n d e p e n d e n t l y f r o m tbe higher or l o w e r 
cost o f wages o f the fac tory , f o r instance on i ts ou tpu t , they w o u l d 
no longer f o r m a. s t imulus to exagerated r a t i o n a l i z a t i o n ; they w o u l d 
be « n e u t r a l i z e d » as i t were . T h e r e b y , the cost -calcula t ion i n p r i v a ­
te business w o u l d rega in pa r t o f its na tu ra l basis. 

V . — T I M E A N D S P A C E I N T H E C A L C U L A T I O N O F 
P R I V A T E B U S I N E S S . 

T h e aforesa id cons ide ra t ion induce the manufac tu re r to o¬
ver-es t imate the possibi l i t ies o f p r o d u c t i o n a n d to ex t end the capa­
c i ty o f the p lan ts b e y o n d measure. A l o n g s i d e o f this, however , 
o ther cons idera t ions exer t an inf luence i n the opposi te d i r ec t i on . 
T h e proceeds can be under -es t ima ted a n d consequent ly some pos­
sibi l i t ies o f p r o d u c t i o n can be l e f t unexhausted, a l t h o u g h they w o u l d 
be e c o n o m i c a l l y admiss ible . T h a t is w h y the p r o d u c t i v e forces w h i c h 
are exis tant i n our e c o n o m y d o no longer a t t a in f u l l d e v e l o p m e n t 
w i t h the h e l p o f p r i v a t e i n i t i a t i v e alone. 

A s l o n g as technica l progress was keep ing t i m e w i t h thei f i rs t 
epoch o f i ndus t r i a l i za t ion , the business m e n have a lways calcula­
ted for the i m m e d i a t e future o n l y . T h e y were fo rced to m a k e h i g h 
p rof i t s i n a shor t t i m e a n d to amor t i ze their p lants i n the shortest 
delay, as eve ry year b r o u g h t n e w inven t ions w h i c h o v e r t o o k the 
exis t ing ins ta l la t ions i n the i r s t r ide a n d deprec ia ted them. E v e r y 
year t h r e w new, be t te r a n d cheaper goods on the m a r k e t w h i c h 

'[31] Lehmann, in the «Zeitschrift für Soz ia lvers i cherung» 1929. 



— 6 6 — 

were h i t he r to exis t ing. There fo re , the manufacturers were n o t at 
a l l i n a pos i t ion to p r o v i d e for the cont inuous progress and exten­
sion o f the i r factories, perhaps to educate specialists, equip l abo­
ratories, e t c . . . because such longs igh ted arrangements w o u l d 
n o t have been w o r t h w h i l e i n v i e w of the speedy d e v e l o p m e n t o f 
the technique o f p r o d u c t i o n . I n general the tendency p r e v a i l e d 
to w o r k the p r o d u c t i v e forces to exhaus ion; n o b o d y w o r r i e d a b o u t 
the fur ther d e v e l o p m e n t o f technical science, the indus t r i a l inspec­
torates a n d b u i l d i n g depar tments were p u t to great t r oub l e 
i n t r y i n g to l i m i t the w o r s t ou tg rowths o f this loose e x p l o i t a t i o n as 
for instance i n u r b a n cons t ruc t ion . 

Since then, business has comple t e ly a l t e red its s tandpoin t . 
Prof i t s are o n l y b e i n g p a r t l y d i s t r i b u t e d and k e p t at a m o d e r a t e 
leve l , w i t h the assistance o f the accumula ted reserves, arrangements 
are b u i l t up w h i c h can o n l y p a y for themselves i n a d is tant fu tu re : 
business-concerns organize ins t i tu t ions fo r m a r k e t - a n d t rade-cycle-
research, they establish schools i n o rder to m a k e sure o f a supp ly o f 
specialists i n the n e x t genera t ion , they cons t ruc t houses or flats f o r 
the w o r k e r s i n o rde r to a t t ach the t r a ined l abou r to the fac tory , 
they i m p r o v e hygien ic cond i t ions i n the factories, they spend lar ­
ge amounts on the p r e v e n t i o n o f accidents, a n d they equal ly p r o ­
m o t e general scientif ic a n d cu l t u r a l a i m s outside of the business. T h e 
ob jec t is less to a r r ive at qu i ck pro f i t s at the co s t of a con t inua l de­
v e l o p m e n t t h a n to s tabi l ize a n d p e r f e c t the business i n the l o n g 
run , even at the sacrifice o f present p rof i t s ( 3 2 ) . 

T h e r e v o l u t i o n i n the w a y i n w h i c h costs are usually calculat­
ed was preceeded b y a s t ruc tura l a l t e ra t ion of j o i n t s tock-companies 
T h e inf luence of shareholders w h o are on ly keen ly a l ive to h i g h d i ­
v i d e n d s was w e a k e n e d i n and the m a j o r decisions were m o r e a n d 
m o r e le f t to the l e a d i n g organs of the c o m p a n y , to the manage­
m e n t ( 3 3 ) . 

T h i s pu t the ob j ec t ive interests o f the business above the m o ­
m e n t a r y d iv idend- in te res t ( 3 4 ) . 

[32] Compare the findings of the « U n l e r s u c h u n g s - A u s c h u s s » , 1 st sub-com­

mittee 3rd group, Vol . I Page 383. 

[33] Compare Wiedenfeld, «Gewerbepol i t ik» p. 10.- Board of Inquiry, as be­

fore page 50. 

[34] Passow, «Der Strukturwandel der Aktiengesellschaft im Lichte der 
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N o w d i d the industr ies w h i c h create and p r o m o t e such i n s t i ­
tu t ions o f p u b l i c u t i l i t y a b a n d o n the p r i n c i p l e o f remunerat iveness? 
i n no way , since the technique of p o d u c t i o n has become c o m p a ­
r a t i v e l y stable a n d the sales-volume has g r o w n re l a t ive ly constant , 
« l o o s e - f a r m i n g » for a qu i ck p r o f i t , b u t at the cost o f substance o f 

i n d u s t r y has p r o v e d i tse l f to be less advandageous t h a n an t i c ipa to ry 
care for the con t inuous d e v e l o p m e n t o f business, even w h e n this 
impl ies heavy expenses for the m o m e n t . A n t i c i p a t o r y ca lcu la t ion fo r 
greater pe r iods has become compu l so ry . Factories w h i c h have 

b r o u g h t up a s tock o f s k i l l e d w o r k e r s are be t t e r o f f i n the l o n g r u n 
than those w h i c h have shunned these expenses ar id are n o w c o n t i ­
nua l ly w o r k i n g u n d e r the average effect w,ith their u n s k i l l e d l abour . 
T h e increase i n the percentage o f sk i l l ed worke r s ar id specialists d u ­
r i n g la te r years enlarges this d i f ference i n y i e l d . 

G e r m a n i n d u s t r y has created w i t h its o w n means the « D i n t a -
í n s t i t u t e » i n Gelsenki rchen , w h i c h examines the su i t ab i l i t y o f a n y 
w o r k m a n to specif ied j obs a n d does the t r a in ing . A l r e a d y after 8 
years o f its existence, the ins t i tu te succeeded i n r educ ing the f o r m e r 
n u m b e r o f accidents i n the supervised factories b y 35 % because i t 
r e c o m m e n d e d the r i gh t m a n i n the r i g h t place. T h e sav ing w h i c h 
the factories the reby o b t a i n is greater t h a n the expenses o f the 
Ins t i tu te . Consequent ly , we can speak of the remunerat iveness o f 
this es tabl ishment i n the rea l sense o f the w o r d , w h i c h h o w e v e r 
is on ly a r r i v e d at w h e n we calculate over a f a i r l y l o n g p e r i o d . 

T h i s example shows that p r iva t e managemen t leads to va ­
rious results a c c o r d i n g to the longer or shorter span o f t i m e for 
w h i c h i t calculates the remunerat iveness o f an ar rangement . W h e n 
the tendency o f d e v e l o p m e n t calls f o r quick prof i t s , establishments 
.like the « D i n t a - I n s t i t u t e » appear unadmissible , b u t w h e n the de­
v e l o p m e n t has become m o r e steady, pa r t i cu la ry ins t i tu t ions o f 
th i s k i n d a f f o r d s t i l l greater possibil i t ies for the r e d u c t i o n o f ex­
penses than those w h i c h c o u l d be ob ta ined at the present stage o f 
i n d u s t r i a l i z a t i o n i n the f i e l d o f technics. 

T h i s also h o l d s g o o d for the sphere over w h i c h cost-calcula­
t i o n i n p r i v a t e business extends itself. In the b e g i n n i n g o f indus t r ia ­
l i z a t i on the m a n u f a c t u r e r o n l y ca lcua l ted the y i e l d o f a n e w pur -

^Virtschafts -Enquete» 1930; Flechtheim, « V o m Aktienrecht in den Vereinigten. 

Staaten» Zeitschrift für aus länd i sches und internationales Privatrecht, 1929. 
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chase for his o w n business. T h e effects o f his technical i n n o v a t i o n 
on n e i g h b o u r i n g branches o f p r o d u c t i o n d i d n o t interest h i m . H o w ­

ever, as soon as the same manufacturer , f o r technical or for rea­
sons o f sale-pol icy, takes a p a r t i c i p a t i o n i n f i rms o f these ne igh­
b o u r i n g branches o f p r o d u c t i o n , he is fo rced to adap t his p o l i c y of 
p r o d u c t i o n a n d p r i ce -po l i cy equal ly to these branches. Because n o w 
i t is no longer the remunerat iveness o f one i so la ted f ac to ry a lone 
w h i c h is decisive for h i m ; his p ro f i t s are n o w cons t i tu ted b y the to ta l 
y ie lds o f several enterprises i n var ious f ields of: p r o d u c t i o n . T h e ­
refore , i t can b e ; easily possible that the h igher p rof i t s i n one i n ­
dus t ry l e a d to si), g rea t a decrease i n the results o f the atihers, fctaa't 
the t o t a l y i e l d of- the c o m p l e x becomes smaller . In this case, the 
business m é n a g e r w h o is interested i n several enterprises w i l l re f ra in 
f r o m mesures, w h i c h he ought to have taken f r o m the p o i n t o f 
v i e w of an i so la ted enterprise. T h e opposi te can happen too. 

T h i s cons idera t ion w i l l inf luence the decisions i n regards to 
concern-pol icy . N o t in f requen t ly factories are b e i n g k e p t at w o r k 
w h i c h b y themselves shou ld be shut d o w n as they do no t y i e l d a 
r e tu rn , a n d the conce rn closes d o w n other w o r k s w h i c h b y t h e m ­
selves c o u l d be k e p t w o r k i n g as they are p ro f i t ab l e . T h e manage­
m e n t o f the conce rn does n o t j u d g e these cases b y the s t anda rd o f 
remunerat iveness o f one isola ted fac tory , b u t b y the sum to ta l of 
p rof i t s f r o m a l l pa r t i c ipa t ions . I n d u s t r y concerns have c lear ly s h o w n 
b y their p o l i c y o f p r o d u c t i o n i n h o w far the decisions o f the conV 
cern-menagement can d i f fe r f r o m those o f the isola ted manufac tu ­
rer i n a same economic pos i t ion . 

T h e po in t s o f v i e w a n d the tasks o f the concern -po l i cy cons­
t a n t l y o u t g r o w the sphere o f p r i v a t e business a n d ex t end i n m a n y 
respects i n t o the sphere o f p o l i t i c a l economy. ( 3 5 ) . 

T h e contrasts w h i c h necessarily appaear be tween the sepa­
rate stages o f p r o d u c t i o n are weakened a n d coun te rba lanced w i t h i n 
the concern . T h e fur ther the concern 's par t i c ipa t ions spread, the 
m o r e i ts p r o f i t a n d loss account has to take w i d e r a n d w i d e r i n ­
terests i n t o cons ide ra t ion . A n d this ce r t a in ly fo rms the weakness o f 
the conce rn i n c o m p a r i s o n t o the isola ted business. F o r instance, 
i n case o f a swif t c r u m b l i n g d o w n o f the t r ade cycle, .tjhe isola ted 
business shows i t se l f t o be m o r e m o b i l e i n its decisions, because i t 

[35] Tschierschky, «Kartel lpolft ik» 1930. page 61. 
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is n o t b e i n g h a m p e r e d b y h a v i n g to consider o ther branches o f 
p r o d u c t i o n . -

The re fo re , t i m e a n d space, i n the sense of the span of t ime 1 

a n d the range for w h i c h calculat ions are b e i n g made , p e r f o r m a 
decis ive p a r t i n the ca lcu la t ion o f results i n p r i v a t e business. A t the 
same pr ice a n d cost l eve l , a l o n g s igh ted ca lcu la t ion ( a n d f o r a 
greater business c o m p l e x ) arr ives a t o ther results t h a n a calcula­
t i o n fo r shor t spans o f t i m e a n d fo r a single business. 

I n the era o f economic expansion, i t was eco n o mica l l y j u s t i ­
f i ed to ca lcula te for the shortest possible spans o f t i m e a n d fo r the 
smallest possible economic circle . W h e n , however , expans ion came 
to a s tands t i l l , the per iods h a d to be s t re tched a n d the business^-
c o m p l e x h a d to be enlarged i n o rde r to choose an economica l ly cor­
rect basis for ca lcu la t ion . T h e h i t he r to cus tomary exhaus t ion o f p r o ­
duc t ive forces leads to larger losses i n future, a n d p r i v a t e business-
m a n a g e m e n t therebjy reaches i ts l i m i t s o f eff ic iency. I n v i e w o f the 
fact t ha t a p r i v a t e business cannot take p recau t iona ry measures fo r 
decades t o c o m e a n d cannot i n v o l v e its interests i n the economics 
of the w h o l e c o m m u n i t y these tasks devolves t o the economic p o ­
l i cy o f the state. F o r po l i t i co -economica l reasons, the state forces 
the business-man b y numerous prescr ip t ions i n the f i e l d o f c o m ­
merc i a l a n d admin i s t r a t i ve l a w as w e l l as social po l i cy , o f m a r k e t 
r egu la t ion a n d car te l legis la t ion, l eg is la t ion conce rn ing c o m p e t i t i o n 
etc.. t o take i n t o cons idera t ion the m o r e dis tant branches o f p r o ­
d u c t i o n a n d to ant ic ipate measures for the future d e v e l o p m e n t 
o f his i ndus t ry . I n this w a y , the state intervenes m o r e a n d m o r e i n 
the au tonomous decisions o f the p r i v a t e business-man a n d corrects 
t h e m i n the economic interest o f the c o m m u n i t y . 

V I . — T H E P R O B L E M O F « C I R C U I T O U S R E T U R N S . » 

T h e t endency towards business concen t ra t ion is based o n one 
m o r e cons ide ra t ion , w h i c h deserves close a t t en t ion as a source o f 
er ror i n p r i v a t e business-management : the i t e m w h i c h one m a p 
c o n v e n i e n t l y ca l l « c i r c u i t o u s ef f ic iency*. T h e facts o f the case are 
as! f o l l o w s : 

L e t us assume the existence o f a p r o j e c t t o create an i m p o r ­
tan t t ho roughfa re . T h e r o a d is n o t ef f ic ient i n the sense o f y i e l d i n g 
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a p r o f i t to the cons t ruc t ion c o m p a n y , a n d therefore , f r o m , the p o i n t 
o f v i e w o f p r iva t e business-efficiency, i t shou ld n o t be const ructed . 
But on the o ther hand , such an ar tery o f t ra f f ic w o u l d - raise the; 
prof i t s o f the f a r m i n g i ndus t ry i n the n e i g h b o u r h o o d , as i t w o u l d 
be able to b r i n g its p roduc t s m o r e cheap ly to the m a r k e t ; i t w o u l d 
raise the va lue o f the l a n d a n d p e r m i t a m o r e intense c u l t i v a t i o n ; 
i t w o u l d en l iven the a u t o m o b i l e i n d u s t r y a n d the numerous af f i l i a ­
t e d industr ies , i t w o u l d p r o m o t e tourists ' t ra f f ic a n d the connected; 
ho te l - indus t ry , inves tments i n this f i e l d w o u l d be m a d e possible, 
a n d tax receipts w o u l d increase etc . A l l these j o i n e d p rof i t s of the 
m o r e d is tan t branches o f i ndus t ry w o u l d ce r ta in ly suffice to c o v e r 
the construct ion-cost a n d main tenance o f the road . E c o n o m i c a l l y 
i t appears to be r emunera t ive , i t w o u l d y i e l d i n c o m e i n excess o f t h e 
i n i t i a l cost, a l t h o u g h f r o m the p o i n t o f v i e w of p r i v a t e business i t 
w o u l d n o t be so because o f the imposs ib i l i t y of t r a i n i n g this surplus 
in to a p r o f i t . T h e inves tmen t o f cap i t a l i n road-cons t ruc t ion is there­
fore j u s t i f i e d on p r i n c i p l e as w e l l , o n l y the i n c o m e does no t go to . 
the c o n s t r u c t i o n - f i r m b u t to others, w h o d i d n o t par t ic ipa te i n the 
inves tments ; and a s i n p r i v a t e business this i n c o m e is no t b e i n g at¬

t r i b u t e d to the inves ted cap i ta l , p r iva te business-calculation s i m p l y 
does n o t take i t i n t o account. I f the road -cons t ruc t ion -company 
w o u l d par t i c ipa te i n a l l businesses w h i c h w o u l d p r o f i t b y the road , 
i e. i f i t w o u l d receive the m o r e d is tan t income itself, the r o a d 
W o u l d be cons idered to be eff ic ient f r o m the p o i n t o f v i e w of p r i ­
va te business as w e l l . "Whether i n the system of p r i v a t e business any 
enterprise is be ing v a l u e d as r emune ra t i ve does therefore n o t o n l y 
d e p e n d o n the cost a n d the income, b u t equa l ly on the d i s t r i b u t i o n 
o f this income . W i t h o u t a change of economic cond i t ions , a me&re 
.change i n the re la t ions o f p r o p e r t y ( f o r example the a m a l g a m a t i o n 
o f several f i rms) can b y i tse l f open n e w perspectives o f p r o f i t or 
close ex is t ing ones. I n the era o f economic expansion, sufficient pos­
sibi l i t ies o f p r o d u c t i o n were a lways o f fe r ing themselves to the p r o ­
duce r w h i c h were directl jy p r o f i t a b l e to h i m . F r o m t ime to t i m e i t 
e v e n happened tha t capi ta l as w e l l as l abour were ba re ly sufficient ' 
i n o r d e r t o ca r ry o u t a l l these d i r ec t l y p r o f i t a b l e projects . There.' 
w a s therefore no reason nei ther f r o m a social n o r an economip 
p o i n t o f v i e w , to s tar t on projec ts o f m e r e l y ind i r ec t returns w i t h the¬
Sselp o f p u b l i c funds, unless v e r y i m p o r t a n t p u b l i c w o r k s as w a ­
ter - supply , - schools, hospitals , roads, etc.. were concerned. H o w e -
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ver , since u n e m p l o y m e n t became a pe rmanen t feature a n d since 
p r iva t e capi ta l does no t longer f i n d enough d i r ec t l y p ro f i t ab l e pos­
sibi l i t ies o f inves tmen t i n o rder to absorb a l l classes o f p o p u l a t i o n 
i n the p r o d u c t i v e process, i t becomes necessary to d r a w on this re­
serve o f p r o d u c t i o n w h i c h has been neglected up t i l l now. I n invest­
ments o f on ly ind i r ec t re turns we have one o f the biggest stores 
b y the u t i l i sa t ion o f w h i c h w e can vanqu i sh the present s tandst i l l o f 
cap i t a l inves tments i n p r i v a t e business ( 3 6 ) . 

T h e ca lcu la t ion i n p r i v a t e business no t b e i n g i n a pos i t ion to 
consider the pro jec t s w i t h mere « c i r c u i t o u s » returns, investments 
of this k i n d remains s t r i c t ly l i m i t e d to the G o v e r n m e n t . A f e w 
recent exper iments o f w h i c h l i b e r a l p o l i t i c a l e conomy had p red ic ­
t e d a qu ick end, show us h o w great this store of s t i l l u n t r i e d possi­
bi l i t ies o f i n d i r e c t l y eff ic ient investments is. 

T h e p r inc ipa l spheres for such investments are : t raff ic , hou ­
sing a n d u rban cons t ruc t ion , pub l ic ut i l i t ies (gas, e lectr ic i ty , w a t e r ) , 
ins ta l la t ions for l o n g distance heat ing, etc.. 

T h e theore t ica l result that this is eff iciency i n the real sense o f 
the w o r d , w h i c h h o w e v e r cou ld no t manifest i tself because o f the 
special r e p a r t i t i o n o f y i e l d i n the p r iva t e o rgan iza t ion o f p roduc ­
t i o n , is b e i n g c o n f i r m e d b y the non-appearance o f a f inancia l co l ­
lapse i n indus t ry as a result o f such inves tments for « w o r k c r e a t i n g » 
purposes, the col lapse o f w h i c h had been prophes ied b y l i b e r a l the­
o ry . I t is t rue tha t the c i rcui tous returns o f such ins ta l la t ions are 
no t to be ca lcu la ted i n exact figures as the results are spread over 
u n n u m b e r e d p r iva t e businesses and persons a n d do no t appear se­
pa ra te ly i n the i r p r o f i t a n d loss accounts as a result of a specific i n ­
ves tment . I t w i l l never be possible to d is t inguish h o w m u c h of 
the greater p rof i t s o f an agr i cu l tu ra l enterprise is due to the cons­
t r u c t i o n o f the r o a d and h o w m u c h to the s i tua t ion of the m a r k e t . 

[36] The argument which Keynes finally gives for this phenomenon in his 

book «The general theory of employment, interest and moneys 1936, traces the 

Jack of capital investments back to monetary causes. We came across this ex­

planation of the crises in books by other authors as well. But in this connec­

tion, it overlooks the central significance which the problem of efficiency has 

equally in the theory of money (compare m y « N e u e n Wege des Geldwesens und 

Zahlungsverkehrs* 1934) and therefore it does not penetrate into the very core 

# i the question. 
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T h e eireuitous re turns manifes t i t se l f solely in a general economic 
r e v i v a l , f r o m the degree o f w h i c h w e can m a k e our conclusions. 
T h e most i m p o r t a n t clues for this are the f o l l o w i n g s y m p t o m s : 
w h e n the m o n e y - m a r k e t stiffens, w h e n prices rise, w h e n r a w m a ­
terials a n d l a b o u r t igh ten , "this is a sign tha t the l i m i t s o f c i rcu i tous ly 
eff ic ient inves tments have been exceeded and tha t at no po in t , 
w i t h i n the b o d y economics the capi ta l inves ted any longer gives a 
co r r e spond ing increased y i e l d f r o m w h i c h i t c o u l d f l o w back . H e ­
r ewi th , the store o f c i rcu i tous ly eff ic ient inves tments is exhausted. 
When h o w e v e r the m o n e y m a r k e t is excessively l i q u i d , w h e n prices 
are depressed, u n e m p l o y m e n t takes a pe rmanen t character a n d a i l 
branches o f p r o d u c t i o n show o v e r p r o d u c t i o n a n d accumula t ion o f 
stocks, w e can d r a w the conc lus ion tha t the l i m i t o f c i rcu i tous ly re­
mune ra t i ve inves tments has n o t ye t been reached, a n d that nume­
rous possibil i t ies o f inves tmen t exist w h i c h c o u l d lead to an i n ­
crease o f the social p r o d u c t . 

T h e theorjy o f economics has deal t w i t h this p r o b l e m of cir­
cui tous remunerat iveness at an ear ly date b u t d i d no t pay enough 
a t t en t ion to i t or has i n t e r p r e t e d i n e r roneous ly ,L. v. Stein a n d Schaff-
Ie m e n t i o n e d a l r eady the « p r o d u c t i v i t y o f i m m a t e r i a l goods* as 
o rder o f l aw , o rgan i za t i on o f educa t ion etc.. a n d thereby b r o a c h e d 
p a r t o f the p r o b l e m o f c i rcui tous remunerat iveness ( 3 7 ) . -

S a x has t r i e d i n his t heo ry o f pub l i c economies t o subject 
the c i rcui tous remunerat iveness to the same laws of l im i t s o f p r o ­
d u c t i v i t y as the ef f ic iency o f p r iva t e bussiness ( 3 8 ) . 

Wieser t oo demands that the state should invest o n l y i n t h o ­
se cases where i t can o b t a i n a higher y i e l d f r o m the cap i t a l t h a n 
p r iva t e i ndus t ry ( 3 9 ) . 

These tests, however , are d i f f i c u l t to a p p l y because o f the 
m a t h e m a t i c a l i n c a l c u l a b i l i t y o f the c i rcui tous remunerativeness, so 
that i t . cannot be c o m p a r e d w i t h the eff ic iency o f p r i v a t e business. -

[37] L . v. Stein, « L e h r b u c h der Nat iona lökonomie , 3rd ed. 1887 ]>. 268, 

Schäffle «Die gesellschaftliche Theorie der menschlichen Wirtschaft, 2nd ed. 

p. 154. 

[38] Sax, E i , « G r u n d l e g u n g der theoretischen Staatswirtschaft» , 1887, as 

well as de Vitti de Marco. 

[39] Wieser, «Theor ie der gesellschaftlichen Wirtschaft», Grundriss der So¬

z i a l ö k o n o m i k I (Ist ed. 1914, p. 416/423). 
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Casse l has t r i ed a n o v e l so lu t ion o f the p r o b l e m by d i s t ingu i ­
sh ing be tween i n d i v i d u a l needs, w h i c h have the p o w e r to set the 
p r o d u c t i o n i n p r i v a t e i ndus t ry going , a n d needs o f a col lect ivi t ty as 
fox instance the desire for schools, w h i c h either are n o t expressed 
o r the expression o f w i c h needs lacks the force o f s t i m u l a t i n g p r i ­
v a t e p r o d u c t i o n . T o supp ly the f o r m e r is the task o f p r i v a t e enter­
prises, whereas h e sees the supp ly o f the la t ter as a d o m a i n o f 
t h e state ( 4 0 ) . 

I t is clear tha t this d i s t i nc t ion o n l y wants to b u r d e n the state 
w i t h such economic a c t i v i t y as is r enounced b y p r iva t e entrepreneurs 
because o f the l ack o f chances to m a k e a p r o f i t . 

B u t cost theorists represent this state o f affairs a s if there 
are t w o en t i re ly d i f fe ren t po in t s a t issue. F o r intance they describe 
a r o a d as b e i n g p r o d u c t i v e b u t no t remunera t ive , a n d be l ieve tha t 
they can f i n d a con t r ad i s t i nc t i on be tween p r o d u c t i v i t y a n d remune­
rativeness, inves tments o f pub l i c u t i l i t y and investments w h i c h 
s t r ive fo r p rof i t s ( 4 1 ) . -

H o w e v e r , the p o i n t i n ques t ion a lways means one a n d the sa­
m e eff iciency, b o t h in the case o f p r i v a t e a n d p u b l i c inves tments . 
I n b o t h cases the p o i n t is to o b t a i n a surplus over the cost o f p r o ­
d u c t i o n , b n l y these surpluses are ca lcu la ted in a d i f f e ren t w a y . C a l ­
c u l a t i o n i n p r iva t e enterprise does n o t o n l y d e m a n d tha t 
the cap i t a l as w e l l a s the p rof i t s f l o w back a n d become 
i n some w a y again ava i lab le at a n y ^given - p o i n t ' o f t he p o ­
l i t i c a l e conomy f r o m the revenue o f any g iven enterpr ise ; b u t in 
a d d i t i o n it demands tha t it reverts i n the f o r m o f revenue to exac t ly 
the same f i r m w h i c h has spent i t . The re fo re i n o rde r to declare an 
inves tmen t be ing admissible , i t n o t o n l y demands the > rea l iza t ion 
of surpluses, b u t equa l ly that these surpluses are d i s t r i b u t e d i n a 
cer ta in w a y . T h i s i s w h y i n the system o f business economy, possi­
b i l i t i es o f p r o d u c t i o n r ema in unused, a l t h o u g h they w o u l d y i e l d a 
surplus ove r the expense, o n l y because o n the g r o u n d o f the g iven 
legal o r d e r and the exis t ing cond i t ions w i t h regard to p r o p e r t y , 

[40] Cassel, «Theoret i sche Soz ia lökonomie» , 5th ed., page 59. 

[41] A complete compilation of the numerous definitions of « r e m u n e r a t i ­

v e n e s s » and «product iv i ty» is given by P. Arndt in the book «Rentabil i tät , K r i ­

tik der L e h r e vom U n t e r n e h m e r g e w i n n » 1935, whose conclusions however" are 

in no' way shared here.-
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the y i e l d does no t go to the inves t ing enterprise bu t to others.-

I n case o f a fusion o f several f i rms o f d i f fe ren t branches o f 
p r o d u c t i o n , the m e t h o d of ca lcu la t ion a l ready changes because the 
concern calculates the prof i t s f r o m al l pa r t i c ipa t ions i n a cumula ­
t i ve way , so tha t i t inc ludes i n these calculat ions the c i rcui tous re­
turns o f an inves tmen t w h i c h exerts an inf luence i n the o ther parts 
o f the concern . I f our w h o l e po l i t i c a l economy w o u l d be u n i t e d 
i n one universa l concern , the t o t a l circui tous returns o f any invest­
m e n t c o u l d be d r a w n i n t o the p rof i t - account . H o w e v e r , this goal is 
b e i n g reached i n an o rgan iza t iona l ly s impler w a y i f the state takes 
care o f these inves tments o f circui tous eff iciency and finances t h e m 
by cove r ing the expenses f r o m raised tax receipts. Consequent ly , e, 
f undamen ta l cont ras t be tween d i rec t and ind i rec t eff iciency o f i n ­
vestments does n o t exist, b u t o n l y an o rgan iza t iona l dif ference in 
the ca lcu la t ion , w h i c h b y the concent ra t ion o f business i tse l f beco­
mes cons tan t ly smal ler . A s to the actual phase o f the s tagnant 
process o f i ndus t r i a l i za t ion , the question can be raised i f the lack 
of d i r ec t l y r emune ra t i ve investments , i . e. r emunera t ive fo r 
p r i v a t e business can cont inue to abstain f r o m e x p l o r i n g the possi­
bi l i t ies o f p r o d u c t i o n w h i c h possess circui tous remunerat iveness, an 

•abstent ion w h i c h is solely due to the fact that the exis t ing d i s t r i ­
b u t i o n o f the y i e l d does n o t w a r r a n t their e x p l o i t a t i o n b y p r i v a t e 
business? H a v e no t a l l countries been g radua l ly forced to e x p l o i t 
these possibi l i t ies o f p r o d u c t i o n b y w a y of act ive inves tmen t o f 
p u b l i c funds i n o rde r to the s t ruc tura l hitches i n our economic b u ­
siness-system? Does no t a l ready the mere n u m b e r o f u n e m p l o y e d 
a n d the lack o f d i r e c t l y p ro f i t ab l e projects o f p r o d u c t i o n force 
us to e x p l o i t the admiss ib le possibili t ies o f p r o d u c t i o n to a greater 
extent ( w i t h the he lp o f more t h o r o u g h me thods ) t h a n c o u l d be 
done on the basis o f p r i v a t e business-calculation? 

A s l o n g as p l e n t y o f d i r ec t ly remunera t ive projec ts were, o n 
h a n d , there was no reason to do so, b u t t o -day we are fo rced to 
uti l ise this m e t h o d i n o rde r to master the cont inuous phenomena 
of crisis. T h i s is one o f the essential reasons o f present e ta t i sm. 

I t is t rue t ha t w e have c lear ly to bear i n m i n d tha t this r o a d 
leads to the supersedure o f p r iva t e business-ini t iat ive, to the con­
t r o l l i n g o f p r i v a t e business-management a n d to cons tan t ly s t ronger 
' i n t e rven t ion o f the state i n the d i s t r i bu t i on o f p rof i t s . Tendencies 
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i n this d i r e c t i o n have a l ready become v is ib le i n the l eg i s la t ion 
conce rn ing stocks i n the G e r m a n Reich, i n the « c o d e s o f fair c o m ­
p é t i t i o n » i n the U n i t e d States, i n the co rpora t ion - l aws i n I t a l y , etc... 

F u r t h e r m o r e , the state w i l l have to select the projects o f i n ­
ves tment f r o m o ther poin ts of v i e w t h a n h i the r to . Establ ishments 
for p r o c u r i n g e m p l o y m e n t i n the sense of keep ing l a b o u r busy i n 
wha teve r w a y do n o t offer any guarantee tha t investments o f the 
greatest c i rcui tous re turns w i l l a lways b e chosen. U p t i l l n o w we-
have no s tandard fo r measur ing the degree o f c i rcui tous re turns of 
an inves tment . 

F i n a l l y , i n this w a y the c r e d i t - p o l i c y is f o r c i b l y be ing p u t on 
another basis too. I f the y i e l d o f large investments can o n l y be rea­
l ized i n a d is tant future, the a d d i t i o n a l l y created purchas ing p o w e r 
fo r c o n s u m p t i o n goods has i n the m e a n t i m e to be k e p t a w a y f r o m 
the m a r k e t a n d to be neut ra l ized as o therwise an i n f l a t i ona ry rise 
i n prices mus t be caused. There fo re this m e t h o d u n a v o i d a b l y br ings 
i n its t r a i n a chain o f p l a n n i n g measures i n every f i e ld of economic, 
l i f e , i n c l u d i n g g o v e r n e d consumpt ion . T h i s is the reason w h y m a n y 
countr ies can on ly decide to take such steps under the pressure o f 
ex t reme emergencies a n d first o f a l l exhaust a l l o ther expedients 
of a m o r e conserva t ive business-cycles-policy.-

V U . — F U R T H E R S O U R C E S O F E R R O R I N C A L C U L A T I O N S 
O F P R I V A T E B U S I N E S S 

A p a r t f r o m the aforesaid i tems, nowadays another s é r i e o f 
factors exer t a res t ra in ing inf luence on the d e v e l o p m e n t o f p r o ­
duc t ion , so that the v o l u m e of p r o d u c t i o n w h i c h w o u l d be admis­
sible on the p r i n c i p l e o f p r o f i t is n o t a t t a ined . I n v i e w of the u n e m ­
p l o y m e n t the economics o f the state mus t needs pay a t t en t ion to 
these sources o f e r ro r i n o rde r to e l imina te them. 

A n essay b y Btichner i n fo rms us exhaust ive ly abou t the fac­
tors o f this nature i n i ndus t r i a l e c o n o m y ( 4 2 ) . -

Schmalenbach too has p o i n t e d o u t the in t e rna l p rob l ems o f 
cost i n i ndus t ry a n d shown their r e l a t i o n to the general economic 

[42] Büchner, «Ver lus tque l l en der U n t e r n e h m u n g » , Mitteilungen aus dem 

Jiandelswissenschaftlichen Seminar der Univers i tä t Zürich , vol. 55, 1933. 
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d e v e l o p m e n t ( 4 3 ) . 
F u r t h e r m o r e , a large pa r t is b e i n g p l a y e d b y the increasing 

of the g iant concerns. W h e n the p rof i t s exceed a cer ta in height , 
they are no longer d i s t r i bu ted , b u t inves ted i n the o w n business. 
T h e r e f o r e the quota t ions of the shares do no longer express the ac­
t u a l y i e l d ; the c r ed i t -marke t lacks pa r t o f the supply o f capi ta l , 
a n d consequent ly the rate o f interest is f o r m e d under a fals i f ied 
p remise . T h e inves tments w h i c h were created b y w a y o f .selffinan­
c ing are no longer subjected to the laws o f the average rate o f p r o -
l i t . : 

T h e same inf luence is equa l ly exer ted b y the excessively ra i ­
sed rates o f bank- in teres t for ce r ta in k i n d s of c red i t . I n the r u l i n g 
pos i t i on w h i c h the b i g b a n k i n g insti tutes occupy on the cap i t a l 
m a r k e t , they are i n a s i tua t ion to keep the m a r g i n o f interest bet-

W e e n the d iscount rate, resp. the deposit-rates a n d the l e n d i n g 
rates so h i g h tha t even w i t h a smal l v o l u m e of business d u r i n g the 
depression, the i r overhead expeases are cove red and the losses 
•on pa r t i c ipa t ions are p a r t l y set off . There fo re , the d iscount- ra te o f 
the issue-bank has no m o r e the e f fo r t o f r egu la t ing the bank-ra tes ; 
this essential i n s t rumen t o f conserva t ive business-eycle-policy is 
pa ra lyzed . T h i s puts an end to cap i t a l inves tment -ac t iv i t ies and 
especially to the b u i l d i n g m a r k e t and the s to r ing o f goods, where the 
T a t e o f interest p lays an essential par t . T h e p r i v a t e -endeavour o f 
the banks to a t t a i n o n l y a sma l l a m e l i o r a t i o n i n their balance-sheet 
can consequent ly b r i n g great losses to the economic ac t i v i t y . T h e 
p r i v a t e managemen t o f banks lacks any s tandard b y w h i c h to es­
t imate the d is tan t effects o f the i r p o l i c y concern ing the rates o f i n ­
terest, a n d to c o m p a r e - t h e i r p r o f i t to the pub l i c loss w h i c h i t i m ­
pl ies . -

I n present indus t ry , the branches o f p r o d u c t i o n w h i c h m a n u ­
facture goods for special u rgent needs occupy a m o n o p o l y - l i k e si­
t u a t i o n i n c o m p a r i s o n w i t h the m a n u f a c t u r i n g o f luxuries . W h e n the 
p u r c h a s i n g p o w e r o f i n c o m e goes d o w n , food - indus t ry a n d the 
t rade i n art icles o f f o o d b a r e l y feel a lessening o f d e m a n d or a 
pr ice-pressure as u r g e n t l y needed c o m m o d i t i e s cont inue to be 
Ibought as before at any pr ice . O n the other, hand , those industr ies 
"which p roduce less u rgen t ly needed commod i t i e s or luxur ies have 
ito bear the w h o l e decrease i n d e m a n d . T h e m o r e the c o m m o d i t y -
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i n d u s t r y explo i t s this f a v o u r e d pos i t ion i n the m a r k e t a n d keeps up. 
the prices, the more d i f f i c u l t w i l l become the s i tua t ion of the 1«-
xuries- indust i jy w h i c h w i l l h ave to bear the b r u n t o f the f luc tua­
t ions o f d e m a n d alone. T h e insens ib i l i ty against f luctuat ions o f d e ­
m a n d of cer ta in branches of p r o d u c t i o n w h i c h w o r k s l ike a m o n o ­
po ly - s i tua t ion , thereby becomes an impulse w h i c h can make the 
crisis m o r e acute. W h e n s t ronger concerns h o l d up the prices, m o r s 
businesses o f o ther , branches s ink b e l o w the l i m i t o f efficiency than, 
w o u l d . , be w a r r a n t e d .by the; crisis itself. There fore ; mos t gove rn ­
ments have been themselves fo rced to supervise the prices o f the 
m o s t i m p o r t a n t commod i t i e s . 

W i t h the s tagnat ion i n economic expansion, the p r o f i t chan­
ces o f mos t branches o f p r o d u c t i o n have decreased. Ricardo's l a w 
of d i m i n i s h i n g prof i t - ra tes , a n d Schumpeter's theory tha t p ro f i t s o f 
entrepreneurs can on ly be rea l ized i n t imes o f expansion b u t d i ­
sappear i n s ta t ionary e c o n o m y ( 4 4 ) , seems to f i n d c o n f i r m a t i o n 
i f o n l y i n the i r tendency. M o r e o v e r , the i t e m o f uncer ta in ty is con ­
s ide rab ly greater to -day t h a n before , because nowadays the ten­
dencies to correc t overs ized ins ta l la t ions b y the g r o w i n g needs o f 
an increas ing p o p u l a t i o n has d isappeared. Consequent ly , the entre­
preneurs i nco rpo ra t e for greater coeff ic ients o f security i n the i r 
calculat ions a n d c l a im far h igher margins o f p r o f i t t h a n they used 
to do before . Nowadays , l o w marg ins o f p r o f i t o f a fe\v pe rcen t 
over the rate o f interest, w h i c h suff iced i n f o r m e r days to set proi-
d u c t i o n go ing , are no longer capable o f engender ing a n y i n ­
ves tmen t -ac t iv i ty . O f course, the coefficients o f security w h i c h are 
sufficient v a r y i n single branches o f indus t ry . B u i l d i n g companies 
a n d t ex t i l e - indus t ry even to -day s t i l l calculate w i t h fract ions o f a 
percentage o f efficiency w h i c h is decisive fo r the p r o d u c t i o n . B u t 
i n engineer ing a n d m i n i n g , i n chemica l a n d pharmaceut ica l indus­
t r y , i n a l l branches whe re a l o n g d u r a t i o n o f the p r o d u c t i o n or a 
large share o f s t and ing cap i t a l has t o be t aken i n t o account, o n l y 
greater marg ins o f p r o f i t are capable o f a w a k e n i n g an inves t ing 
ac t iv i ty . Consequent ly , a l l those possibil i t ies o f p r o d u c t i o n w h i c h 
are o n l y jus t above the l i m i t o f p r o f i t r ema in u n e x p l o i t e d , a l t h o u g h 
they w o u l d be economica l ly admiss ib le . T h i s causes u n e m p l o y m e n t 

[44] Schuvipeter, «Theorie der wirtschaftlichen Entwick lung» , 3rd ed. page 

252. 
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to rise above the l e v e l i m p i l e d b y the economica l s i tuat ion, d e m a n d 
is b e l o w the n o r m a l leve l , the l i v i n g s t andard o f the p o p u l a t i o n 
cont inues to go d o w n . In several countries, the governments h a v e 
d e c i d e d to subsidize such enterprises, l y i n g on the b r i n k o f p r o f i t 
i n o rde r to reduce u n e m p l o y m e n t . F o r example , con t r ibu t ions o f 
10 % towards house-repairs and subdiv i s ion o f dwel l ings , t o ­

w a r d s r e n o v a t i o n o f shops a n d flats, t owards the ins ta l l a t ion o f 
ba th - rooms , etc.. were g iven . 

I n o rde r to set the i nves tmen t ac t i v i t y going, the a m o u n t suff i ­
ced w h i c h were f o r m e r l y g iven as a do l e to the n e w l y engaged 
cons t ruc t ion labour . Thus , i n A u s t r i a i n 1935, a t o t a l expend i tu re 
o f 3 m i l l i o n sch i l l ing for house-repairs, subd iv i s ion o f dwel l ings , 
purchase o f w o o d - b u r n i n g f i l l i n g stoves, b a t h r o o m instal lat ions, re­
n o v a t i o n o f por ta l s , etc.. caused an a d d i t i o n a l t u rnove r o f a l l t o -
ge ther 120 m i l l i o n Sch i l l i ng . T h i s sum w o u l d have suff iced o n l y for 
the main tenance o f 3 0 0 0 u n e m p l o y e d , b u t i n this w a y i t resu l ted 
i n an a d d i t i o n a l e m p l o y m e n t of 2 0 , 0 0 0 w o r k m e n in the b u i l d i n g 
t rade, so tha t the f i n a l effect o f these con t r ibu t ions d i d n o t const i ­
tute a charge b u t o n the c o n t r a r y a considerable re l ie f for the state-
budge t . Para lyzed p r i v a t e i n i t i a t i ve keeps the v o l u m e of p r o d u c t i o n 
under the economic o p t i m u m w h i c h c o u l d be a t ta ined on the p r i n ­
c ip le o f surplus, because i t has to f i x to h i g h m i n i m u m marg ins o f 
p r o f i t . I t is the task o f g o v e r n m e n t a l economics to e l imina te these 
restr ict ions, as has m a d e also the « I n d u s t r i a l d e v e l o p m e n t C o r p o ­
r a t i o n » i n L o n d o n . 

A serious source o f er ror i n p r iva t e business-management lies 
i n the fact that the single ent repreneur is no t i n a pos i t ion to take 
the regular f luc tua t ions o f con junc ture in to account i n his calcu­
la t ions ( 4 5 ) . - E v e n i f he w o u l d have re l iab le t rade p r o g ­
nostics at his disposal , he w o u l d no t be able to h o l d on to t h e m . 
I f d u r i n g a b o o m he goes easy on investments , he leaves the f i e l d 
to his compe t i to r s w i t h o u t a f igh t and falls back to the rear w h i l e 
the economic purpose o f this sacrifice o f no t l e t t i ng the p r o d u c t i o n -
capac i ty boundless ly e x p a n d itself, w o u l d n o t be a t ta ined . E v e n 
i n the case o f exact ins ight i n the danger of over-capaci ty ( w h i c h 
b e c o m e s apparent d u r i n g the nex t con junc tu ra l r eac t ion ) , the sin-

[45] See for the principle Morgenstern, «Wirtschaftsprognose», 1927, Pigou, 

aforementioned, p. 84. 
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gle ent repreneur canno t go against the stream. T h e inves tments 
o f the boom-years 1 9 2 6 - 1 9 2 8 have p r o v e d themselves to be er­
roneous calculat ions o f the highest degree w h e n the sudden chan­
ge came, a n d have c o n t r i b u t e d to intensify the crises. ( 4 6 ) . 

T h e cartel-off ices a n d indus t r i a l organizat ions have repea ted ly 
t r i e d to consider the business cycles i n their inves tment po l i cy F o r 
this purpose, they t r i e d to w i t h d r a w the extension o f indus t r i a l p lans 
f r o m the decision of the single entrepreneur. B u t i t has been s h o w n 
tha t these organiza t ions themselves are m u c h too fragile i n the 
course o f events to inf luence tne decisions o f p r o d u c t i o n o f the 
f i rms i n the sense of a p r e m e d i t a t e d t rade-cyc le -po l icy . When the 
car te l desires to ca r ry out plans o f res t r ic t ion d u r i n g the p e r i o d o f 
b o o m , n e w l y ar is ing outsiders b l o w up these plans. T h i s f. e, hap­
pened w i t h regard to the regu la t ion o f Br i t i sh r u b b e r - p r o d u c t i o n i n 
192 7, w h i c h d i d n o t achieve a n y t h i n g because the D u t c h p lan ta ­
t ions e x p a n d e d i n p r o p o r t i o n t o the Br i t i sh producers w h o k e p t to 
the restr ict ions-plans. T h e r is ing prices d u r i n g an u p w a r d t r end are 
t oo b i g a s t imulus fo r en la rg ing p r o d u c t i o n ; the w a r n i n g vo ice o f a 
foreseeing t rade-cycle p o l i c y o f the federat ions c o u l d n o t m a k e 
i tself hea rd . The re fo re , p r i v a t e business management , even w h e n 
concen t ra t ed i n cartels and federat ions, proves to be uncapable o f 
t a k i n g in to account the chang ing economic si tuations i n its calcu­
lat ions. O n l y the state disposes to greater possibil i t ies i n this d i ­
rec t ion because o f its power . 

A l t o g e t h e r , these sources of erroneous calculat ions result in 
cons iderable weaknesses o f p r iva t e b u s i n e s s - m é n a g e m e n t for the 
present phase o f d e v e l o p m e n t o f the process o f indus t r i a l i za t ion . 
T h e gap be tween the p rof i t - account o f p r iva t e business and econo­
m i c p r o d u c t i v i t y w h i c h h a d near ly closed up d u r i n g the decades 
o f u p w a r d t r e n d , is nowadays again greater than ever before . T h e 
o b j e c t i o n tha t the sources o f e r ro r in p r iva t e business-management 
w h i c h w e have r e v i e w e d const i tute indeed on ly ins ignif icant d e v i ­
a t i o n f r o m the o p t i m u m o f economic d e v e l o p m e n t , es­
pec ia l ly w h e n w e inc lude i n our compar i son the great pe r fo rmance 
o f p r i v a t e i n i t i a t i v e , does n o t seem to m e to be qui te sound. A l r e a d y 
the h i g h percentage o f s t ruc tura l u n e m p l o y m e n t i n the i ndus t r i a l 

[46] F. Schmidt, Die Industrie - Konjunktur, - ein Rechenfehler, 1927, 

considers the business cycles as a consequence of the «quant i ty - problem*. 
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countr ies proves the con t ra ry . B u t even i f w e w a n t to consider thi-i 
p h e n o m e n o n as ins ignif icant , i t is n o t the ob jec t ive arguments w h i c h 
decide this quest ion i n d a i l y l i fe , b u t the sociological fact tha t these 
d rawbacks have r e v o l u t i o n i z e d great classes of the p o p u l a t i o n 
against the l i be ra l economic otfder, a n d that therefore the fur ther 
cont inuance o f this economic system has been u n t e r m i n e d i n tfee 
o p i n i o n o f the masses. T h a t is w h y i t is no use to dispute the i m ­
por tance o f the sources o f er ror i n o rde r to decide u p o n the ques­
t i o n whe the r a r e f o r m is necessary. F o r under the pressure o f the 
sociological reactions the r e f o r m has a l ready s tar ted, even w h e n p o ­
l i t i ca l economics are s t i l l g r o p i n g uns teadi ly i n the new f ie ld a n d are 
accompan ied b y failures. T o d a y o n l y v e r y few extreme, unrea l 
schools o f economic theory are b l i n d to this h is tor ica l fact. Ba t 
the i r ca l l « b a c k to free economy)) dies a w a y w i t h o u t an echo. ( 4 7 ) . 

V U I . — F I N A L C O N C L U S I O N S . 

T h e fo rego ing examina t i on has p r o d u c e d the f o l l o w i n g resuk 
under the present c o n d i t i o n o f a d o w n w a r d t r end , the fact tha t de­
cisions are t aken b y the i n d i v i d u a l entrepreneur o n the basis o f the 
ca lcu la t ion o f p r o f i t for the i so la ted enterprise, causes a substant ia l 
d e v i a t i o n f r o m the economic m a x i m u m of p r o d u c t i v i t y , w h i c h con­
sists i n the rea l iza t ion o f the greatest possible surplus over the cost 
o f p r o d u c t i o n i n the b o d y economic . W e have m e t cases, i n w h i c h 
an i n t e n d e d p r o d u c t i o n is eff ic ient acco rd ing to the ca lcu la t ion 
o f p r o f i t i n p r i v a t e business, whereas f r o m the p o i n t o f v i e w of e¬
conomics i t w o u l d mean a decrease i n p r o d u c t i v i t y . O n the o ther 

[47] This point of view is still being consistently represented to-day by 
Mises, Rougier and Machlup only. Wi th certain restrictions, Rabbins, Ad. We­
ber, Morgenstem, ,RopJce, take a nearby standpoint. These authors see the ob­
ject of state-intervention i n a re-establishment of the conditions for the func­
tioning of competitive economy. They misunderstand however that interventio-
nism is a secular phenomenon which can be traced back finaly to the retrograde 
movement of population, to the exhaustion of technical combinations and to 
the increasing industrialization of oversea-countries. Economics cannot turn 
the wheel back : They have rather to adapt the organization of economy to 
the new conditions of productivity. 
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hand , we have me t opposi te cases too , i n w h i c h the ca lcu la t ion of 
p r iva t e business turns d o w n projec ts as being, lossly, t h o u g h thei r 
ex ten t ion w o u l d resul t i n an increase o f the t o t a l surpluses. These 
errors i n c a l cu l a t i on b y p r i v a t e entrepreneurs are i n no w a y caused 
b y a subject ive mis t ake o f the responsible manager , b u t b y the me­
t h o d o f the p r i v a t e ent repreneur to calculate the surplus, i , e. f i ­
l i a l l y b y the o rgan iza t ion o f business under the present system of 
cap i ta l i sm. I n the era o f economic expansion, i t was possible to 
neglect these errors because they were ins ignif icant and c o m p e n ­
sated b y the genera l deve lopmen t . Since, however , the expansion 
has come to a s tands t i l l , they c o m e i n t o v i e w w i t h a cons tan ly g r o w ­
i n g clearness a n d cause grave hatches i n the s u p p l y i n g o f the ge­
neral economic needs, in the present phase o f d e v e l o p m e n t they 
render the expediency a n d the eff ic iency o f the capi ta l is t ic econo­
m i c o r d e r e x t r e m e l y dubious. ,, i 

T h e d o m a i n } f o r w h i c h the single entrepreneur establishes his 
ca lcula t ions is too smal l for j u d g i n g the dis tant economic effects o f 
the measure he takes, the p e r i o d for w h i c h he calculates is t oq , shor t 
fo r h i m t o est imate the react ions o f his decisions o n the p r o f i t o f 
his business i n a m o r e remote , future . T h e basis o n w h i c h the p r o f i t 
is ca lcu la ted is b e i n g shif ted b y every measure, t aken f r o m the side 
of d e m a n d , so tha t investments , after their -completion,, rnee t , o ther 
marke t - s i tua t ions t h a n those w h i c h are assumed , i n the ca lcu la t ion , 
T h e t r ade - cycles cannot be cons idered i n the ca lcu la t ion o f p r o f i t . 
T h e c i rcui tous re turns are unaccessible to the i n d i v i d u a l entrepre­
neur because they reache far ther t h a n the d o m a i n o f his p r o p e r t y . 
H o w e v e r , the p r o f i t ca l cu la t ion o f the ent repreneur canno t d is regard 
the circumstances o f p r o p e r t y a n d d i s t r i b u t i o n ; a result w h i c h does 
n o t accrue to the entrepreneur h imse l f b u t goes to others is n o t 
c o u n t e d as a p r o f i t . 

I s h o u l d l i k e to i l lus t ra te the significance o f these errors b y a 
c o m p a r i s o n f r o m the technique o f geomet r i ca l cons t ruc t ion : w h e n 
w e have t o . p r o l o n g a l ine o f 1 c m . l e n g t h over a stretch o f 10 c m . 
this task w i l l succeed w i t h o u t a m a j o r d e v i a t i o n even , i f w e on ly 
dispose o f the p r i m i t i v e he lp o f a ru le . B u t w h e n I a m o b l i g e d t o 
p r o l o n g the l ine o f 1 c m . w h i t h the same p r i m i t i v e means to 1 k m . 
cons iderable cons t ruc t iona l errors w i l l or iginate , the short rule b e i n g 
a too unexact ins t rument , a n d the smal l devia t ions over such a l o n g 
s tretch appear ing i n a greater d imens ion . 
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T h i s rule is l ikewise the case in the ca lcu la t ion i n p r iva t e b u ­
siness. A s l o n g as the calculat ions are made on ly for short per iods 
and for an isola ted business, the p ro f i t - ca l cu la t ion o f the single entre­
preneur suffices for the ascer ta ining o f the objects o f p r o ­
d u c t i o n in a correc t way , even f r o m ari economic p o i n t o f v i e w . 
T h e smal l devia t ions do no t have any w e i g h t a n d are cor rec ted b y 
the u p w a r d t r e n d . B u t i f on the c o n t r a r y the t r end forces the. en­
t repreneur to ca lcula te for a m o r e dis tant future and for a b igge r 
business-complex i n o rde r to u t i l ize the admissible possibil i t ies o f 
p r o d u c t i o n i n an exact w a y , ( a l r e a d y necessarily so because o f the 
r is ing u n e m p l o y m e n t ) the p r i m i t i v e ins t ruments o f the p r iva t e sur­
plus - ca l cu l a t ion w h i c h were used up t i l l n o w f a i l . T h è inexac t i tu ­
des appear In a n overs ized p r o j e c t i o n on the economic p l a ñ e a n d 
d e v e l o p i n t o p a l p a b l e sources o f er ror i n the management o f eco­
n o m y . 

U n d e r these circumstances, w e see ourselves ob l iged to correct 
the cons t ruc t ion w h i c h w e m a d e w i t h the p r i m i t i v e means o f the 
rule , or t o choose m o r e exact cons t ruc t iona l ins t ruments . 

T r i e tendencies t o w a r d s business-concentrat ion, the increasing 
s ta te- reglementa t ion a n d economic -ac t i v i t y o f governments are ex­
pe r imen t s for the c o r r e c t i o n o f dev ia t ions be tween the economic 
decisions o f p r i v a t e business a n d the general economic o p t i m u m . 

i n es tabl ishing this fact, w e separate ourselves i n p r i n c i p l e 
f r o m the theory o f the 19th cen tu ry a n d its present epigons, w h o 
are seeing i n the surplus-calcula t ion o f the p r iva t e ent repreneur the 
surest i n s t r u m e n t o f f i n d i n g ou t the admissible possibil i t ies o f p r o ­
duc t ion , and w h o c o n d e m n the i n t e r v e n t i o n o f the state as a p r i ­
m a r y cause o f the present economic disturbances. U n d o u b t e d l y , 
there is no need to contest that the p r i v a t e surplus-calculat ion waB 
bhe safest guarantee for the d e v e l o p m e n t o f the p r o d u c t i v e forces 
d u r i n g the p e r i o d o f expansion. B u t since this era has come to an; 
end, this m e t h o d has become insuff ic ient . Pr iva te business m a n a ­
gement , w h i c h takes the ent repreneurs p r o f i t o f any p ro jec t as a l ine 
of c o n d u c t for i ts decisions, is g e t t i n g i . i tó cons tan t ly greater d i f ­
f icul t ies and meets greater pe r tu rba t ions i n s u p p l y i n g the needs of the 
consumer. O n the w h o l e , these d i f f icu l t ies render the system of l i ­
bera l e conomy m o r e and m o r e dubious . 

These are the c r i t i ca l results o f the fo rego ing s tudy. 
W h a t are the pract ical inferences w h i c h can be deduc ted f r o m 



83 — 

these facts for the questions concern ing a r e f o r m of o u r economic 
order , for the present economic p o l i c y a n d for the p r o b l e m o f 
p l a n n e d e c o n o m y ? 

Firs t of a l l , the o p i n i o n i s un founded , that because o f the 
i nd i ca t ed errors o f p r iva t e managemen t o f enterprises i t w o u l d be 
n e c e s s a r y to e l i m i n a t e p r i v a t e in i t i a t ive c o m p l e t e l y a n d to replace 

i t b y the state engaging i tself i n a l l branches o f p r o d u c t i o n as sole 
entrepreneur . I t c a n b e c o m e necessary, b u t in the present phase o f 
the d e v e l o p m e n t o f cap i ta l i sm i n m a n y countries, the p r i v a t e i n i ­
tiative cont inues to r ema in one o f the most i m p o r t a n t m o t i v e po­
w e r s o f p r o d u c t i o n , e v e n w h e n i t is i n need o f c o r r e c t i o n a n d c o m ­
p l e t i o n i n the interest o f the c o m m u n i t y . Moreove r , we d o n o t at 
present possess a guarantee tha t the economic a c t i v i t y o f the state 
w i l l not lead to a greater erroneous managemen t o f p r o d u c t i o n , 
especial ly w h e n the t rans i t ion f r o m c o m p e t i t i v e economy to p l a n ­
ned e c o n o m y is talcing place q u i c k l y a n d in all f ields at the same 
t ime , as w e have seen this i n Cen t r a l Eu rope i n 1918. Schmalen-
bach 's mis take , tha t a b a d , even a p r o n o u n c e d c lums i ly o rgan ized 
e c o n o m y w o u l d b e super ior to l i b e r a l e c o n o m y ( 4 8 ) is t o be f o u n d 
a l r eady i n Engels ( 4 9 ) . A s an absolute doc t r ine o f p o l i c y i t can 
b e c o m e dangerous. 

T o - d a y , we s t i l l have la rge domains o f economic managements 
i n w h i c h i n the n e x t future i n i t i a t i v e a n d c o m p e t i t i o n o f ent repre­
n e u r s are necessary a n d canno t be rep laced at a l l b y the state. 
E v e r y w h e r e , w h e r e the o p e n i n g u p of new marke ts , the a d o p t i o n o f 
new m e t h o d s o f p r o d u c t i o n o r the i n t r o d u c t i o n o f new produc t s are 
concerned , the in i t i a t ive o f the p r iva t e ent repreneur is easily supe­
r io r to p u b l i c enterprise. A g r i c u l t u r e o f the mos t countr ies s t i l l is 
en t i re ly o rgan ized o n l ines o f p r i v a t e u n d e r t a k i n g i n sp i te of the e n ­
l a rged coopera t ive s y s t e m ; fu r the rmore , i n m a n y cases, the d i s t r i ­
b u t i o n a l a p p a r a t u s o f the re ta i l - t rade s t i l l functions bet ter and chea­
per i n the hands o f p r i v a t e persons than i n those o f the state. I t 
is t rue that a longside o f this the f i e l d of managed e c o n o m y is i n ­
c r e a s i n g n o w a d a y s . T h i s is pa r t i cu la ry the c a s e in those branches 

[48] Sdimalenbach,) « í le i tscbrif t í, handelswissensdhaftliche F o r s c h u n g » , 

Juni 1938, p. 249. 

[49] Engels, «Aus dem literarischen Nachlass von Marx and Engels» , 3 rd 

ed. 1920, p. 458. 
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of p r o d u c t i o n , i n w h i c h i n i t i a t i v e a n d c o m p e t i t i o n o f entrepreneurs 
l ead to fa i lu re ; i n w h i c h the s t r i v ing after p ro f i t s leads to the a d o p ­
t i o n o f w r o n g business-methods because o f the exhaust ion o f nor­
m a l me thods . F u r t h e r m o r e , we can consider as h a v i n g g r o w n up 
to p u b l i c managemen t those branches of i n d u s t r y w h i c h l i v e o n l y 
thanks to government -o rde r s , or the significance a n d respons ib i l i ty 
of w h i c h for e c o n o m y as a w h o l e have become so great tha t they 
canno t be le f t to the i r fate w i t h o u t damage. T h e same :!s t rue o f t h o ­
se branches o f i ndus t ry , the fur ther expansion o f w h i c h is no l o n ­
ger desirable, so tha t c o m p e t i t i o n i n a n a r r o w i n g space raises the ¡ . 
costs, destroys cap i ta l , presses d o w n wages a n d stops the s u p p l y i n g 
o f the consumer. 

' T h e a r m a m e n t industr ies o f the great countr ies l i ve nowadays-
m o s t l y ' on g o v e r n m e n t orders. T h e credi t -es tabl ishments have-
nea r ly every-where a r r i v e d at such an impor t ance to e c o n o m y as 
a w h o l e , tha t the i r c r ed i t - and interest p o l i c y can no longer be l e f t 
to the cons idera t ion o f p r o f i t o f the banks alone : a crash o f such 
ins t i tu t ions threatens the w h o l e economic s t ructure so m a t p r a c t i ­
c a l l y the state bears the r isk o f the managemen t because i t bas to 
he lp i n a m o m e n t o f danger . I n the same s i tua t ion are the insuran­
ce companies . 

- B u t this r i sk cannot" be b o r n e b y the state w h e n i t cannot 
exer t a n y inf luence o h the management . I n the insurance-business, 
m o r e o r less a l l possible k inds o f transactions have been perfec­
ted . N e w ideas, l i k e the single premium-t ransac t ions , b o r d e r swind-- ' 
l i n g , c o m p e t i t i o n a m o n g the insurance companies render the or ­
gan iza t ion a n d the acquis i t ion m o r e expensive. B y the t r ans i t ion t o 
c o m p u l s o r y insurance, as for instance against l i a b i l i t y , damage b y 
fire, a n d cat t le insurance, etc. the p r iva t e insurance c o m p a n y loses 
i t s j u s t i f i ca t i on because c o m p u l s o r y transactions shou ld n o t be b u i l t 
up o n p r o f i t . I n t r anspor t t rade, c o m p e t i t i o n o f p r i v a t e under ta ­
k ings makes f re ight m o r e expensive. A l l these lines o f business w e ­
re f o r m e r l y r ega rded as spheres o f p r i v a t e entrepreneurs. T h e y ha­
v e c o m p e t i t i v e l y conquered thei r place i n e c o n o m y b y p r i v a t e i n i ­
t i a t i ve . B u t w i t h the s tagnat ion o f expansion, t hey have d e v e l o p e d 
i n t o spheres o f pub l i c -managemen t w h i c h a r é r ipe to be t aken over 
b y the state, F u r t h e r m o r e , the p u b l i c u t i l i t y organizat ions o f the 
b i g cities, the pharmaceu t i ca l indus t ry and others b e l o n g i n this ca­
t egory . 
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W h e t h e r the p r o p e r t y o f these establishments i t se l f is transferr­
ed to the state, or w h e t h e r the business-activit ies o f these establish­
men t s are r egu la ted a n d l i m i t e d b y l aw , is m o r e or less a ques t ion 
o f o rgan iza t ion w i t h a v i e w to the highest ob ta inable eff ic iency. 
I n some countr ies , for instance, the b a n k o f issue is a state in s t i t u t ion , 
i n others a p r i v a t e l i m i t e d l i a b i l i t y c o m p a n y , the statutes o f w h i c h 
are p resc r ibed b y l a w . I n b o t h cases, the same objec t has been ar­
r i v e d at, i . e. to p r e v e n t the decisions o f the managemen t o f the 
b a n k to be t aken pu re ly f r o m the p o i n t o f v i e w of p r o f i t a n d to s u b ­
j e c t t hem to general economic considerat ions . 

O n the o ther hand , i t shou ld be a v o i d e d to t u r n too m a n y 
p r i v a t e unde r t ak ings i n t o pub l i c management . A n u p w a r d t r e n d 
o f the t rade - cyc le does n o t s e l d o m lead t o a con t r a ry t endency . 
Thus , the G e r m a n Reich , after the s tab i l i za t ion of the currency, has 
reso ld numerous factories w h i c h were f o r m e r l y o w n e d b y the Re i ch 
to p r i v a t e f i rms , a l t h o u g h i t is t rue tha t i n the crisis o f 1931 t hey 
have r e v e r t e d again to the Re ich b y w a y of measures o f subsidy. 
Some I t a l i a n t owns have f i rs t t aken in to their o w n hands the teler 
phons-companies i n o rde r to r ep r iva t i ze t h e m again after a shor t t i ­
me . T h e n e w economic p o l i c y since 192 I to 1925 i n Russia t oo gives 
a n example . 

A separate p r o b l e m arises o w i n g to the expe r imen t of several 
states to free their i n d u s t r y f r o m fo re ign par t i c ipa t ions whe re this 
seems exped ien t i n the interest o f the consumers or o f r ea rmament . 
T h e possible damages to the countr ies c red i t a n d the advantages 
o f such an e l i m i n a t i o n o f the fo r e ign holders have to be car 
r e f u l l y w e i g h e d against each other . Secondly , the quest ion arises 
as to h o w a n d f r o m w h i c h poin ts o f v i e w the ins t i tu t ions w h i c h are 
u n d e r inf luence or the managemen t o f the state shou ld be conduc ted . 
D o the l ines o f conduc t o f p u b l i c l y o w n e d enterprises d i f f e r funda­
m e n t a l l y f r o m those o f p r iva t e business management? Does the 
p r o b l e m o f eff ic iency no longer p l a y a par t , have the l aws o f p r o ­
f i t a n d loss had, the i r d a y as w e can r ead here a n d there, a n d w h i c h 
p r inc ip les are n o w decisive fo r the d i rec t ion and the v o l u m e o f 
p r o d u c t i o n ? ^ 

A s w e have seen, the p r i n c i p l e o f surplus is l ikewise v a l i d a s 
a rule b o t h for p r i v a t e a n d fo r p u b l i c l y c o n d u c t e d enterprises. I t 
is only the m e t h o d of ca lcu la t ion o f the surplus w h i c h di f fers . Dif^r 
ferent decisions as to v o l u m e a n d d i r e c t i o n o f p r o d u c t i o n are rea-
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ehed acco rd ing to whe the r one values as a surplus l o r instance o n l y 
the p r o f i t w h i c h results to the business-unit i tself o r equa l ly the 
m o r e d is tan t p r o f i t s w h i c h are created at o ther poin ts o f the econo­
m i c process as consequence o f an inves tment . N o w i f the f i rs t 
m e t h o d does n o t l ead to a fur ther increase o f the social p r o d u c t 
a n d t o a r i s ing o f the l i v i n g s t anda rd o f the masses, the second 
m e t h o d is e m p l o y e d i n o r d e r t o exhaust the possibil i t ies o f p roduc ­
t i o n i n a higher degree. 

In o p p o s i t i o n to this, v e r y of ten w e f i n d representat ives o f the 
o p i n i o n that the task o f investments b y the G o v e r n m e n t w o u l d me­
re ly be to raise the purchas ing p o w e r in o rde r to stop the sel l ing 
crisis a n d to set business-act ivi ty o f entrepreneurs go ing again. In 
the years 1 9 3 1 / 3 2 , the efforts o f the G o v e r n m e n t s i n coun te r ing the 
crises were p i c t u r e d as the i n i t i a l spa rk - ign i t i on o f an explos ion-
m o t o r . 

T h i s is a fa ta l mis take . I f i t w o u l d on ly be a quest ion o f the 
c rea t ion o f purchas ing-power , i t w o u l d be incomprehens ib le w h y 
the same goal c o u l d n o t be a t t a ined b y ra is ing the d o l e as w e l l as 
b y c rea t ing e m p l o y m e n t . I f the state spends m o n e y on inves tments 
f r o m w h i c h i t does no m o r e f l o w b a c k i n the f o r m of surplus-reve­
nue t o any p o i n t i n the economic system so as to be ava i lab le again, 
this c rea t ion o f e m p l o y m e n t leads to a decrease o f the social p roduc t , 
to an in f la t ion i s t i c increase o f prices a n d to a lesser s u p p l y i n g o f 
the t o t a l needs o f the p o p u l a t i o n . 

A n o t h e r o p i n i o n w h i c h one encounters is, that the projec ts 
f o r c rea t ion o f w o r k should be chosen i n such a m a n n e r t ha t as 
h i g h a percentage as possible o f the expend i tu re t ransforms itself 
d i r e c t l y i n t o cost o f wages. Consequent ly , those investments w h i c h 
mean as m a n y wages as possible are preferable . O f course, this 
p o i n t o f v i e w too is erroneous, because the decisive ques t ion here is 
n o t h o w m a n y w o r k e r s w i l l be n e w l y e m p l o y e d , b u t the c i rcui tous 
returns o f a new pro jec t . Seen f r o m this angle, a p r o j e c t o f dis­
tance-heat ing w h i c h foresees o n l y 40 % i n cost o f wages can be 
m o r e successful as a means o f c rea t ing e m p l o y m e n t than perhaps 
the cons t ruc t ions o f streets w i t h l i t t l e usefulness t h o u g h this m a y 
m e a n 80 % i n wages. F o r the savings i n the households b r i n g back 
the inves ted cap i t a l , whereas i t w o u l d be lost i n the cons t ruc t ion o f 
the street. 

T h i r d l y : O n e o f the greatest disadvantages o f the calcula--
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fcion of surplus for pub l i c inves tments lies i n the fact that the c i r ­
cui tous returns canno t be ca lcu la ted exact ly in figures, bu t tha t they 
can o n l y be es t imated f r o m general symptoms . I t is t rue that the 
immense l i te ra ture on the p r o b l e m of the crea t ion o f 
w o r k does con ta in a t tempts to calculate how m a n y w o r k m e n can be 
e m p l o y e d i n i n d u s t r y o f c o n s u m p t i o n goods w h e n a cer ta in n u m ­
b e r receives e m p l o y m e n t t h r o u g h pub l i c w o r k s . T h e p l an by W o y -
t i n sky -Ta rde -Bade o f 1931 represents the op in ion that for every 
a d d i t i o n a l l y engaged w o r k m a n , two and a h a l f i nd i r ec t ly more -em­
p l o y e d w o r k m e n f i n d a place i n p r iva t e economy, that thereby the 
sav ing in u n e m p l o y m e n t - s u p p o r t is more than w h a t is needed for 
the n e w inves tment , a n d tha t the increased tax-receipts even m e a n 
a p r o f i t f o r the b u d g e t o f the G o v e r m e n t a l t h o u g h the expendi tu re 
fo r investment-purposes is raised ( 5 0 ) . A l l these considerat ions are 
Utopian. T h e ci rcui tous eff iciency w h i c h is decisive for the success 
o f pub l i c w o r k s can o n l y be j u d g e d af te rwards b y the d e v e l o p m e n t 
of the m o n e y m a r k e t , o f the prices and b y the scarcity o f r a w - m a ­
terials, b u t no t i n an t i c ipa t i on . H e r e lies a danger p o i n t w h i c h was 
l a c k i n g i n the ca lcu la t ion i n l i be ra l e conomy w i t h i ts an t i c ipa t ive 
m e t h o d . 

I n the f o u r t h place, it was erroneous to see the on ly w a y ou t 
o f er roneous p r o d u c t i o n i n pub l i c -managemen t o f indus t ry as this 
was done so often from Marx*s time t i l l wel l after the war. T h e 
erroneous managemen t o f p r i v a t e economy can be cor rec ted in 
mos t cases ( w i t h the except ion o f the examples i nd ica t ed ) m u c h 
m o r e safely b y a t t empts o f the state to gu ide entrepreneurs in i t i a ­
t i ve i n the e conomica l ly r i gh t d i r ec t i on . T h i s has the advantage n o t 
to k i l l i n i t i a t i v e o f the entrepreneur and n o t to suffocate e c o n o m y 
c o m p l e t e l y i n the r e d tape o f bureaucra t i sm. T h e chief domains o f 
such s ta te-regulat ions are a t present ; the c o n t r o l l o f prices i n or ­
der to p r e v e n t the e x p l o i t a t i o n o f the consumers, the c o n t r o l l o f 
companies a n d cartels, marke t - regu la t ions and regulat ions concer­
n i n g c o m p e t i t i o n , the p r o m o t i o n o f coopera t ive societies in agr i ­
cul ture , t rade, se t t lement etc., subsidies for house-bu i ld ing , c i ­
ty p l a n n i n g , supervis ion o f the c red i t - ins t i tu t ions , regu la t ing the 
rates o f interest , r e f o r m o f the b a n k r u p t c y and insolvency laws, the 

f50j Comp, my critical considerations to the plan in: Jahrbücher für Na¬
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•whole o f fo re ign t rade a n d f inancia l t ra f f ic be tween states, social 
a n d l abour - l eg i s l a t ion etc. i n this connec t ion , fiscal p o l i c y as an 
in s t rumen t o f economic p o l i c y gains a special significance. 

W e cannot enter i n t o details here abou t the expediency and 
the success o f the var ious measures o f this k i n d . T h e dangers w h i c h 
are to be encounte red o n this r o a d are v e r y great. B u t they can be 
avo ided , a n d economic research can substant ia l ly con t r ibu te t o ­
w a r d s the i n t e l l i gen t b u i l d i n g up o f etat ism, whereas the d i f f i c u l ­
ties i n w h i c h l i be ra l e c o n o m y has l a n d e d to-day, do n o t leave a w a y 
out . A n d this is the advantage w h i c h e ta t i sm has at present over 
the free p l a y of economic forces, at least as l o n g as the general 
economic d e v e l o p m e n t fo l l ows the d o w n w a r d t r end . T o be sure, i f 
a change i n the t r e n d w o u l d happen, w e w o u l d f i n d ourselves over­
n i g h t i n the o l d fo rms of l i be ra l , u n t r a m m e l e d economy, a n d the 
opponen t s o f e ta t i sm w o u l d be as numerous as its adherents are 
to-day. 

Thus , l i k e the sw ing ing of a p e n d u l u m , our ideologies accom­
p a n y the facts i n the m a r c h o f t ime. 
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