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Preface

HE past twelve years have brought changes that have greatly
Taﬂected our way of living and working. Although some of these
changes have been due to the great depression and more recently
to the Second World War, many of them are of a permanent nature.
During this period there has also been a great change in the subject-
matter content of secondary-school texts and in the manner of pre-
senting this material. This has been especially true of €conomics.
Under these circumstances, a new textbook in economics seems
called for.

It is the aim of this text to provide the student with an intro-
ductory survey of the principles of economics and of some of the
major cconomic trends of the modern era. Considerable attention is
given to the place of government in the economics of an interdepend-
ent world. Government is considered as a large business corporation
carrying on many national enterprises. Its taxes, credit, and principal
economic activities in behalf of the general welfarc are discussed. A
chapter on future cconomic possibilities growing out of present-day
trends has been included. The major economic systems have been
treated rather fully.

The book is divided 1nto seven parts, each of which treats a major
phase of our economic life. Much emphasis has been placed upon
consumer interest and welfare; special problems dealing with personal,
everyday economic matters have been given at the end of many
chapters. It should be kept in mind that the author has treated
in detail personal economic problems in his text “Your Personal
Economics.”

There is much less theory and a more practical application of
economic principles than is usually found in a secondary-school text.
The book is organized around the four economic activities: consurop-
tion, production, e¢xchange, and distribution as they spring from the
nature of human wants. The origin of these wants and thcir satis-
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faction are examined for the light they throw upon such things as
advertising, money and banking, markets, credit, and other economijc
tools. Such features of capitalism as private property, right of con-
tract, free enterprise, competition, and cooperation are treated and
compared with other economic systems. Trade barriers between the
states are discussed for the first time in a secondary-school text. Labor
problems have been brought up to date. The regulations and controls
exercised during the war period have been considered in their proper
places. Installment buying, deposit insurance, budgeting, insurance,
and social security have been given prominence. A final chapter on
war economics and reconversion brings the text up to the minute.
It is hoped that a modern view of cconomic principles and problems
has been achieved.

The style is simple and direct. The difficulties of students have
been kept constantly in mind. Many helpful suggestions have bcen
made by students and teachers. The value and interest of the book
have been enhanced through timely pictures, cartoons, diagrams,
sketches, and pictographs. An effort has been made to make the text
interesting as well as instructive.

In addition to students and teachers, many others have aided in
the making of the text. The author wishes to express his thanks to his
colleagues who have been unsparing critics; to those publishers and
authors who have permitted the use of material; and to the many
business friends who have read parts of the manuscript and offered
valuable suggestions.

Avucustus H. SmiTH.
SPRINGFIELD, MaAss.,

August, 1945,
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The Study of Business

Chapter 1:
WE INTRODUCE OUR SUBJECT




ECONOMIC ACTIVITIES-—Economics deals with the means by which men make
a living—the office worker, the printer, the bus driver, the machine worker, and
others all engage in activities that satisfy human needs.




Chapter 1
We Introduce Our Subject

Aims of This Chapter:
To understand what earning a living means.
To learn why people work.
To define econormics.
To discover why it is worth while to study economics.

To examine the factors that affect us as we work.

s You begin the study of economics you are probably wondering
A what it is about and why you should study it. “Isn’t it a dry and
uninteresting subject?” “Isn’t it hard?”’ The final answer to these
qquestions will have to wait until you have completed the subject. But
at the beginning we can assure you that economics should not be dry
and uninteresting. Also it deals with matters about which you already
have some knowledge. This first chapter will point out some of these
matters and will attempt to arouse your interest in an important
subject whose content is made up of problems involved in the business
of earning a living.

Earning a Living.—In a small city somewhere in the United
States lives the family of Thomas Brownell. It is composed of the
father, the mother, and two children, one son and one daughter. The
Brownells own their home, upon which there is a small mortgage.
They also possess an inexpensive automobile for family use. The
father owns and operates a garage and filling station, where he em-
ploys two assistants. In the conduct of his business Mr. Brownell finds
that there are many problems that must be met. He must purchase
.gasoline, oil, and automobile parts, as well as the tools and machines
necessary for his work. These tools and machines are expensive and
he had to borrow money from the bank to pay for them. The bank
requires him to pay interest on his loan. He must pay wages to his
cmployees as well as social-security taxes, uncmployment-insurance
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taxes, and workmen’s compensation insurance. He has to pay rent
for the building in which he carries on his business.

In an effort to earn a living Mr. Brownell faces other problems.
He must earn enough to pay taxes on his home, interest on the mort-
gage, reduction of the mortgage, insurancc on the home and furni-
ture, repairs on the home, and insurance on his own life. But this is
not the whole story. In addition, he finds that he is required to pay a
license to conduct his business, a tax on many things he buys, an
income tax to the state and to the Federal government. Finally, he
must earn enough above all these expenses to provide his family and
himself with the necessities of life and some comforts. Mr. Brownell
finds that it is no easy task to earn a good living.

But the father is not the only one concerned with the problem of
earning a living for the family. 'The mother, too, has her tasks cut out
for her. If the family is to live well and be happy, she must spend the
income wisely. Upon her judgment in buying the commodities and
services to satisfy the family wants depend to a large extent the happi-
ness of the family and the success of her husband in business. She
buys food, clothing, fuel, household equipment and furnishings, and
hundreds of other things that add to the comfort and well-being of
the family. The son has graduated from high school and has a good
job in one of the local stores and is thus able to provide his own
personal needs. The daughter is still in high school and must be
provided with moncy for carfare, lunches, class dues, and many
incidentals.

We have used the Brownells as an example of a typical family
vitally interested in earning a living. But the example might just as
well have been your own family. If you ask questions at home, you
~ill find that your parents are struggling with the same problems as
che Brownells. Payment of rent may take the place of paying taxcs
and interest on a mortgage, but there must be money paid for a home
in cither casc. There may be other variations, but you will find that
the problem of earning a living is the most important one in your
family. Onc or more people must work and plan the use of income
to make ends meet. To earn a living people must engage in work of
some kind.

Why Do People Work?--From what has been said about the
Brownells you have learned that most people work because they have
to do so in order to satisfy the wants of those dependent upon them
as well as their own wants. This is the main reason for engaging in
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FAMILY SPENDING—The Brownell family is discussing one of the problems of
all families— the setting up of a family budget. Why is the cooperation of each mem-
ber necessary if the budget is to be of any value?

work; it applics to the great majority of workers. But there are other
reasons which inspire people to work. Let us examine a few of them.

Desire for Self-expression and Advancement.—This is a strong motive in
causing many pcople to work. Nearly every normal person desires
something more from his work than the merc money to provide the
nceds of himself and family. He wishes to provide opportunities for
self-development. People, as a rule, arc happicer if they are able to
enjoy some of the things that make living better. There are many
who believe that happiness comes only through the cnjoyment of
those things which onc possesses. But every normal being wishes to
develop his abilities whatever they may be. The mechanic wishes to
be known as a good mcchanic, the lawyer as a good lawyer. Each
takes pride in his work and strives to devclop skill. You can see this

~ in school. Although some pupils are satistied if they get passing marks,
therc are many others who wish to do excellent work because of their
desire to be outstanding pupils and to add to their knowledge.
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Desire to Be Recognized and Approved by Others—Down deep in
most of us is a desire to gain the recognition and approval of thosc
with whom we associate. Of course, there are some independent
individuals who get satisfaction in meeting the standards they set up
for themselves. Then there are those who do not care so much for
what their fellowmen think of them but are willing to wait until the
future passes judgment on their actions. Most of us, however, prefer
to win the approval of our associates while we are still alive. There
are various ways of winning this approval and recognition. Some try
1o gain it by amassing a great fortune; others seek it by spending
money on a large scale.’ Some seek distinction by building up large
industries; others prefer to win approval by using their wealth to
cstablish scholarships, schools, colleges, hospitals, and other institu-
tions which will render service to mankind. You will be able to think
of several who have done these things.

Desire for the Welfare of Others.—So far we have mentioned desires
which are more or less personal or selfish. But you know that there
are many who work because they wish to provide for the welfare and
happiness of others. This is true of your parents. Your father works
primarily because he has to do so in order to provide for the needs
of his family. Many times he has gone to work when he did not feel
like working and often has performed tasks that were unpleasant and
hard; he has performed cxtra work in order that someonc in the
family might bc better cared for. Most parents make sacrifices
throughout their entire lives in order that their children may have a
better chance in the world than they had.

Outside the family group we find many who devote their lives to
social work, which pays small wages. These people are working because
they wish to make the lives of others happier and more useful. Those
who seek to improve working conditions, to eliminate slums, to do away
with child labor, and who engage in activities that make living con-
ditions better for others, are working not merely to satisfy their own
needs but from a desirc to aid others.

These are not all the motives that prompt men to work; many
others could be listed. Perhaps you will be able to add some incentives
of your own.

What Is Economics?—In considering the various problems with
which the Brownells and your parents are confronted in their efforts
to earn a living, we have given a brief account of the field of economics.
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Thus you see that economics is devoted largely to a study of the efforts
of people to obtain incomes and to use these incomes in satisfying their
wants. Economics is also concerned with the human relations which
have been developed and which make up our economic society.
To give you an understanding of the processes by which people get a
living is the chief purpose of economics as a social study. Economics is
the study that deals with the means and activities by which people get a living.

What Is to Be Gained from a Study of Economics?—Now that
you know what economics is and with what it deals, you will want
to know what advantages there will be in studying it. Let us examine
a few of them.

It Will Give You Some Knowledge of the Business World.—Bcfore long
you ‘will be leaving school to enter upon some business activity, to
start earning your own living. If you have some knowledge of how
business is carried on, of the principles of business practice, and of the
business world in general, you will be more likely to succeed in your
work. Economics explains the various principles that are the founda-
tion of modern methods of manufacture and of the exchange of com-
modities and services. This knowledge will be of great help to you.

It Will Ielp You to Undersiand the Problems of Living.—A study of
economics will help you to understand why everyone is affected in
some way by what happens elsewhere in the world, why farmers are
essential to our proper living, and why their problems should interest
us. It will help you to understand why there are conflicts between
workers and employers, why unemployment exists and is such a
serious problem, why people must pay taxes, and why consumers
find it difficult to solve their problems. Iiconomics will aid you to
undcrstand why a war in Europe or Asia affects our trade and our
living standards.

It Will Make You a Better Informed Citizen.—When you have learned
something about banks, money, credit, taxes, tariffs, marketing
difficulties, governmental finances, problems of old age, industrial
conflicts, and the like, you will be a better informed voter because
you will have some understanding of the issues being discussed.
‘conomics will help you to gain this information.

It Will Aid You to Think Logically.—As you progress in your study
of economics you will discover that it is not always possible to give a
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YOUNG VOTERS—Georgia recently passed a law allowing eighteen-year-olds
to vote. Here are some high-school seniors registering to cast their first ballots.
Economics has helped them to vote more intelligently.

single and simple answer to every problem. Economics requires
carcful weighing of many factors and circumstances; an economic
vroblem may have several different solutions. As has been said,
economics deals with human beings and their activities. It is not
always possible to predict just how all people will act under similar
circumstances. Thus you will have to weigh evidence, to consider
many factors, and to choose between different proposals; in so doing
reason counts more than snap judgment.

It Will Make You More Sympathetic loward the Problems of Others.—
When you learn that all people do not live on the same standard, that
many arc struggling for a chance in the economic world, that the
incomes of many are below the level of a decent living standard, that
thousands lack cven the things necessary to sustain them while they
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work, that fear of unemployment and of a dependent old age haunt
thousands, you will be more tolerant of the efforts made by these
people to improve their living and working conditions.

These are not all the advantages to be gained from a study of
economics, but they should serve to show you that the subject deals
with vital and interesting material. As your study continues you will
be able to add many more reasons why the study of economics is
worth while.

What Are the Factors That Affect Our Economic ActivitiesP—
Most working people carry on their daily activities without giving
much thought to the conditions and factors that influence these
activities. In most cases these conditions are never called to their
attention. Neverthelcss, there are many factors that determine what
we shall do, how we shall do it, and what we shall get for our work.
It will not be possible in this book to discuss all the factors that in-
fluence our working habits, but we can explain a fcw of the more
important of them.

We Are Influenced by Our Surroundings—In your school activities
you have no doubt noticed that you can do better work if the study
hall and the library are quiet and if everyone around you is busy at
some task. Comfortable scats and clean rooms, capable teachers, and
pleasant companions add to the casc with which you learn your
lessons. Pleasant home surroundings likewise send you out in a happy
mood. If these things make such a difference to you in your school-
work, what effect do you think surroundings have upon your parcnts
as they work? They, too, arc able to do better work and are less tired
at the cnd of the day if their surroundings at the factory, in the store,
or in the office arc pleasant. Many employers have recognized this
influence and have made their factories and stores pleasant places for
workers; they have installed many fcatures which add to the comfort
of the workers. They find that these changes lead to more contented
workers and fewer labor troubles. Surroundings in the home, in the
factory, in the office, and in social life affect our activities more than
we realize.

Want-satisfying Goods Are Relatively Scarce—Whatcever may be the
motive that prompts pcople to work, the fact that their wants are
never completely satisfied is constantly before them. This is due to
the fact that there never secm to be enough goods at any given time
and place to satisfy all wants for them. There are many reasons for
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ENVIRONMENT—Contrast the pleasant surroundings of the homes at the to
with the squalor of the miners’ homes, flanked by burning slag piles. What story d
these houses tell about the people who live in them?
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this scarcity. Enough may not have been produced because of floods,
frosts, pests, droughts, or other causes. Or it may be that so many
people are trying to live in a region that all cannot have what they
need. There are other causes but, whatever they may be, the fact
remains that this scarcity stimulates people to work harder. Even
though some goods exist in abundance, they are not to be had for
nothing. People must work to earn the money with which to purchase
themi. Even then they often find that they are not able to purchase
cnough to satisfy all their wants. Until the time comes, if it ever does,
when want-satisfying goods exist in sufficient abundance to satisfy all
wants for them, the relative scarcity of these goods will be an impor-
tant factor in compelling people to work for a living.

We Are Dependent upon One Another—Your parents are aware that
they cannot produce all the things the family wants. There was a
time when the family was almost a self-sustaining unit but that time
has gone forever. Our wants and needs are so many times more
numerous than they were one hundred years ago that no one person
can possibly produce anywhere near what he needs. So what has
happened? Today your father goes to the office or the factory to do
work that is needed. He produces a part of a product or a service
that someone else wants. While he is doing this, someone else is
working to produce the things he needs. Your father is doing what he
is best fitted for and depends upon others to supply what he wants.
This interdependence is a prominent characteristic of our economic
world.

This economic interdependence is not confined to local communi-
ties but is found throughout the entire world. If a worker anywhere
who is producing commodities or services needed by others fails to
do his part, some worker in some other country may be unable to
get what he wants. We become conscious of this economic inter-
dependence whenever a serious strike occurs in an essential industry.
Think what would happen to you and your family if the bakers
supplying your community failed to produce any bread. The Second
World War made us very conscious of our dependence upon others
when we were deprived of rubber, tin, silk, and many other essential
commodities. Not only was our war effort hampered for a time but our
living habits were completely changed.

Private Property and Inheritance—Your parents are willing to work
hard and to save money in the hope that they may some day be able
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to own a house and to live comfortably when they are old. They keep
on working because they want to possess property of their own. Not
only do your parents hope by hard work to possess some private
property during their lifetime, but also to hand this on to their children
when they die. This is called the “right of inheritance.”

Government places certain restrictions upon the use that may be
made of private property and also takes a share of this property before
it is passed on to the heirs if it is above a certain amount. Your parents
are not permitted to usc their property in such a way that it interferes
with other people’s enjoyment of their property. They will be obliged
to pay taxes to thc government and may bc called upon to surrender
some of their property to the government if it is found necessary to
take it for some public use. But the government pays a fair price for
any property taken for this purpose. If onc owns and drives a car,
he must first obtain a license to do so and must observe certain laws
regarding speed, condition of brakes, lights, etc. He must pay a tax
for the use of the car and for the gasoline he uscs to operate the car.
While all these regulations restrict the use of private property, they
are imposed in the interests of the general public.

We Are Free to Engage in Any Occupation We Choose—~When your
parents were ready to cngage in work, they were not told what they
vould do or could not do. They were free to engage in any activity
they chose. This same privilege is open to you. But this right is also
subject to certain restrictions. You will not be permitted to engage in
some occupations without first obtaining a special license. This applies
to the selling of drugs and certain foods. Although you are free to
study law or medicine, you will be required to meet certain qualifica-
tions and to pass rigid cxaminations before you will be allowed to
engage in practice. If you wish to teach, you will find that many
states and citics now require you to obtain certain degrees in educa-
tional subjects and to pass examinations. These restrictions are not
meant to prevent anyone from entering these occupations but are
imposed in the interest of the public and to see that only qualified
persons serve the public.

We Are Free to Enter into Binding Agreements.—When a person buys
a house or leases it from somcone else, he enters into an agreement
that binds both parties to certain conditions. This agreement is
called a ‘““contract,” and its terms can be enforced at law in case either
party to it violates those terms. J¥ » person borrows money, he will
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REQUIREMENTS FOR PROFESSIONAL MEN—With certain restrictions, you
may engage in any activity you choose. These law students are studying in prepa-
ration for an examination in law. They must fulfill certain qualifications before they
are permitted to practice.

be called upon to sign a note promising to pay back the money with
interest. This is another kind of contract. It is a characteristic of the
world in which we live and work that every competent and mature
person has the right to make binding agreements which are enforce-
able at law. Of course, an agreement that is against public good can-
not be enforced. For example, no one would be allowed to enforce
an agreement to burn another’s house to gain the insurance. Such
agreements would be criminal conspiracies, not lawful contracts.

Competition Is Keen.—Many other persons in your city or town may
be engaged in the same occupation as your father. If they are workers,
they are competing for jobs; if they are in the business of selling goods,
they are competing for customers. Competition is present almost
everywhere and, to succeed, a person must do better work than
someone clse. Clompetition exists among those who work and produce
goods, among those who sell goods, and also among thosc who buy
7oods. It is a wholesome stimulus to work.
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The Profit Motive Prevails.—Although this has been placed last
in the list of factors that stimulate us to work, it is by no means the
least important. Indeed, the desire for profits is the chief motive
behind the establishment of most businesses. If there were no profits
to be made in a business, it would be abandoned. Under our economic
system our material well-being depends upon the amount of money
we make. Hence we conduct our business affairs with the purpose of
making a profit. Sometimes this leads to unfortunate results, as when
human happiness and social well-being are sacrificed to the profit
motive.

Summary.—Because economics deals with the activities of human
beings as they strive to earn a living, it is an important and intcresting
subject. Earning a living is not the simple affair many believe it to be.
It has to do with such varied and difficult matters as money, banks
and credit, commodities and services, prices, wages and employment,
markets, taxes, trade, and a host of other problems. People must work
if they are to satisfy their wants, and this is why most of us do so. But
some work for other good reasons, such as a desire for self-develop-
ment, a desire for power and influence, a desire for the approval of
others, and a desire to help others who are not so well situated.

Economics is the social science that deals with the means and
activities by which people earn a living. It is a social science of busi-
ness; it deals with the activities of people in groups rather than as
individuals. From its study you will gain a knowledge of the business
world, learn to understand the problems of living, become a better
informed citizen and voter, learn to think more logically, and develop
a more tolerant and sympathetic attitude toward the problems of
others.

There are many factors in the economic world that have an impor-
tant influence upon how we shall live, what we shall do, how we shall
do it, and what we shall receive for what we do. We are influenced by
our surroundings and by the fact that want-satisfying goods do not
exist in quantities sufficient to gratify the many wants of all at any
one time. We are dependent upon others for most of the things we
need and enjoy; we must cooperate with others if all are to receive the
things that make life worth while. Competition is keen and acts as a
spur to our economic activities. We are assured of the right to own
and use private property and to pass it on to others when we are
through with it. We are free to engage in any occupation we choose,
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provided it is not harmful to the welfare of others and provided we
can meet the requirements set up; we may enter into agreements with
others, provided these agreements are not against the public good.
Finally, our system is based upon the profit motive. All these charac-
teristics of society affect our choice of tasks and our attitude toward
our work.

B ol

o

~

Questions to Test Your Knowledge

List some of the problems pcople face in making a living.
What is the chief motive that impels people to work?

Name some other reasons why people work.

Give a definition of economics.

List several advantages to be gained from studying economics.

How can a study of economics help you to become a better informed
citizen and voter?

Show that economics can help you to think more logically.

8. What is meant by saying that want-satisfying goods are relatively scarce?

10.
11.
12.

R

6.

7.

Explain how we are all economically interdependent.
Why is the use of private property restricted?
What restrictions are there upon your freedom to choose your life work?

What is competition?

Questions for Discussion and Application

. Why is earning a living sometimes referred to as a “struggle”?

Why is the desire for self-expression and improvement so strong in us?

Discuss the effect of environment upon our economic activities.

. What is meant by saying that even though economic goods were abun-

dant they still would not be free?

. Discuss the statement that we are economically interdependent. Give

several examples to show this interdependency. May this interdepend-
ency ever become a disadvantage? Explain.
Make a list of occupations you would like to enter. Would you be free

_to enter these occupations without restrictions? What restrictions are
placed upon any of them? Do you consider these restrictions just?

Do you believe that all workers are dominated by the profit motive?
Try to name some workers who are not so motivated.
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8. Are voters intelligent when they vote for candidates who stand for ideas
and cconomic principles that are not clear to the voters themselves?
Explain.

Floor "L alks and Written Reports
1. Essentials for satisfactory living.
2. The implications of economic interdependence.

3. Motives that cause people to work.

Topic for Debate

REesor.ven, That economics should be required of every high-school pupil
hefore graduation.

For Further Information

On pages 495-501 will be found a detailed bibliography, giving the full
title and date of publication of each of the books listed. At the end of cach
chapter only the name of the author, the title of the book, and in some cases
the page or chapter references will be given. Consult the Bibliography for
further information.

Chase, Stuart, “A Primer of Economics.”

Deibler, F. S., “Principles of Economics,” Chaps. 1, 2.

Gemmill, P. F., “Fundamentals of Economics,”” Chap. 1.

Kiekhofer, W. H., “Economic Principles, Problems and Policies,” Chaps. I,
II.

Scherman, H., “The Promises Men Live By,” Introduction.

PROBLEM 1
How Useful Is Economics?

It is claimed that most people are not intelligent voters because they
know so little about the issues and problemns that are discussed during cam-
paigns and periods of stress and emergency.” Although this may be true of
many political problems, is it wholly true of ecconomic problems? There are
many who claim that it is truer of economic problems than it is of other
problems. A glance at the newspapcrs and magazines will show that most
of the problems being discussed throughout the country today arc of an
economic nature. Among these we find price fixing, rationing, subsidies,
taxation, inflation, strikes, labor legislation, foreign trade, raw materials, regu-
lation and control of business, transportation, governmental financing, feeding
the world, and many more. How many voters understand these problem:
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and their implications? How much do our legislators really know about
them?

There seems to be an assumption that the average citizen knows enough
about them to vote for some candidate who will help to solve them for him.
But matters of health and safety are not decided in this way. When a new
bridge is to be built, a new type of battleship to be developed, a new airship
for transporting goods and persons to be planned, or when an epidemic of
influenza breaks out, people are not asked to vote for the persons to handle
these matters. For these purposes experts are chosen, men who have devoted
much time, study, and practice in the particular field in question. If experts
are needed to solve important problems of health, safety, and protection,
why should there not be experts to solve our economic problems? Some say
that, since citizens in a democracy are privileged to votc on economic mat-
ters, more education in economic principles should be required of everyone.
An understanding of the basic principles of economics will help make us
better informed and cnable us to act more wisely in the choice of men to
make our laws and spend our money.

1. Who is an “intelligent” voter?

[\

. Is the average person wholly ignorant of the essential problems of living?

3. Do people as a rule read and study current problems to any extent? Or
do they prefer to be told by some commentator about these problems?

4. Would we be better off if we knew more about the problems of money and
prices?

5. Would it be better if we had trained economic experts to solve our
economic problems just as we have doctors and engineers to solve the
problems of health and safety?

PROBLEM 2

Budgeting the Family Income

‘I'homas Brownell is chiefly concerned with making a living for himself
and his family. The profit he makes from operating his business furnishes
the income upon which his family lives. In addition, his son, who is regularly
employed, pays $25 a month toward the family expenses. Mr. Brownell
knows that by planning his income and expenditures, he can get more for
his money and also keep out of debt. In estimating his expenditures, Mr,
Brownell uses as a basis his last year’s total income, which was $3,400. He
does not wish to have too many items to keep track of and so decides upon
six. Under savings he includes life insurance; under shelter he places principal
paid on the mortgage, interest on the mortgage, taxes, and repairs; under
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all other expenses he includes education, health, allowances, and travel. The
accompanying table shows the percentages allowed for each item.

$285 MoNTHLY INCOME—BROWNELL FAMILY

Item Per cent | Amount Item
Savings and insurance. . 18 Clothing. .. .
Food.......... ..... 20 Operating .
Shelter............... 25 All others.

Per cent
12
10
15

Amount

Complete the table, figuring the amount allowed monthly for each item.
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Part 1
How Goods Are Consumed

Chapter 11: ,
THE CONSUMER AND HIS WANTS

Chapter 111:
FACTORS INFLUENCING CONSUMER DEMANDS




Lambert {rom Frederic Lewis

CONSUMERS—The students abcve are demonstrating their role as consumers in
satisfying a desire for an after-class coke. What other goods besides food do they
consume?



Chapter 11
The Consumer and His Wants

Aims of This Chapter:
To define consumption.
To learn why consumption is important.
To examine the characteristics of human wants.
To explain and classify goods.

To find out what goods must posscss to satisfy wants.

ow that you have been introduced to the subject of economics
N and have an idea of the problems with which it deals, you are
ready to consider the first of these problems—the wise usc or con-
sumption of goods.

What Is Consumption? If you make a few obscrvations in
your home, you will see that cveryone in the family is engaged in
certain activitics. You will see that the family as a whole as well as
the individual members are using things. Food is caten three times a
day, clothes arc worn by members of the family, fuel is burned in the
furnace to keep the house waim, gas is burned to cook food, furniture
is bccoming shabby through use by the family, rugs are worn out
and discarded, gasolinc and oil are burned to operate the family
automobile, the telephone is used frequently, a doctor is called in from
time to time to attend some member of the family. In other words, you
find that your family uses many commodities and services every day.
These economic goods are used in order to satisfy the wants of the
members of the family.

Why are these commodities and services wanted? Naturally, they
are wanted because they are useful. If the goods were not useful your
family would not have paid good money for them. Although it is
food, fuel, clothes, gasoline, and other actual goods that are used up,
it is the utility in them that causes them to be wanted and used. We
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may, then, define consumption as follows: Consumption is using up what-
ever usability or utilily there is in goods in order to salisfy our wants.

Why Is Consumption Important?—The human infant is a con-
sumer from the moment of his birth. From birth until death people
continue to consume goods. Some people consume more goods than
others; some people consume goods in one way and some in another.
The way in which we use goods as well as the kind of goods we use
determines the plane of living we maintain. As soon as a community
finds that it must cease using the type and quantity of goods to which
it has been accustomed and must use cheaper and fewer goods, some-
thing happens. Those who produce the goods formerly required cease
to make so many of these goods. This means that fewer workers arc
needed and unemployment occurs. Less moncy is now available to
spend for goods and thus other producers arc affected. Those who
used the former type of goods now must use cheaper goods, and this
means that they must live on a lower plane. Thus you see that unless
consumption continues, goods cannot continue to be produced. Con-
sumption and production are closcly related. In fact, consumption
controls production to a large degree because goods will not be pro-
duced unless there are consumers to buy them.

Who Are Consumers?—We have used the word ‘“consumer”
several times, but we have not explained who consumers are. In a
general sense we arc all consumers because we all use commodities
and services of some kind. Your father and mother arc consumers
because they buy and use food, clothing, and other articles for them-
sclves and the family. All the other members of your family arc
consumers for the same reason. You arc a consumer at school when
you eat your lunch or use pen and ink in writing your themes.

But people buy some goods because they intend to use them to
satisfly the wants of others. A man who owns and conducts a retail
clothing store buys clothing not for his own use but to satisfy the wants
of his customers. A manufacturer buys matcrials with which to pro-
duce other goods which will satisly the wants of other people. The
maker of soap cannot use all his product for his own purposes. He
makes it to satisfy others who want soap. When people do such things,
they are producers rather than consumers. For our purposes we shall
define consumers as those who use up commodilies and services for the direct
satisfaction of their wants.
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How Are Wants Classified?
You are now ready to learn
something about wants. It has
been pointed out that the pri-
mary reason why people work is
to satisfy their wants. Human
beings have wants for a great
variety of things, but these wants
may be classified into two large
groups: (1) wants for necessitics
and (2) wants for things other
than necessities. Wants for ne-
cessitics, such as food, clothing,
and shelter, are called primary or
existence wants. They arc wants
for the things that we must have
if we are to sustain life and carry A Photo

on our daily activities. SMALL-SCALE CONSUMPTION—
No normal human bcing Above is a small consumer. Rhodes Tiny
. Joe, an aristocratic Chihuahua pup, is

transferring one pint to another.

today is content merely to satisfy
his primary wants. He desires to
improve his living conditions, his social standing, and his economic
position. To accomplish this he wants better food and more of it,
more and better household furnishings, morc education and training
for himself and his children, an automobile, laborsaving devices in
the home, some recreation, and an opportunity to travel and see the
world. -In fact he desires a higher standard of living. Wants for the
things that improve the standard of living and make life more enjoy-
able are known as secondary or cultural wants. A large part of our time
and energy is spent in satisfying this type of want.

What Are the Characteristics of Wants?—Both primary and
sccondary wants have certain characteristics which make them impor-
tant to us and to those who supply us with commodities and services.
What are some of these characteristics?

There Is No Limit to Our Wants.—This statement nceds little ex-
planation. From infancy to old age, human beings are constantly
wanting something. Many of these wants are never satisfied. As
children you wanted nearly everything you saw. Now that you are
older, you have no fewer wants even though they may be for things
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that you did not want years ago. Older people are much the same.
They, too, are constantly wanting things. The only limit to our
wants secms to be a lack of more things to want.

Our Wanis Are Never Completely Satisfied— ‘The important word
in this statement is “completely.” 1t is possible (o satisfy a want
for some particular thing for the time being, but sooner or later the
want for that thing will return or a want for somcthing else will take
its place. You arise from the dinner table satisfied, but in a few hours
you have a want for food again. Mark Twain is rcported to have said,
“The only satisfied man is in the cemetery.” This is just another way
of saying that a normal human being always has unsatisfied wants.

One Want Leads to Another.-—I'his characteristic of wants has been
used by producers and retailers. When your parents decide to re-
decorate a room in the house, they soon find that painting the wood-
work and papering the walls arc not cnough. To make the room
look well it is necessary to do something to the floors and the ceiling.
Then the electric fixtures must be modernized, and so it goes. When
the furniture is moved in, it looks shabby and so new furniture is
wanted or the old furniture has to be rcconditioned. Thus what
seemed a simple want at first requires several others to be satisfied
before enjoyment is complete. Those who producc and sell goods are
aware of this peculiarity of wants; that is one reason why they adver-
tise accessories to many articles. -

Wants Compete with One Another—You have probably come in
contact with this charactcristic morec than once. When you started
out to buy a new suit or a new coat, you probably intended to buy a
particular style and color. However, after you entcred the storc and
began to examine the goods, you soon found your want changing.
The salesman showed you some smart clothes in a style and pattern
you had never scen and told you how much better you would look
in the new style. You finally were convinced and went home with a
differcnt suit or coat than the one you had intended to buy. What
made you change your mind? It was the competition set up by the
newer styled article. Compctition between wants takes place just as
competition occurs between businessmen.

Why Are Wants Significant?>—Why is this matter of wants
stressed so much? Everybody has wants and everyone knows they are
unlimited. Why say any more about them? A moment’s thought will
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show you that if people did not have wants or if the wants they have
were ever completely satisfied, there would not be much activity
in the business world. It is because people want things that someone
devises the goods that are wanted. Because wants are ever changing,
men invent new things, new processes, new styles, and make improve-
ments in goods. You will be able to think of many things that exist
today that werc brought into existence because it was felt that they
would satisfy the wants of a large number of people.

If there were few or no wants, we should have a different world in
which to live and work. Wants are the things that make economic
progress. It is because people must satisfy their wants that they work.
As soon as one want is satisfied, pcople work harder to satisfy other
wants. If production is to continue, if jobs are to exist, if progress is
to be made, there must be wants. Thus you sce that wants are very
important in our cconomic life.

What Do Consumers Want?>—Consumer wants are numerous
and varied but they can be classified under two headings: (1) wants
for commodities and (2) wants for services. Goods is the term applied
to all those commodities and services that satisfy human wants.

Commodities as Goods.—Commodities include houses, furniture,
clothing, tools, machincs, food, newspapers, flowers, works of art,
and countless other articles that people require to satisfy their wants.

Services as Goods.—All the articles just mentioned as commodities
are things that can be seen, handled, and passed from person to
person. They are called material goods. Man desires many material
goods to satisfy his wants. But in addition to material things people
also want services which are in no way material. At times the services
of a doctor, a lawyer, a minister, or a nursc are needed. In obtaining
an cducation the services of teachers are essential. If government is
to be conducted in the interests of the people, honest men must serve
as officials. No one will question the fact that these services satisfy
wants. Therefore, because services satisfy wants they are called
“goods” in cconomics. This lcads to a complete definition of goods:
Goods are all material things and nonmalersal services that satisfy our wants.

What Kinds of Goods Do Consumers Desire? We have said
that consumers want goods to satisfy their wants, but we have said
nothing about the nature of these goods. Some of them exist in great
abundance while others arc relatively scarce. Some goods last a long
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Hirz from Frederic Lewis

SERVICES AS GOODS—What havoc would befall a community without its fire-
men! In economics we speak of their services as nonmaterial goods. Firemen are
salaried government employees in the cities; in many smaller towns the fire depart-
ment is on a voluntary basis-——men join in order to protect their homes and businesses
as well as those of their neighbors. When the alarm sounds through the town, the
butcher, the baker, the candlestick maker each drops his task to jump on the fire
engine as it clangs by.

time while others are used up quickly. There are goods that satisfy
our wants directly and goods that satisfy our wants only in an indirect
manner. Let us examine the naturc of goods more closcly.

Free Goods.——Some of the goods we desire and need are not made
by man but arc supplied by naturc. These goods exist in much larger
quantitics than man-made goods. Air, sunshine, and water are pro-

+ 26 -



vided by nature in such quantities
that anyone can usually obtain all
he wants of them without much
effort. They are free in the sense
that we need not pay for them in
order to have them. It is. the
abundance in which they exist
rather than their cost that makes
them free goods. Thus free goods are
those goods which exist in such abun-
dance that all our wants for them can
be easily satisfied.

Economic Goods.—These do not
exist in sufficient quantities to sat-
isfy all our wants for them. These
goods are usually man-madec.
Whereas some cconomic goods exist
in large quantitics, there arc not
enough of them to enable all who
want them to have them. This
means that some effort must be
made to obtain them. We must
work and earn money with which
to purchasc them. Economic goods
are those goods that do not exist in
sufficient quantities to satisfy the wants
of all who desire them.

Although nature provides cer-
tain things in abundance, it docs
not always make them convenient
to people. It is necessary for man

Levick from Frederic Lewis

FREE GOODS-—Here is one of the most
valuable of nature’s gifts—fish. Perhaps
you have never thought of fish as free
goods; however, the fisherman pays noth-
ing for them. Fish cost us money because
we must pay for the fisherman’s labor and
equipment and for the services of the
middleman who brings them to us.
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to make them available in a form or place better suited to satisfy
wants. Water is produced by nature in great abundance, but in many
localities it would not be convenient to carry drinking water from a
brook or spring to the home. You who live in cities or towns merely
turn a faucet and get all the water you want, but you or your land-
lord receives a bill for it from the water company that provided it.
Why must we pay for a free gift of nature? It is because nature did not
provide it in sufficient quantity in a particular place or in the manner
in which it is wanted. Men have to build reservoirs, catch and hold
the water, erect purifying plants, lay pipes from the reservoir to our
homes, and install machinery to pump it under pressure into our
homes. This makes water relatively scarce in the populated centers,
and people must pay for the convenience of having it. In this way a
free good has been changed into an economic good. Make a list of
other free goods that have been changed into economic goods to
satisfy wants in a better way than naturc has provided.

Durable and Perishable Goods.—Consumers are interested in the
length of time goods last. Not all goods give enduring satisfaction.
Some goods like fruits, vegetables, candy, gasoline, and perfumes arc
quickly and completely destroyed in the process of consumption.
These are known as perishable goods. Many such goods are desirablc
and some of them are essential, but consumers purchase them knowing
that they will give only temporary satisfaction.

There are other goods, like household furniture, rugs, machines,
houses, books, jewelry, pictures, and automobiles, which continue to
give satisfaction for a long time if used with care. Goods of this kind
can be used over and over again without rapid destruction of their
utilities. They are called durable goods. The wise consumer wants goods
that will be useful for a relatively long time, but bargain hunters
purchase cheap goods that look well but fail to wear well. When a
consumer purchases such goods, he may be said to have bought
perishable goods instead of durable goods.

Consumers’ Goods and Producers’ Goods.—Goods are also distin-
guished according to the use that is made of them. Goods that are ready
to be used by consumers in the direct satisfaction of their wants are called con-
sumers® goods. Usually these goods are in the hands of the person who
intends to use them for his personal satisfaction or they are in such a
state of preparedness that they can be made available for consumers
on short notice. Thus manufactured goods in factories, warehouses,
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Courtesy of Ford News Bureau

PRODUCERS’ GOODS—Here are four types of producers’ goods owned and oper-
ated by the Ford Motor Company. (1) In the engineering laboratory new cars are
planned and new developments are worked out. (2) The powerful shovel scoops out
the earth to make sites for factories and airports. (3) The Dundee water power site
develops water power to operate machines in near-by plants and to furnish light
and power in the plants and homes. (4) The huge plant is engaged in direct produc-
tion of goods.




or stores are consumers’ goods because they are intended for usc by
consumers. Many consumers’ goods, such as food and fuel, are perish-
able. Other consumers’ goods, such as the oil heater in the home, the
family automobile, the refrigerator, the sewing machine, all houschold
furniture, and the house itself, are durable consumers’ goods. A very
large proportion of all economic goods are consumers’ goods.

There are other goods which are useful but which are not intended
for the direct and immediate satisfaction of any consumer want.
These usually take the form of tools and machines, factory buildings,
power sites, and office buildings; they also include raw materials and
goods in process. All these goods are essential for the production of
consumers’ goods. Those goods not intended for the use of consumers directly
but used to produce other goods that consumers want are called producers’ goods,
or capital goods.

Necessities, Comforts, and Luxuries—The various kinds of goods
described above are classified further as necessitics, comforts, or
luxuries. It is not casy to draw a strict line between these three classi-
fications. The distinction varies from person to person, but perhaps a
few words of explanation will scrve to give you some idea of the
distinction.

MNecessities are those things which we must have in order to live
and carry on our work. Thus we must have food, clothing, and shelter.
But today many other things are considered necessities. A salesman
who must travel many miles to sell his goods needs an automobile.
Likewise, instruments and special equipment are necessities for sur-
geons and dentists; law books are essential to lawyers.

Most of you have wants for goods that are not classified as necessi-
ties. You want many things that add to the enjoyment of life. These
things are so desirable that people are willing to work hard to get
them. The piano in your home is not a necessity, but it adds much to
your pleasure and perhaps to that of your family. The same may be
true of the radio. The automobile your father owns may not be a
necessity, but it makes it possible for the family to go places and to
visit parts of the country which otherwise it might be impossible to
see. These things are called comforts.

Not only do people desire necessities and comforts, but they have
desires for other things that are more than necessities and even more
than comforts. They are known as /uxuries. They usually include such
things as expensive fur coats, diamonds, extra automobiles, country
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estates, and yachts. Luxuries are often matters of personal preference
and depend upon the income, social position, and taste of the
individual.

What Is Wealth?>—Practically all economic goods, whether
necessities, comforts, or luxuries, can be exchanged for eother goods
or for money. In economics and in general use these goods are often
spoken of as wealth. Economic goods which satisfy human wants and which
can be exchanged for other goods are wealth. To be economic wealth these
goods should be usable, relatively scarce, material, and transferable.
To a businessman wealth would consist of his factory or store, his
machinery and equipment, his trucks, raw materials, and finished
products. To a working man wealth would be his tools, his clothing,
his house and furniture, and perhaps an automobile.

Wealth is called private if it is owned by individuals. When cities,
towns, states, or the national government owns buildings, parks,
waterworks, trucks, fire apparatus, or machinery, it is called public
wealth.

You will often hear the expression national wealth used. By this
term is meant the total of all the material goods of either individuals
or groups throughout the nation. Included within this term would be
all the homes, all the farms, all the natural resources, all manufac-
tured goods, all products such as wheat and corn, as well as all the
power plants throughout the country. The value of wealth, whether
it be public or private, is measured in terms of money. The national
wealth of the United States is cstimated at between 300 and 400 bil-
lion dollars. It includes both private and public wealth.

According to our definition of wealth, such things as hcalth,
education, personality, and skill arc not wealth although they are
essential to the accumulation of wealth. They arc not matcrial things
and cannot be handed over to others. Nevertheless, they are important
factors of production or causes of wealth.

Goods Possess Utility.—It has already been stated that a person
buys and uses commodities and services because they are usable in
some way; that is, they possess some quality that makes them desired.
The quality that causes goods to salisfy wanis is called ulilily. Economic
goods have many kinds of utility. These are called elementary, form,
time, place, and possession utility.

Elementary utility is the quality of usefulness supplied by nature.
Coal, for example, gives off heat when burned. Similarly, nature has
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supplicd the soil with fertility and has given many metals and ores
qualities which make them useful to man. If nature had not given
qualities of usefulness to many materials, people could not have made
of them articles to satisfy their wants.

Form utility is the utility added to a commodity because of the
particular shape or form that has becn given to it. People take the
raw materials furnished by nature and turn them into more useful
forms. Iron in the ground possesses elementary utility but, when it has
been transformed into a bar or a pipe, it has additional form utility.
Any completely manufactured article has form utility.

Time utility is the utility a commodity possesses when it is ready
for use at the time it is wanted. Coal in a Pennsylvania mine has no
time utility for anyone. But when it is in the cellar in winter, when
it 1s needed, it has time utility. Snowshoes have no time utility in
summer, but in winter they possess a great deal of time utility, espe-
cially where snow is deep.

Place utility is the utility a commodity possesses when it is where it
is wanted. A tire wrench has place utility if it is in your car at the
time you are called upon to change a tire. This same wrench has no
place utility for you if it is back home in the garage, miles away.

Possession utility is the utility that is added to an article because it
is owned by someone. An automobile may have all the utilities thus
far described but it lacks utility for you because it is not yours.

Summary.—Consumption is the using up of utilities in goods in
order to satisfy our wants. Whenever and wherever goods are used to
satisfy a want, consumption takes place. Consumption is important
because it is the basis of production. If goods are not consumed, they
will not continue to be produced. If goods are not produced, pcople
do not work. Thus a steady consumption of goods is very important
if cconomic activity is to continue.

We are all consumers because we all use commodities and serviccs
of some kind. But some are also producers of goods to satisfy human
wants. Those who use goods for the direct satisfaction of their wants
are the actual consumers in the sense in which we shall use the term.
The wants of consumers are either primary or secondary. Primary
wants are for things necessary to sustain life and to carry on our daily
activities. Wants for things that make life more enjoyable and improve
our standard of living are secondary or cultural wants.
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Human wants have many characteristics that affect our buyin
habits and our standard of living. The significance of wants lics in
the fact that, if we should cease to have wants or if we could satisfy
our wants easily, industry would be crippled. Wants arc the forces
that lead to inventions and improvements in products. They make
economic progress possible.

Consumers want commodities and services. Goods are all those
material commodities or nonmaterial services that satisfy wants.
Thus services are goods in economics because they satisfy wants.
These want-satisfying goods are classified as free or economic depend-
ing upon their quantity; durable or perishable, depending upon their
lasting qualities; consumers’ or producers’ goods depending upon
their use.

All economic goods that are useful, material, rclatively scarce,
and transferable are called “wealth.” This wealth may be owned by
private individuals or by public groups. National wealth is the total
of all the material goods that satisfy the wants of the people throughout
the nation. Such things as health, education, personality, and skill
are not wealth because they are not material and cannot be trans-
ferred from person to person. Nevertheless, thcy may be factors in
production or causes of wealth.

When consumers purchase commodities and services, they are
actually buying utility and must pay for the utility added to the goods.
Nature supplies clementary utility, but man adds form, time, place,
and possession utility. All these qualitics are essential if goods are to
satisfy our wants most completely and most conveniently.

Questions to Test Your Knowledge

1. Define consumption.

N

. Why is consumption so important?

Distinguish between consumers and producers.

Distinguish between primary and secondary wants with examples of each.
Show that wants are never completely satisfied.

What is meant by saying that wants compete with one another?

Why are wants considered of so much importance?

® N m AW

. Define goods.

O

. Why are services considered as goods in economics?
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10. Distinguish between free goods and economic goods.

11. What is the difference between consumers’ goods and producers’ goods?
12. Define wealth.

13. Why is education not wealth?

14. Define utility.

15. What kinds of utility should cconomic goods possess?

Questions for Discussion and Application
1. Show the relationship between consumption and production. Illustrate
your answer with several examples.

2. Show by definite examples that where wants are most numerous and
varied progress is greater and standards of living are higher.

3. What use is made of the characteristics of wants by producers, retailers,
and advertisers?

4. Tt has been said that consumption is the final cause of all economic
activity. Discuss this statement.

5. Discuss the factors that help to determine whether an article is a neces-
sity, a comfort, or a luxury.

6. It has been said that all useful things are not necessarily wealth. What
have you to say as to the truth or the falsity of this statement?

7. If education, health, personality, and skill are essential 1o the success of
individuals and to their ability to carn a living, why are they not wealth?

8. Consider the pair of shoes you are now wearing. Make a list of the steps
through which these shoes went from raw materials to you. What utili-
ties have you paid for? Who furnished these utilities?

9. Discuss the statement that the great problem of American business is
one of consumption rather than one of production.

Floor Talks and Whritten Reports

1. How cultural wants cause cconomic progress.
2. Do consumers control their wants?

3. How utility affects what we buy.

Topic for Debate

"'ResoLvep, That if people spent their money for comforts rather than for
luxuries, standards of living would be higher.
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PROBLEM 3

T hose Provoking Wants

It has been said that there are only two ways for a person to become
satisfied: One is not to want at all and the other is to get the thing he wants.
Whether this is true or not, we do know that wants have always plagued
human beings and that we have wants whether we like it or not. But wants
have not always been looked upon as blessings. In colonial days pcople were
punished for having certain wants, espccially wants for things that gave
pleasurc. In those days and for some time later, self-denial was a virtue to be
practiced regularly.

But times have changed. Except in time of war, it is now considered anti-
social to suppress wants. The more wants people try to satisfy, that is, the
more they buy, the better it is for business and the more jobs there will be.
The progressiveness of nations is judged by the number and kind of wants
its people have. Producers and advertisers spend millions of dollars'to make
people want things. Wants have become a serious problem in many families
because the income is not sufficient to satisfy them all and discontent
arises.

1. Would you consider a person normal who had no wants?

2. Do you think that people in colonial times were happy in spite of their
restricted wants?

3. Have wants increased in number?
4. How do you account for the fact that we want so many things today?

5. Do people today control all their wants or are some of these wants stimu-
lated by outside agencies?

6. Why are wants necessary if industry is to flourish and jobs are to be
available?
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PROBLEM 4

Spending the Family Income

The Brownells must satisfy their wants out of their income. These wants
are for necessities, comforts, and luxuries. Among the necessities are food,
clothing, shelter, fuel, services of doctors, dentists, and oculists. Mrs. Brownell
is responsible for spending the family income in such a way that as many of
these wants as possible may be satisfied. Upon her judgment in buying
depends the welfare of the entire family. She has allowed herself $57 a month
to provide food for four persons (see Problem 2). This does not permit foolish
spending.

She knows that when she buys foods that are in season, she obtains
better food values. She must often choose between fresh or dried fruits and
canned fruits. She has learned that the cheaper cuts of meat often have as
much food value as the more expensive ones. To be a wise buyer, to get full
value for her money, requires much planning and careful moncy managc-
ment. She has also learned about vitamins and uses this information when
she purchases food. But she wonders how her parents got along and lived
to such ripe old age without this knowledge.

Mrs. Brownell is impressed with the fact that her family does not consume
so much food as her mother’s family did, but that they require a greater
variety of foods. Thus she must give heed to the quantity of each article she
buys in order that there may be no waste. She is also aware that she has to
pay more for the food she buys than her mother did.

In addition to buying food for the family, Mrs. Brownell has to purchasc
the clothing for the family. She has allowed herself $34.20 a month for this
purpose. With four people to clothe, this does not permit extravagance or
careless buying. Therefore, she seeks clothing that has utility, style, and
comfort. She is especially desirous to buy clothing that will wear long and
keep looking well. Here again she must choose between things needed
and things that merely satisfy a whim.

1. What is money management?

2. Did Mrs. Brownell’s parents obtain vitamins although they did not know
of them as such? Explain.

3. Is it a fact that we require less food today than was required by our
grandparents? If so, how do you account for this fact?

4. What causes most foods to €ost more today than they did fifty years ago?
5. Have our buying habits changed in the past fifty years?

6. What things does Mrs. Brownell have to consider that her grandparents
did not need to consider?
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Chapter 111

Factors Influencing Consumer
Demands

Aims of This Chapter:
To distinguish between desire and demand.

To learn what dctermines the kind of goods consumers
' demand.

To discuss the tendencies followed by consumers in buying.
To observe how diminishing utility affects wants.

To find out how consumers use goods.

N THE preceding chapter you learned that consumer wants are
I numerous and various. It will now be your task to examine some
of the factors that influence consumers in buying goods. Before doing
so, however, you will need to learn the difference between a desire
and a demand.

Are Desire and Demand the Same?—Desires are longings for
things you see or hear about. All of you have many desires, but if you
continued merely to desire things and never made an effort to satisfy
your desires, there would be very little economic activity. There must
be something more than desires if you are to enjoy consumption and
to achieve production. What is needed is to make these desires effec-
tive by purchasing the thing desired. As soon as you express your
desire with a willingness to buy the article desired, a demand is
created. For example, suppose you have a desire for a fountain pen.
If you spend time looking in the window of the store where the pens
are displayed and merely experiencing a wish for a pen, the merchant
will never sell you one. But if you enter the store, select the pen and
pay for it, you have created a demand. Demand is the desire for an article
accompanied by the ability and willingness to pay for it.
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The standard of living is largely determined by income. How many of these
families could enjoy a good standard of living?

What Determines the Kind of Goods Consumers Demand?—
Coensumers are seldom able to satisfy all their demands for goods or
even a small part of them. Many consumers would like to satisfy
their demands for goods, but they find their ability to do so restricted
by certain factors. What are some of these factors?

Differences in Incomes Affect Consumer Spending and Stand-
ards.—The most influential factor in the consumer’s choice of goods
is his income. Very few people have an income so large that they can
choose goods to satisfy their wants without considerable thought.
If the most urgent wants are to be satisfied and anything is to be left
for other things, most consumers must plan their spending with the
greatest care. A consumer who earns only enough to supply himself
and family with necessities has little choice in his spending. Such a
consumer cannot create many demands. But a consumer who earns
a large amount of money is able to satisfy his needs and still have
enough left to satisfy demands for other goods.

The amount of income reccived and the way it is spent deter-
mine a consumer’s standard of living. By standard of living is meant the
amount and kinds of goods one is accustomed to consume. It is the scale upon
which one lives. One’s standard of living determines not only the
kind of goods normally demanded but sometimes what will not be
demanded. All consumers do not enjoy the same standard of living.
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Some live on a poverty level; some on a comfort level; and still others
on a luxury level. But whatever the level, it has an important and
deciding effect upon the kind of goods consumers will demand.
Those who are on a low standard of living choose mostly necessities
or at least only cheap goods. As the standard of living rises, more
and better goods are bought and an effort is made to raise still higher
the standard.

The National Resources Committee made a study of consumer
incomes in the United States for 1935-1936. This committee found
that 14 per cent of all families received less than $500 a year income;
that 34 per cent received less than $1,000 a year; that 69 per cent
received less than $2,000 a year. Only 4 per cent of all families had
incomes over $5,000; and only 1 per cent received over $10,000 a
year. If the size of the family income determines the amount and type
of goods the family can buy, it is not hard to believe that income is
the vital factor influencing consumer choice of goods.

How Are Consumer Buying Habits Influenced?—Although
income is a vital factor in consumer buying, there are other factors
which assume prominence.

Custom and Tradition.—From earliest times consumer demands have
been influenced by custom. Customs are handed down to us by our
parents and grandparents. Many of the articles we use today were
also used by our parents and grandparents. Custom has been a
deciding factor in matters of food, dress, house furnishings, types of
homes, manner of living, sending of cards at Christmas, on birthdays,
on anniversaries, etc. Some customs have arisen in more recent times.
For example, a wrist watch is now the customary thing to wear instead
of a watch that hangs from a clasp, fob, or chain. You can probably
name several things you use because it is the custom to do so.

Occupation—~The type of work in which a consumer is engaged
has much to do with the kind of goods he will demand. A day laborer
demands a type of food different from that of a lawyer. A man whose
work keeps him outdoors in all sorts of weather needs clothing different
from that of the man who is indoors most of the time. The policeman
or the fireman nceds things that are not needed by the teacher or the
bank clerk. The professional man or woman needs books, while the
salesman demands an automobile. Examples could be multiplied,
but these will suffice to show you that a consumer’s choices are affected
by the occupation in which he is engaged.
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All of us bclong to social groups and have contacts with other
groups while at work. The type of clothing we wear, the kind of
houses in which we live, the type of recreation we enjoy, and even the
kind of food we eat, are the results, to a large extent, of the influence
of the groups to which we belong. Wherever we find a group whose
income and tastes are similar, we find that there is also a great
similarity in the types and quantities of goods demanded.

Style and Fashion.—The influence of style and fashion upon con-
sumer demands is almost as powerful as that of custom and occupation.
As soon as a new fashion in dress or a different manner of fur-
nishing houses appears, there are many consumers ready to adopt it.
This is shown clearly in the case of automobiles. When the latest
model appears with its new gadgets and accessories, sales at once
increase because so many buyers are influenced by the desire to
follow the fashion and be in style. Fashion influences choices in
another way. Persons often adopt a new fashion because they do not
wish to appear behind the times or unable to have the new things.
Many a woman purchases a new hat to satisfy this type of want.

Education and Travel—These are considered powerful influences
affecting consumer demands. The more we learn about people and
places, the more we hear and see, the more we want. Education has a
way of making us see how inadequate are many things to which we
have been accustomed; it creates desires for new things. Sometimes
it makes us appreciate the old, as when we want to buy a piece of
antique furniture. Travel is no less influential than education itsclf.
When automobiles made it possible for us to visit new places, to
observe what others have, and to learn about things we did not know
cxisted, our desire for these things was stimulated.

Advertising and Salesmanship.—Thesc are among the most dircct
and insistent factors stimulating wants. Millions of dollars are spent
each year in an effort to persuade people to purchase goods. Good
advertising tells us about articles that are new and useful and tells
it in such a way that it is difficult to resist the appeals. No doubt you
can name several articles used in your home that were bought because
your parents heard of them through advertising.

Salesmanship accomplishes the same result as advertising. But
there is a difference in the approach. Advertising is usually imper-
sonal and is addressed to all who read or listen. Salesmanship is a
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Muench from F ric Lewis

TRAVEL—Here is a scene in California’s Kings Canyon National Park. Those
who visit this region for the first time learn the story of the valley and enjoy the
beautiful scenery. The automobile road makes it possible to drive far into the valley.
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personal appeal made directly to the person to be influenced. Both
advertising and salesmanship have exerted much influence upon con-
sumers and have been very effective in helping them to decide what
to buy. Often the things advertised and sold are useful, but sometimes
they are not.

What Tendencies Do Consumers Follow in Buying?—You
have learned about the various factors which influence consumers
when they demand goods and which determine the quantity and typ«
of goods bought. These relate mostly to the satisfaction of certain
definite wants. But there is another side to the problem of how con-
sumers satisfy their wants. This relates to the tendencies followed by
consumers to such an extent that they have become known as “laws
of consumption.” Let us see what they are.

Tendency to Desire Variety in Goods.—You do not get much satisfac-
tion from consuming the same article all the time. You do not want
oatmeal and toast for breakfast every morning. You find it much
more satisfactory if there is a change from time to time or if there is a
variety from which to choose. “Variety is the spice of life” is as true
today as it ever was. Why do we have clothing of different colors,
patterns, and styles? It is because we get more satisfaction from a
variety than from just one color, pattern, or style. Greater satisfaction
is obtained from the consumplion of a variety of goods than from consuming
the same good all the time. 'This is known as the law of variety.

Tendency to Imitate Others.—In spite of our claims to independence
in the choice of things we buy, we are all more or less influenced by
a desire to do as others do. We tend to want for ourselves the things
we see our neighbors and influential people have. When we are told
that some noted screen star or athlete uses a certain cosmetic or
soap, we too may want that article. This tendency to imitate can be
seen in the books we read (best sellers), in the amusements we attend,
and in the type of car we buy. People tend to imitate others in the kind of
goods they consume. This is the law of imitation.

Tendency to Desire Harmony in Goods.—In the serving of a course
dinner there is a reason for the order in which the various courses
are eaten. Would you enjoy a dinner if you ate the dessert first, then
the meat course, and followed this with the soup and the salad? Of
course not. The courses are so arranged that the greatest satisfaction
will be derived from each. You do not paint the woodwork of your
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room a color that clashes with the wallpaper, nor do you wear a
necktie or a scarf that does not match your suit or dress. Why do you
want a handbag that matches your dress? It is because you desire
harmony and get more satisfaction when things do harmonize.
Greater satisfaction is obtained when want-satisfying goods are consumed in
the proper combination. This is the law of harmony.

Tendency to Satisfy Essential Wants First.—Because our incomes are
not large enough to permit us to satisfy all our wants, we are obliged
to consider carefully how we shall spend our money. We try to spend
it in such a way that we get the most for it. If you had $10 to spend,
you would buy first what you necded most, perhaps a dinner or z
pair of shoes; then you might buy some article of clothing such as 2
hat or gloves; if there was anything left, you might spend it for some-
thing that gave you pleasure, such as flowers, candy, fruit, a theater
ticket, etc. People tend to choose their goods in the order of their greatest
utilily. This is known as the law of economic choice.

What Is Engel’s Law of Family Expenditures?—A study of how
families spend their incomes was made long ago by a Prussian econ .
omist named Engel. The principles he derived then in Germany have
proved true cven today in America. Engel’s law may be stated as
follows:

1. As the family income increases, the percentage of income spent
for food decreases, although the actual amount increases.

2. The percentage spent for clothing varies little with the increase
in income, even though the actual amount spent varies greatly with
the size of income.

3. The percentage, not the actual amount, of income spent for rent,
fuel, and light remains about the same despite changes or differences
in income.

4. As the income increases, the percentage spent for the better
things of life, such as education, recreation, health, and personal
services, increascs even more markedly than the actual money ex-
penditure increases.

Many studies have been made in the United States, using certain
cities as the basis for study. In nearly every case it was disclosed that
Engel’s conclusions held good. The only place where variations were
found was in the matter of household furnishings and expenditures
on the home. These were found to be greater in the cities studied than
in the cases Engel cited.
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Frank Gawel

This boy is overjoyed at the prospect of eating all the hot dogs in sight. But before
he has consumed many, he begins to feel rather uneasy. He cannot cat as many as he
thought he could. What economic law is illustrated here?

How Does Diminishing Utility Affect Our Wants?—I[n the
discussion of the characteristics of wants it was said that it is possible
to satisfy a single want temporarily. But you know that you get little
or no satisfaction from consuming a large number of units of the same
good at about the same time. You want variety of goods or an interval
of time between the same goods.

This can be illustrated by an example familiar to all of you. Most
young people like hamburg sandwiches. When you go on an outdoor
picnic and smell the hamburgs cooking, your appetite is keen and you
feel that you could cat an unlimited number of these sandwiches. The
first one you eat does taste extremely good and is eaten with great
enjoyment. A second tastes almost as good as the first and is eaten
willingly. A third is eaten more slowly and does not taste so good as
the earlier ones. A fourth may have to be forced down; perhaps it
tastes ‘“‘smoky.” It would be almost impossible to get you to eat a
fifth. Why? Because you have learned that the enjoyment derived from
eating hamburgs one after another grows less as you consume each
one.

It should be pointed out that you would not have noticed this
diminishing satisfaction so much had you been permitted to take a
rest or some exercise after eating each sandwich. This tendency of the
same good to give less and less satisfaction as you consume additional
portions without interruption is known as the law of diminishing utility.
A simple statement of the law is: the satisfaction derived from the con-
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sumption of any good tends to diminish as one consumes or acquires successive
units of it.

The law of diminishing utility applies to all kinds of goods and
not just to food, as the example may have led you to infer. It means
that there is a limit to the number of units of any given good that a
consumer can use to advantage or can even use at all within a limited
period of time. )

The utility of the last unit consumed or acquired, called the
marginal unit, is the marginal utility of the commodity. As we shall
see later, it helps to express the value of a commodity. By margin is
meant a border line or place of measurement. By marginal is meant
last or least. These terms are in frequent use and of great importance
in the study of economics.

How Do Consumers Use Goods?—After the consumer has
obtained the goods he wants, what use does he make of them? You
know that all consumers do not use goods in the same way nor do they
get the same amount of utility from the goods they have. Let us see
how they use their goods.

Most Consumers Use Goods Directly.—Most goods are used by con-
sumers to satisfy their own individual wants. When a person eats
food, burns gasoline in his automobile or fuel oil in his furnace, or
wears clothing, he is making a direct use of these goods. This kind
of consumption is called direct. Sometimes the term final is used because
the act of consuming destroys the goods.

Some Consumers Use Goods Indirectly—All goods are not used for
the direct satisfaction of personal wants. A cabinctmaker uses boards
and nails to make a desk or a bookcase. But these articles are not for
his own use. He has used the goods in order to produce something to
satisfy the wants of others. This kind of consumption is called indirect
or productive consumption.

Some Use Goods in a Harmful Manner.—Unfortunately, all con-
sumers do not use goods in the most efficient way. Some use them in
such a way that they injure themselves physically, mentaliy, and
morally. When a person eats food that is not good for him, he develops
indigestion which may in time become serious. When you eat an
excessive amount of sweets, you may cause your teeth to decay and
be put to expense and discomfort before the damage is remedied.
When a person uses stimulants or drugs to excess, he reduces his
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Courtesy of American Telephone & Telegraph Co.

WASTEFUL CONSUMPTION—Here is a New England scene right after a recent-
hurricane had wrecked the telephone poles and lines for many miles. Economic
waste of this kind is costly but difficult to prevent.

efficiency and makes himself undesirable to others. These are all
examples of harmful consumption of goods.

Some Consumers Waste Goods.—Waste of goods takes many forms.
When you order two large pieces of rich chocolate cake for dessert
and find you cannot eat both, you throw part away. You have wasted
food. When food is bought in quantities too large for the family to
eat at one time and some of it has to be thrown away because it spoils,
we have another example of waste. During a milk strike large quanti-
ties of milk were poured into the gutters. This is another form of waste.
In all these cases goods were destroyed, but no want was satisfied
thereby. This is sometimes called wasteful consumption.

Wasteful consumption occurs in still another form when earth-
quakes, hurricanes, floods, dust storms, droughts, fires, and wars
destroy goods. A drought dries up crops and causes suffering for men
and animals. A dust storm ruins what was once fertile land and pre-
vents its use for further production of crops. Earthquakes, hurricanes,
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and floods are usually beyond the -ontrol of man, buc fires and wars
might be prevented. You are well aware of the destruction of
wealth that resulted from the last war—this is an extreme case of
waste.

Some Consumers Use Goods to Show Off —There are people who
like to display their wealth before others for the sake of the prom-
inence it gives them. Some build palatial homes furnished with the
finest rugs and paintings in order to be envied or admired. Some wear
expensive jewelry when they appear in public in order to attract
attention. But the conspicuous use of goods is not limited to the rich.
Many people of modest means like to live on a scale which is beyond
their income in order to make others think them well to do. Putting
on a ‘“false front” and other flashy forms of consumption give little
satisfaction compared with their cost. A noted economist, Veblen, calls
them conspicuous consumption.

Summary.—Consumers have desires and demands. Of these,
desires are the most numerous, but they are of no economic impor-
tance unless they are made effective. That is to say, unless consumers
have the ability and willingness to purchase the things they desire,
there will be no demands.

In their efforts to make their desires effective, consumers are
influenced by many factors. Chief among these factors are income,
standard of living, custom, occupation, social and group demands,
education, style, advertising, and salesmanship. All these exert a
tremendous influence upon the quality and quantity of goods con-
sumers demand. Furthermore, consumers buy goods in accordance
with certain tendencies which are so general that they are known as
laws of consumption. These are the tendencies to desire variety in
goods, to imitate others, to have goods that harmonize, and to satisfy
essential wants first.

Consumers know that it is impossible to satisfy all their wants
completely and permanently, but that a single want can be satisfied
temporarily. They also know that they do not get the most enjoyment
from the consumption of a large number of units of the same good at
the same time. This is because of the law of diminishing utility which
says that the satisfaction derived from the consumption of a good
tends to diminish as we consume or acquire successive units of it.

After the consumer has exercised his choice and has obtained the
goods he wants, he does not always make the best use of the goods.
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Nor do all consumer use goods in the same way. Most consumers use
goods in order to satisfy their own persona! wants. This is a direct
use of goods. Others use goods in order to make them available to
others but have no intention of using the goods themselves. This is
an indirect or productive use of goods. Still others use goods in a
manner that harms rather than bencfits them. Too many consumers
use goods wascefully and thus fail to get the satisfaction from them
they should. Nature also indulges in wasteful consumption when it
destroys goods through earthquakes, hurricanes, floods, droughts,
and dust storms. Fires and wars account for the loss of valuable goods.
Finally, there is a group who like to usc goods for the purpose of
showing off their wealth, of attracting attention, and of gaining
recognition.

Questions to Test Your Knowledge
1. Distinguish between desire and demand.
2. Why is this distinction important?

3. Why is income considered the most influential factor in deciding what
consumers will demand?

4. What is meant by a standard of living?
5. How does one’s standard of living affect his demands?

6. Show by several examples that one’s occupation influences the type of
goods he purchases.

7. List several articles used in your home that were purchased because of
advertising or salesmanship.

8. State the law of variety and give an example from your own experience.

=

. When you buy a handbag to match your dress or a necktie to match
your shirt or suit, what law of consumption are you obeying?

10. Do you obey the law of economic choice when you purchase your lunch
at school? Explain.

11. State Engel’s law.
12. State the law of diminishing utility.
13. What is the distinction to be drawn between the direct and the indirect
consumption of goods?
Questions for Discussion and Application

1. Discuss and evaluate the various factors that affect consumer
demands.

. 48 .



2. Fashion is said to be a powerful influence in consumer choices. Does the
consumer decide the fashion? Or does the producer decide them?

3. The study of consumer incomes by the National Resources Committee
showed that there is a great inequality of income. Do you think this
inequality is justified? What might account for the inequalities?

4. To what extent are you free to choose the goods you want? What factors
act as a restraint upon your freedom of choice?

5. To what extent does fashion determine your choice of clothing? your
choice of food? your choice of the books you read?

6. Iixplain the effect upon your buying habits if you were not at all inter-
ested in what your friends had.

7. What consumer purposes are served by advertising?

8. Show that the law of diminishing utility applies to all economnic goods.
State the law and cxplain the conditions under which it is true.

9. Compare the findings of Engel in Germany with various studies madc
in the United States. Where do you find differences? Are these differences
so great that you would say the law does not operate here? Discuss.

Floor Talks and Written Reports
. Origin of human wants.
. Effects of waste upon society.

Influences affecting our reading habits.

RSN

Influence of sports on clothing.

Topic for Debate

ResoLvep, That in the intcrest of better living for all, the consumption of
cconomic goods should be regulated by law.

For Further Information
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Chase, S., and F. J. Schlink, “Your Money’s Worth.”

Hoyt, E. E., “Consumption in Our Society.”

McConnell, D., and Others, ‘“Economic Behavior,” Vol. II, Book IV,

Public Affairs Pamphlet, “How We Spend Our Money,” No. 18; “Income
and Economic Progress,” No. 1; “More for Your Money,”” No. 63.
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PROBLEM 5
Economic Principles in Daily Life

Let us use again the illustration of Mr. Brownell who operates a garage
and filling station in a small city. In the conduct of his business Mr. Brownell
buys automobile parts and gasoline from wholesalers and uses them to
satisfy the needs of his customers. The nature of his work requires that he
often use his skill in fashioning new parts from scrap material and in addition
he earns extra money by renewing discarded batteries. Some of the gasoline
and oil as well as automobile parts are used from time to time in his own car.

His son works in a local store where his task is quite hard. Before leaving
for work each morning, he satisfies a raging appetite by eating fried eggs.
After he has eaten two eggs he begins to feel filled up and often leaves part
of the third egg on his plate because he does not want to eat it. His mother has
told him many times that he would enjoy his breakfast more if he ate some
griddle cakes or sausage instead of always eggs. Lately he has tried this and
finds she is right. The daughter is still in high school where she is quite
popular because of the tasty clothes she wears. The son prefers to dress in
the latest styles tgo, but he buys *“‘flashy” articles. Mr. Brownell is proud of
the manner in which his wife manages the family finances because she always
pays the bills promptly, buys what the family needs before spending money
for other things, and still has something left for emergencies and for little
family pleasures.

The above account contains illustrations of the principles you have
studied in this chapter. See if you can find examples of (1) productive con-
sumption; (2) direct consumption, (3) conspicuous consumption, (4) law
of diminishing utility, (5) law of variety, (6) law of harmony, (7) law of
economic choice.
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Courtesy of Celanese Celluloid Corporation

MODERN PRODUCTION—The upper picture
shows a workman rolling a new plastic product,
called Lumarith, one of the toughest of nonme-
tallic substances known.

The complete telephone set shown at the left is
made of Lumarith. The surface of Lumarith is
mat-resistant. The more the set is used the
brighter the polish on it becomes. Lumarith is
also an extremely light material, so this tele-
phone set can easily be carried about.

Here we have an excellent illustration of the
relation of comsumer goods to producer goods.
Man takes the products of nature—in this case
mainly cotton—and manufacturers them into
goods that can be used by consumers. Lumarith is
only one of many types of plastic now on the
market,




Chapter IV

Characteristics of Modern
Production

Aims of This Chapter:
To define production.
To show how production is related to consumption.
To examine the factors needed to carry on production.

To discuss the characteristics of modern production.

N THE preceding unit you learned what consumption is and why
I it is so important in our economic life. You also learned some of
the characteristics of wants and what consumers demand to satisfy
these wants, namely commodities and services. The problem to
which you will now give your attention is the bringing into existence
of the goods which satisfy consumer wants. Where do these goods
come from? They do not exist in nature in the form the consumer
wishes. Something must be done to nature’s gifts to make them more
useful. In other words, they must be produced. In this unit you will
learn what production means, how it is carried on, and how it is
possible for the consumer to have so many things from which to
choose. This problem of production has as much interest for the con-
sumer as the problem of satisfying his wants.

What Is Production®™—Man does not actually create goods. The
materials can be created only by nature. Man takes the materials
that nature furnishes and changes them into a form more useful to
him. In other words, production creates desirable qualities, known
as ‘‘utilities.” This is not always a simple task because man must
make many changes before the goods are useful for various purposes.
For example, land must be cultivated, seeds must be planted, crops
must be harvested, before man can have food; iron ore must be dug
{rom the earth and fashioned into tools before man can do his work
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cfficiently; trees must be cut down, sawed into boards, and made into
houses and furniture; coal must be mined and burned to furnish heat
and power. Many other natural resources must be used before they
can serve to satisfy man’s wants.

As we have said in Part I, man must make many changes in
natural resources before they are ready for his uses. Sometimes he
makes changes in form as when he changes a tree into boards and
the boards into a piece of furniture or a box. Sometimes he makes a
change in place as when he transports the boards from Oregon to
New Jersey, or cotton from the South to the mills in New England.
At other times the changes involve time as when he stores the boards
until they are needed or when he stores wheat in a granary until
millers and bakers need it. All these changes make the goods more
useful to consumers. They are all a part of the process of production
because it is not the actual goods themselves that satisfy wants but the
utility existing in them. This utility comes from the fact that the goods
are in a certain form, in a particular place, or ready when wanted.
Thus it may be said that production is the process that creates utilities in goods.

What Relation Exists between Production and Consumption?—
Consumption is the process of using up or destroying the utilities in goods in
order to satisfy our wants. Production, on the other hand, is the process
of adding utilities to goods to make them more useful. This means that
consumption and production are opposites. However, they are both
essential if people are to live and work. There could be no consump-
tion if no goods were produced. Likewise, if no goods were consumed,
there would be no production. This comparison will help you to sce
why consumers should be interested in the process of production.

What Is Needed to Carry On Production?—We have said that
man does not actually create goods but uses nature’s gifts and shapes
them to his desires. However, he cannot do this alone and still have
all the things he enjoys today. He must have the cooperation of
many factors. It is usual to list five factors necessary for the efficient
operation of production. These are natural resources, or the gifts of
nature; labor, man’s efforts; capital, or producers’ goods; management,
or enterprise; and government, or the state. Each of these factors is
nceded in production today and deserves a more detailed discussion
than can be given in this chapter. Here we shall merely outline the
factors in a general way, leaving to following chapters a fuller treat-
ment of each.
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Wide World Phows

NATURAL RESOURCES—Lumber is one of the most essential of our natural
resources. In this New England scene, log drivers with pike poles are breaking up
a jam of logs that are being floated forty-five miles down a Maine river to the mill
at its mouth. During the winter lumberjacks cut the timber and roll it onto the
frozen surfaces of inland lakes or drag it to the river’s edge. When the ice goes out
in the spring, the water is released from dams at the lakes and the river level rises
four feet above normal. Then the log drivers begin their hazardous task of working
the tossing, rolling logs downstream.

Naiural Resources—This term is applied to nature’s part in the
process of production. It is a very inclusive term and comprises things
that are familiar to all. It means land or earth from which we obtain
much of our food and upon which we build our houses and factories;
minerals in the earth, such as coal, iron, silver, copper, and others,
which make it possible to have heat and power as well as tools and
machines; trees in the forest from which we obtain lumber for our
houses and furniture; water power, which supplies us with a very
essential product; fertility in the soil; and even sunshine and climate.
Any gift of nature which is used to provide for our wants is a natural
resource. Because it is the original source of everything, it is called a
primary factor of production.

Labor—This term applies to man’s part in the process of providing
commodities and services. It is the physical or mental effort of man to
make the goods he needs. Because nature’s goods, although abundant,
are seldom in a form suitable to satisfy wants directly, some change
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must be made in them and this is where man enters the picture.
Since there could be no production of useful goods without labor, it
too is a primary factor of production.

Capital. -In primitive times man provided himself with what he
needed directly from nature and with the aid of his own hands. He
used things almost as he fouﬁﬂﬁtlgem in nature and made very little
change in the resources nature gave him. This would not be possible
today. Modern man has many needs which did not exist in primitive
times. To satisfy his wants today man must have tools and machines,
trucks, tractors, and many other things which last a long time and
which can be used over and over again. Thus capital is any product
of past labor that can be uscd to make other products. It is a secondary
factor of production because it does not exist until man has\taken
natural resources and added utilities to them.

Management.—Sometimes this factor is called “busincss enterprise.”
It is the factor that organizes, coordinates, and manages the produc-
tive process so that the proper kind and amount of goods may be
produced. It is a much-needed factor today and is, in a sense, the
brains of the entire process. It performs the tasks of organizing busi-
ness, obtaining capital funds, assembling materials and labor, building
factories, assuming risks, and directing the enterprise after it is estab-
lished. It is a secondary factor.

Government.—Primitive man did not need an organization to make
laws as to how he should do his work or obtain his needs. He made his
own rules and regulations. Modern production, however, is a very
complicated process and, because it is so essential to our existence, it
must be conducted efficiently and in the interests of all. There must
be rules for playing thc gamc in order to protect producers, con-
sumers, and workers. There must be some authority to establish
weights and measures, to see that agreements are kept, to protect
workers against exploitation, and to see that people are not cheated
by poor goods and bad practices. Goods made in one placc are often
sold all over the country. Someonec must determine how this shall be
done for the benefit of all concerned. Unfair business policies must be
prevented, and monopolies must not be permitted to take advantage
of the public. The only agency that can do these things for all is the
government. This explains why government has become an increas-
ingly important factor in the process of production. During the Second
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Armour and Company

LOCALIZED INDUSTRY—Many important meat-packing companies are located
in Chicago. Here you can see the immense processing line in Armour’s Chicago beef
house, one of the largest in the world.

World War government assumed control of practically all production
and gave an excellent example of the manner in which governments
can function in production.

What Are the Characteristics of Modern Production?—Com-
pared with the present methods of production, the process used a
hundred years ago was very simple. Then factories were small,
usually owned by an individual or a family, not much machinery
was used, handwork was quite prevalent in many factories, capital
funds were small, and there was practically no division of labor.
Today all this has changed. Modern production has certain
distinctive characteristics. In this chapter we shall outline them
briefly and devote more discussion to them in later chapters. The
purpose of this chapter is merely to give you a broad picture of the
process of production.

Industry Is Localized —This means that certain types of industries
have tended to concentrate in certain localities. A few examples will
show you the truth of this statement. A very large proportion of all
the automobiles manufactured, some say about one-half, come from
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the section in and around Detroit, Mich. When meat packing 1
mentioned, Chicago at once comes to mind. This is by far the largest
of a dozen great meat-packing centers of the nation. Much of our
steel output comes from Pittsburgh and the region near by in eastern
Ohio. New York and New England furnish more than half of our
shoes and almost a third of our textiles and clothing. Wisconsin is
famous for cheese and dairy products. Examples could be multiplicd
indefinitely, but these will serve to show you that certain industrics
tend to locate in certain regions.

Production Is on a Large Scale.—Instead of the small factory owned
and operated by an individual or a family, we now have huge plants
covering acres of ground and owned by thousands of people scattered
all over the country. In these plants are thousands of workers, quan-
tities of the most modern machinery, and a system that turns out
products by the thousands each day. This does not mean that there
are no longer any small plants employing a relatively few workers,
but it does mcan that modern production is to a large extent con-
ducted on a vast scale.

Specialization and Division of Labor Prevail.—When large-scale
production was introduced, it was no longer practical to have onc
worker make the cntire product. This would have slowed down the
process, and the purpose of mass production would have been de-
feated. In order to turn out thousands of articles in one day, the task
was broken up into many small jobs each of which could be performed
easily and quickly by workers. This made the worker a specialist to
a certain extent. Today in some plants the tasks are so minutcly
divided that some workers do no more than put on a certain nut or
tend one small part of a machine.

Machines Have Taken the Place of Men.—This is a well-known char-
acteristic of modern production and one that has caused much bitter-
ness among workers. But it is considered a necessary change if large-
scale production is to continue. With the simplification of tasks and
the multiplication of these small tasks has come the discovery that a
machine can do many jobs better than the men themselves and at a
much lower cost. Competition in industry is keen, and unit cost of
production is the factor that determines whether some industries will
prosper or fail. If the machine will lower production costs and enable
the producer to sell his product at a lower price to consumers and a:
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the same time make a good profit,
he will introduce the machine.
This is what has happened in
industry after industry until today
the machine is the outstand-
ing characteristic of modern
production.

Products Are Standardized —One
very noticeable characteristic of
modern production is that so
many articles are alike. They have
been standardized. A standard-
ized product is one that conforms
to some established and generally
recognized type. It is essential to
large output that the articles
manufactured be alike because
this will reduce the cost of produc-
ing them. It is also very conven-
ient to consumers, for any person
driving a standard make of auto-
mobile can find parts that will fit
exactly in his car if it needs some
repair. It does not matter in what
part of the country one may be
at the time; he can feel sure that
he will find just what he wants.
Similarly, an electric-light bulb
can be bought anywhere with full
assurance that it will fit the socket
at home. These examples could
be multiplied many times without
exhausting the illustrations.

Summary.—The consumer
has as much interest in the prob-
lem of producing goods as he has
in the problem of consuming

Courtesy of Commercial Solvents Corporation,
Marun’s Photo Shop

SPECIALIZATION OF LABOR-—These
girls working on a conveyor belt are
packaging penicillin, the new wonder
drug. This type of labor is highly
specialized, and dexterity and speed
are soon developed. Only rarely do such
workers become acquainted with other
aspects of the manufacture of their
product,

goods. Production is the process of creating utilities in commodities and
services for the satisfaction of human wants. Although man cannot
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Lambert from Frederic Lewis

STANDARDIZATION - This man is inspecting carburetors, which are a standardized
product. This means that if the carburetor of your family car should prove defective,
it could be satisfactorily exchanged for a replacement such as those shown above.

actually create goods, he can take the materials nature furnishes him
and change them in many ways so that they will be more useful to
him. Production and consunption are opposites, but each is necessary
to the other.

In order to have the process of production function efficiently
several factors are needed. There must be natural resources and there
must be labor to change these resources into useful products. There
must be capital if we are to have the tools and machinery necessary
to provide for our needs. The process must be coordinated and con-
trolled by management in the interest of efficiency and well-being:
Finally, the government must regulate the process and lay down rules
for its proper operation.

Modern production is a very complicated process and is dis-
tinguished by several outstanding characteristics. Industries are
localized to a large extent; goods are produced in large quantities at
low cost; labor is divided into small tasks which are easily learned
and quickly performed; machines have taken the place of men to a
large extent; and the products are standardized.

Questions to Test Your Knowledge
1. Why is the consumer interested in production?
2. Define production.
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10.
1.
12.
13.
14.
15.

o

What is the relation between consumption and production?

. Name the factors needed to make production function cfliciently.

What is included under the term natural resources?

. What part does labor perform in production?
. Define capital.
. What is understood by the term management?

Why is government a necessary factor in modern production?
List the outstanding characteristics of modern production.
What is meant by the localization of industry?

What is meant by large-scale production?

What do you understand by specialization or division of labor?
What is a standardized product?

Show that standardized products are helpful to consumers.

Questions for Discussion and Application

If man does not actually create anything, what is meant by the expres-
sion “made land”?

Would it be possible to have modern production if any of the five factors
were lacking? Discuss.

How important is management in industry today? Do you think that
management of big business is in any way responsible for the high degree
of unemployment that has occurred in the recent past? Where else may
some or all of the responsibjlity lie?

. Government has been gradually imposing restrictions on the manage-

ment of business enterprises during the past few years through the
passage of regulatory laws. Do you think production of consumer goods
will be increased or improved as a conscquence of such laws and such
regulations?

Machines have been condemned because they cause unemployment. Do
you think this is wholly true? Has the introduction of machinery to
displace labor been of any advantage to workers? to consumers? to
producers?

. Discuss the advantages and disadvantages of standardization of products

from the point of view of the consumer.

Floor Talks and Written Reports

. Interdependence of consumers and producers.

2. The national government in production.

How machines have brought cheaper goods to consumers.
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Topic for Debate

ResoLvep, That the national government should regulate and control all
mass-production industries.

For Further Information

Building America, “Men and Machines,” Vol. I, No. 3.

Chase, Stuart, “Men and Machines.”

Gemmill, P. F., “Fundamentals of Economics,” Chaps. IV, V.

Kiekhofer, W. H., “Economic Principles, Problems and Policies,” Chaps.
III, IV.

Public Affairs Pampbhlets, “Machines and Tomorrow’s World,” No. 25;
‘*“America’s Factories,” No. 55.

PROBLEM 6

Consumer Benefits from Large-scale Production

Mrs. Brownell has in her home many laborsaving devices that did not
exist in her grandmother’s day. Then all the housework had to be done by
hand. Mrs. Brownell has a vacuum cleaner, an electric refrigerator, a wash-
ing machine, an electric range, an automatic toaster, and many smaller
gadgets. There is also a nice radio, which all the family enjoys. All these
things are possible for the family because they are produced in such large
quantities and are so standardized that they can be sold at reasonable cost.
Because she has these laborsaving devices, Mr. Brownell has more time to
devote to social activities and to the other needs of her family.

1. List several other benefits that the Brownells enjoy as a result of these
laborsaving devices.

2. Do these new gadgets add to the running expenses of the family? How?

3. What can Mrs. Brownell do with the time she saves in housework?



Chapter V

Nature’s Part in Production

Aims of This Chapter:
To learn why natural resources are important.
To define the term “land” as used in economics.
To see how the law of diminishing returns operates.

To discover the relation of the Malthusian theory of population
to diminishing returns from land.

To learn why natural resources should be conserved.

HE previous chapter outlined in a general way the factors of
Tproduction. We shall now discuss each of these factors in more
detail in order that you may see their relative importance and how
they perform their part in production. We shall consider natural
resources in this chapter.

What Is Meant by Natural Resources?—Nearly everyone knows
what is meant when we speak of natural resources, but not everyone
is familiar with the meaning the economists give the term. If you
examine texts in economics, you will note that the authors use the
term “land” rather than natural resources. This has caused some
confusion and many pupils are led to believe that only land is impor-
tant in economics. But natural resources comprise more than land.
For our purposes, natural resources will apply to all those gifts of
nature which man uses in providing the things that satisfy his wants.

With this explanation of the term “natural resources” and the
use by economists of the term “land’ to mean the same thing, we shall
proceed to a discussion of this factor of production. If we use the
term “land,” we shall have in mind the physical earth or soil.

Why Are Natural Resources Important?—Without nature
there could be no goods and life could not go on as it does. Modern
man would find it impossible to maintain his present existence with-
out nature’s offerings. Consider for a moment the things nature
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Courtesy of Caterpitlar Tractor Company

NATURAL RESOURCES--Land is one of the most important of our natural resources.
This is a typical farm scene in Michigan, where the soil is especially favorable to the
growth of a certain variety of onion.

furnishes us. It supplies us with all kinds of plants, grains, fruits,
vegetables, and fish. These make up our sources of food supply. It
supplies us with the materials with which we build our homes, furni-
ture, factories, and machines. It supplies us with the water power
which operates our factories and mills. It furnishes us with a place
upon which to build houses, factories, office buildings, schools, ctc.
It gives us sunshine and air necessary for life and growth. It provides
us with coal, iron, silver, gold, oil, stone, and other minerals which
have many uses. This list could be made much longer, but enough
has been said to show you how important natural resources are in
the modern world.

How Does Land Differ from the Other Factors of Production?—
Land, in the sense of earth and soil, differs from the other factors of
production in several ways.

Land Cannot Be Increased in Quantity.—The supply of labor can be
increased through growth in population or through immigration.
Capital can be increased as the need arises. But the supply of land
cannot be noticeably increased. It is practically a fixed quantity.
We can use scientific methods of cultivation and get land to yield
more. We can restore fertility to partly exhausted land. We can clear
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land, drain it, irrigate it, or change its use. But except in rare cascs
where permanently flooded areas are drained, we can do nothing to
increase the quantity of land that is available for our use.

Land Varies in Quality—Some land is very fertile and produces
large crops at little expense; other land lacks fertility and cannot be
used for crops at all. It may be suitable for mining, grazing, or build-
ing purposes or it may be of no use at all. In the South the soil is well
adapted to raising cotton, rice, and tobacco; in the Middlc West it is
suited to raising grains, such as wheat, corn, and rye. In some parts
of the country it is fitted only for mining coal.

Land Differs in Location.—Some pieces of land are more valuable
and desirable than others because of their location. Land located in
a river valley is likely to be richer and more productive than land
located on a mountain slope or far from a river. Land located away
from good roads is not so desirable as land located along a paved
highway and near a market. Mines are profitable or not according to
their location as well as according to their richness or yield. In cities
it is a well-known fact that some land brings higher prices because it
is so situated that a business can prosper there.

How Is Land Used?—The fact that land differs in quality explains
why some farmers cultivate their land in one way and some in
another. A farmer in the Middle West who owns many acres of rich
land can increase his crops by bringing into use land that has been
lying idle. On this land he needs to usc only small amounts of labor
and tools in order to get a large crop. This is making an extensive use
of the land. Land is used extensively when small amounts of labor and capital
are used on large acreages of land. We find land used in this manner in
those regions where wheat, corn, cotton, and tobacco are raised in
large quantities. When a dairy farmer devotes many acres of his land
to pasture for his cattle, he is making an extensive use of it.

On the other hand, there are many farmers who do not own much
land or much of whose land is not very fertile. They must, however,
make a living from the land they own because they have no other
they can use. Under these circumstances they try to increase their
crops by using more fertilizer and by cultivating it more thoroughly.
This is making an intensive use of the land. Land is used intensively when
large amounts of labor and capital are used on small acreages or on the same
land. This type of cultivation is more often found in European coun-
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Courtesy of Farm Security Administration, Photo by Rothstein

EXTENSIVE USE OF LAND—This large parking ground at an Iowa State Fair is
being used extensively because only a small amount of capital is involved.

tries than ‘in the United States. However, it is found in certain areas
of our own country. Truck gardeners who raise vegetables for a special
market cultivate their land intensively. Likewise, those who raise
apples, pceaches, and citrus fruits use the intensive method to a large
extent.

It is not only agricultural land that is used in these different ways.
In cities we also find similar variations in the use of land. In a large
city like New York or Chicago office buildings, apartment houses,
and hotels are built high into the air because of limited space; this is
using the land intensively. In a small town the buildings are lower,
cheaper, and separated by more open spaces; this is using the land
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extensively. When a city sets aside a large tract of land for a park or
a municipal golf course, it is using the land extensively. When a build-
ing is torn down and the space used for a parking lot, it is possibly a
change from an intensive use to an extensive use of the land.

Are Natural Resources Limited in Yield?—The law of diminish-
ing returns affects three of the factors of production: land, labor, and
capital. Farmers and those cngaged in such industries as mining,
fishing, and lumbering have felt its effects. Moreover, those who erect
large office buildings, apartment houses, and hotels in cities know
that there is a limit to the size of the building that can be erected
profitably.

Let us see how the law operates in the case of agricultural land.
Suppose that a certain farmer has five acres of land which he wishes to
devote to the raising of onions. His expericnce is shown in the accom-
panying table.

Acres Investment in Total yicld, Increased Yield per
planted labor and capital bushels yield, bushels | dollar, bushels
5 $20 100 . 5
5 30 180 80 6
5 40 280 100 7
5 50 400 120 8
5 60 450 50 7Y%
5 70 490 40 7

An examination of the table shows that as the farmer added more
capital and labor each year, his total yield increased and the yield
for each dollar likewise increased, until a certain point was reached.
When the farmer invested $60 in the cultivation of his five acres, he
discovered that, although the total yield increased he did not obtain
as many bushels for each dollar as before. The increased yield also
showed a decline from 120 bushels to 50 bushels. At this point dimin-
ishing returns set in. The law may be stated as follows: When successive
equal expenditures of labor and capital are applied to the utilization of a given
natural resource, a point is reached after which further expenditures do not
produce returns in proportion to the expenditures.

The fact that this particular five acres of land have reached the
point of diminishing returns does not necessarily mean that the farmer
will cease to raise onions on thecm. Whether he continues to raise
onions on this land will depend upon how much he can get for his
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Courtesy of Soil Conservation Service

STRIP CROPPING—Farmers are encouraged to cultivate scientifically. The Texan
farmer above is plowing his field in curves following the contour of the land. He
has planted different kinds of crops in alternate bands, a method of soil conservation
known as strip cropping. The strip of the close-growing crop catches the soil washed
from the cultivated strip.

onions in the market. If we assume that at the point of diminishing
returns, it cost the farmer 15 cents a bushel to raise the onions and
10 cents more a bushel for transportation and commissions, he can
continue to raise onions profitably as long as he gets more than 25
cents a bushel. When it costs him more to raise the onions, get them
to market, and pay commissions than he can sell them for, he will
stop raising onions on this land. He has passed what is known as the
point of most efficient use of the land. Some call it the “margin of intensive
cultivation.”

Farmers are anxious to counteract the effects of diminishing re-
turns from land because they want to make profits and because they
cannot abandon farming. What can be done to ward off the effects of
the law? Three suggestions have been made: (1) Farmers can improve
their methods of cultivation by rotating crops, using better fertilizers
and sceds, and by using more scientific methods and machinery.
(2) In some cases they can make use of land not now used for crop
raising and develop a system of irrigation on dry land. (3) Trans-
portation facilities can be improved, making it easier and cheaper for
farmers to market their crops.

Diminishing Returns in City Land.—In the case of city land, fertility
is not so important as location. Because land in cities available for
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Courltesy of Farm Security Administration, Photo by Lee

AN IRRIGATION SYSTEM-—Much can be done through irrigation to improve the
farmer’s crop. Above we see wide irrigation ditches in Idaho. The water for the
ditches is supplied by the Black Canyon Reservoir.

building purposes is relatively limited, tall buildings will have to be
erected if there is to be profitable return on the investment. But the
taller the building, the greater the cost of erecting it. It is necessary
to have deeper and stronger foundations; space must be set aside for
clevators and lobbies; in some cities building laws require upper
stories to be set back from the lower stories for air space and light.
As the building rises higher and higher, a point will be reached
beyond which it will not pay to add any more stories. This has been
proved. in many office buildings and apartment houses in our large
cities.

How Does the Law of Proportionality Operate?—Labor is also
affected by the principle of diminishing returns. The owner of a fac-
tory who employs a fixed number of workers finds that he cannot go
on adding machines and materials indefinitely. He finds that there
is a limit to what his fixed number of workers can produce. Men can
perform only so much work and, no matter how many machines are

“used and how much raw material is provided, this output cannot be

increased beyond a certain point or in proportion to the increase in
capital.
If a certain factory contains twenty stamping machines and no

, more can be installed, how long can the owner continue to increase
! the number of workers and the amount of raw materials and still

_ obtain an increase in product? It is not difficult to see that as more

.69.



workers are engaged, there may be too many to operate the machines
efficiently and they will be in each other’s way. Instead of increasing
production they will tend to reduce it. Thus there is a limit to what
can be done with a fixed number of machines; or a point is reached
beyond which the output of workers will not increase in proportion
to their increase in numbers.
The law of proportionality may be stated as follows: If one of the
three factors, land, labor, and capital, is fixed and the other two are increased,
. a point will be reached after which any increase in the two variable factors will
not produce returns in proportion to the increase.

Is There Danger of a Scarcity of Food?—Closely related to the
law of diminishing returns is a theory of population expounded by an
English economist named Thomas Malthus. Malthus stated that
population tended to increase faster than the food supply to sustain
it. Unless there were checks upon the growth of population, a time
would come when people would be faced with starvation. Food could
not be produced fast enough to supply the people who were being
born. Among the checks to population increase Malthus named wars,
famines, plagues, and late marriages. Malthus had the law of diminish-
ing returns in mind when he announced his theory, for his theory of
population pressure upon food supply rests on the assumptions of
fixed supply of land and diminishing returns from land.

Malthus was not able to foresee the great improvements that have
heen made in agriculture; nor could he foresee the many machines
that have made farming easier and increased the production of food,
such as tractors, planters, reapers, and others. He could not know
that great strides would be made by science in developing new
processes of preserving food for future use. In his day emphasis was
placed upon the quantity of food consumed. Today the emphasis is
on the kind and quality of food consumed. The predictions of Malthus
have not yet been fulfilled and probably never will be. However,
Malthus performed a service to the world because his theory caused
men to think about the consequences of the law of diminishing re-
turns and centered attention on the conservation of natural resources.

There Is a Need to Conserve Natural Resources.—At this point
certain facts about natural resources should be clear. One of these
facts is that man cannot continue to use natural resources recklessly
without paying a big price. If he does not replace much of what he
uses, there will be none left for future generations. Thus it is vitally
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necessary that natural resources be conserved. This sounds like
nothing more than common sense, yet in the past man has used
natural resources as though they were inexhaustible; only now is he
beginning to see his folly and to make efforts toward conserving
natural resources.

Some Resources Are Replaceable, Others Are Not.—Natural
resources may be divided into two kinds: (1) those which cannot be
replaced and (2) those which can be replaced. Among those which
cannot be replaced are coal, oil, metals, and several minerals. We
have been extracting oil, coal, and other minerals in huge quantities
for many years with the idea of making use of them while we can.
Today we use oil for fuel and for power to drive our battleships and
to operate our mills. The world is almost completely dependent upon
oil both in time of peace and of war. In some regions we have almost
exhausted our coal deposits. But in spite of the scale upon which we
have used our resources of coal and oil, we are told that they will last
for many years to come.

Fortunately, there are some who foresee the time when we shall
be without the much-needed supplies from nature and who, there-
fore, are engaged in providing substitutes. We are already familiar
with some of them, such as synthetic rubber, rayon, nylon, and many
plastics. Experiments are being carried on to develop useful products
from soybeans to take the place of steel and wood. But even though
substitutes are being found, we should not continue the reckless use
of irreplaceable resources.

Among the resources that can be replaced are forests, soil, and
animal products. Although these are capable of being replaced, it
must not be forgotten that it takes years to do so. A tree can be cut
down in a few minutes, but it will take many years before another of
equal size has taken its place. Soil is wasted in many ways and in a
‘'short time; it is most difficult to replace it. At the present time we are
greatly disturbed about the waste of good soil and forests.

- Much soil has been washed away by floods or blown away by
winds. It is estimated that millions of tons of good topsoil are carried
off to sea each year. You have heard of the dust storms that carried
away many tons of rich soil from farms in the West. You also know
what happened in the West when many acres of good land became
useless because of droughts. The fact is that we are using up our soil
faster than it is being made. Much of this waste could have been pre-
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. Courtesy of Soil Conservation Service
BEFORE---This is a scene in South Dakota, showing the results of erosion by the
wind. The subsoil is exposed, with rocks scattered on the surface. Such soil is not
suitable for growing useful crops.
— -

Courtesy of Soil Conservation Service

AFTER—This is the same farm as shown in the picture above after cover crops of
grass had been planted. Soon this land will be ready for growing good crops again,
and the owner will receive income from it. This is an example of what is being done
to restore land that has been allowed to become useless.
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vente'l if more thought had been given to preserving it. Those who
claim to know something about the matter say that if farmers had
left more of their soil in grass instead of plowing it up to raise crops,
the drought would not have done so much damage. Grass holds
moisture. When there is no moisture in the ground, there is nothing
to hold the soil. It then crumbles to dust and is easily blown away.

Our desire to cut the forests so rapidly and so closely has resulted
in exposing the soil to floods and erosion. Trces are needed to help
hold the rains so that water may soak into the ground instead of
running off, taking the soil with it. This is especially true of forests
that are situated on hillsides.

What Can Be Done to Conserve Our Resources?—1It is easy to
criticize what we have done in the past and to sece where mistakes
have been made. But it is more difficult to correct those mistakes.
However, scientists and the government have made several sug-
gestions. They urge farmers to use more scientific methods of cultiva-
tion, to plow deeper furrows to catch and hold water. They also urge
that, instead of plowing ground in straight furrows as is the usual
custom, farmers plow furrows in curves around slopes. These will
hold the water from running downhill quickly and wastefully. The
government has undertaken many projects for flood control by build-
ing dams across streams to hold back water, allowing it to soak into
the soil instead of rushing downstream to cause floods and damage.
The government has also undertaken reforestation projects and is
cutting only trees that are mature, leaving the others to grow into
larger trees.

Summary.—Natural resources are the gifts of nature which man
uses in providing the things that satisfy his wants. Nature is the source
of all material goods. It furnishes us a place upon which to buiid our
houses and factories and a source of supply of foods and minerals. Of
all natural resources land is perhaps the one that interests us most.
Land differs from the other factors of production in that it is limited
in quantity and varies in quality and location.

Because land varies in quality, some of it is cultivated in an ex-
tensive manner while other land is cultivated in an intensive manner.
Land is also subject to the law of diminishing returns. This law applies
not only 1o agricultural land and to city land but also to labor and to
capital.

Closely related to the law of diminishing returns from land is the
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Malthusian theory of population. This theory states that population,
if unchecked, tends to grow faster than the food supply to take care
of it. If no efforts had been made to overcome the effects of the law
of diminishing returns, the conclusions of Malthus might have proved
correct. But new inventions, new processes of manufacture, new foods,
new methods of preserving food, and more attention to the kind and
quality of food eaten rather than the quantity have postponed in-
definitely the serious consequences predicted by Malthus.

The wasteful manner in which we have been using up our natural
resources, taken in connection with the law of diminishing returns
and the warnings of Malthus, has caused us to think more seriously
about the future of our resources. These resources which cannot be
replaced will have to be used more wisely unless we are content to
exhaust them in a generation or two. Farmers will have to adopt more
scientific methods of cultivation, and the government will have to
help in flood control and reforestation. Fortunately, we are waking
up and serious efforts are being made to conscrve what is left of
irreplaceable resources by using substitute products to a large extent.

Questions to Test Your Knowledge

What is included under the term natural resources?

Explain the differences in land.

How does the extensive use of land differ from intensive use?

. State the law of diminishing returns as applied to agricultural land.
. Explain how this law applies to labor; to capital.

State the Malthusian theory.

Why have the predictions of Malthus failed to come true?

What are the two general classes of natural resources?

e B A L o ol b

Name some resources that come under each classification.

—
o

. What mistakes have been made in using natural resources?

-
—

. What may farmers do to conserve the soil?

—
N

. What can the government do to help conserve resources?

Questions for Discussion and Application

1. How does the supply of land differ from the supply of other kinds of
wealth? from the supply of labor?
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. Find examples in your own community of the extensive use of land; of
the intensive use of land. Why are these particular pieces of land used in
these ways?

3. Discuss the services the Malthusian theory has performed.

4. Why would it be unwise to erect a fifty-story office building in a city of
40,000 people? Does the law of diminishing returns apply to the erection
of such buildings? Discuss.

5. Explain why businessmen are interested in the operation of the law of
diminishing returns.

6. Show that there is a close relationship between the building of good
roads in rural sections and the operation of the law of diminishing
returns.

7. Discuss the social and economic effects of wasteful uses of our natural
resources.

Floor Talks and Written Reports

1. Diminishing returns and conservation.

o

. Implications of the Malthusian theory.

3. Government responsibility in conservation.

Topic for Debate

REesoLvED, That all natural resources should be owned and controlled by
the Federal government.

For Further Information

Bennett, H. H., “Soil Conservation and Flood Control.”

Building America, ‘“Conservation,” Vol. II. No. 7.

Chase, Stuart, “Rich Land, Poor Land.”

Glover, Katherine, ‘“America Begins Again.”

Public Affairs Pamphlets, ‘“‘Farmers without Land,” No. 12; “Saving Our
Soil,” No. 14; “Adrift on the Land,” No. 42.

PROBLEM 7

Diminishing Returns

Using the figures given on the following page, find the point of dimin-
ishing returns in erecting this office building.
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Building lot. .
Foundation and roof
First floor.

Second floo

Third floor.

Fourth floor

Fifth floor

Sixth floor.

Seventh floor
Eighth floor .

Amount T'otal Rate
invested rent of return
$10,000
13,000
15,000 | $ 3,800
10,000 ‘ 5,280
8,000 | 6,720
8,000 ; 8,000
8,000 9,216
8,000 , 10,400
8,000 | 11,000
8,000 | 11,520
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Chapter V1 .

How Man Contributes to
Production

Aims of This Chapter:
To learn what labor is and what forms it takes.
To examine the characteristics of labor.
To find out how labor can become more efficient.

To learn the advantages and disadvantages of specialization.

ATURE’s part in the process of production is very important, but
N it would be only a small part if it were not for the fact that man
uses the materials of nature and fashions them to his uses. Our modern
process of production would not function cfficiently nor would we be
able to enjoy many necessities and comforts if we depended wholly
upon nature. Another factor must make its contribution and this
factor is man. Man contributes labor, which is the subject of this
chapter.

What Is Labor?—The term ‘“labor” has been used in several
senses. Some think of labor as only the hard work done by manual
workers. Others think it includes the tasks performed by those em-
ployed in factories excluding the work of executives and clerks. When
used by economists, the term has a wider meaning: it includes all the
cfforts made by man to earn a living.

When you play a vigorous game of tennis, cultivate a home garden,
or work at some hobby, you are using energy; yet this is not labor in
the sense that economists use the term. It all seems to lie in the pur-
pose for which the exertion is made. When a man uses his energy
and time to earn money in order to obtain goods to satisfy his wants
or to support himself and his dependents, he is engaged in labor. On
the other hand, when he uses his energy and time doing things for
amusement or relaxation, it is called “play.” In each case the amount
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Lambert from Frederic Lewis

WHAT IS LABOR? - This boy is using a good deal of energy in the tennis game, yet,
since his purpose is play and not earning money, he is not working. Professional
tennis, on the other hand, is considered labor.

of physical energy used may be the same, but the purpose is different.
Morcover, all labor is not performed by the hands or the muscles.
Many use mental energy in making a living, and this is labor in the
economic sense. Labor is any effort exerted by man, whether physical or
mental, in the process of earning a living.

All Kinds of Labor Are Not Alike.- -All men do not earn their
living in the same way. There are different kinds of labor.

Skilled, Semiskilled, and Unskilled Labor.--All labor belongs to one
of these three classes. There are varying degrees of skill. Skilled labor
includes all those who have had extensive training and have gained
experience on the job. In many cases these workers have served a
period of apprenticeship before they were permitted to undertake a
major task. Skilled workers can usually command a higher wage than
other workers. Semiskilled workers are those who have gained some
skill in their work but have not yet advanced sufficiently to be classi-
fied as skilled. Unskilled workers are those who have had no training
for a job and who are usually engaged in tasks that require no skill at -
all. 'This class outnumbers all others and receives the lowest wage.
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*ACCOUNTANT

LAWYER

ENGINEER

DENTIST

RRARAARA

DOCTOR

Frank Gawel

YEARS OF TRAINING—In a large Eastern university, the following are the general
requirements for the professions in the above chart:

Accountant—two years in college and two years in a school of business. An additional
year is required to pass the CPA examination.

Lawyer—a minimum of three years in college and three years in law school.
Engineer—two years of general college work and two years in engineering school.
Dentist—three-year college course and four years in dental school.

Doctor—three or four years of college work and four years in medical school. One
year of internship is usually taken, although in this case it is not a state requirement.
In all cases, ““years” refers to academic years.

Physical and Mental Labor—The definition suggests another classi-
fication of labor: physical and mental. Physical labor is the kind that
is performed by muscular effort while mental labor is the kind in which
the mind is used chiefly. However, this distinction is not to be inter-
preted too strictly. It would be almost impossible to name any kind
of labor in which both muscle and brain are not used to some extent.
Many unskilled workers and some skilled workers depend to a large
extent upon their strength, but they depend also upon skill and train-
ing which involves nerves, brain, and thought. Bookkeepers and
accountants engage chiefly in mental exercises and skill; yet they use
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their hands to a large extent. Physical labor includes those engaged
in manual work of the lowest class as well as those engaged in the
highly skilled activities. Mental labor includes those engaged in
intellectual tasks as well as those engaged in clerical tasks which
require little or no education and training.

Professional Labor.—This is one form of mental labor but it includes
such a large and distinctive group that it is placed in a class by itself.
Professional workers usually have had long years of training and must
often prove their fitness by a severe test. A high degree of intelligence
is also required. In this class, to name a few examples, we find doctors,
lawyers, teachers, pricsts, ministers, dentists, and architects.

Labor of Administration—This is another type of mental labor which
has increased in importance with the development of huge business
organizations. In this group we find the managers of large corpora-
tions and railroads, college presidents, heads of foundations and
research organizations, government officials, and the superintendents
of school systems. A high type of education, a knowledge of financc,
and much training are required for administrative success. Salaries
are high because this type of labor is relatively scarce.

What Are the Characteristics of Labor?—The Clayton Antitrust
Act of 1914 stated that labor should not be considered a commodity
and excluded it from the provisions of the antitrust laws. Others,
however, look upon labor as a commodity because it is bought and
sold like other commodities and is similarly subject to economic laws.
Laborers are paid wages which are determined to a large extent by
the factors of supply and demand. Legally, then, labor is not a com-
modity but in an economic sense it is. But labor has certain character-
istics that distinguish it from other commodities.

The Laborer Cannot Separate Himself from His Product—A manu-
facturer of washing machines does not have to go along with his
machines when they are sold, but the laborer must be presentavhen
his product, labor, is sold. The manufacturer can remain in his office
and send his machines all over the world without moving from his
desk. He can take orders and fill them at will. But the laborer cannot
accept an order for work to be done by him and send the completed
work to someone else while he himself remains at home. Labor cannot
be crated or wrapped in packages and shipped anywhere it is wanted.
The worker must accompany his work for he and it are one and
indivisible. This means much to the worker because when working
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, Wide World Phisto

UNEMPLOYMENT PROTEST—In 1933 unemployed workers held a mass meeting
at City Hall Plaza in Philadelphia. In that year the unemployed population was at
its peak and numbered more than 14,000,000, or nearly one-third of the entire work-
ing population of the United States.




:onditions are not favorable he
nay become ill or be injured. He
‘hus loses valuable time and earns
ess money. Moreover, because
the working days of a man arc
§ imited, working conditions which
8 lend to shorten this time are seri-
# >us matters for him. In recogni-
@ tion of this fact laws have been
passed to protect the worker and
to improve the conditions under
which he must work.

Labor Is Perishable—If the
manufacturer of washing ma-

Press Association, Inc.

SKILLED LABOR REQUIRES LONG
TRAINING— Here a flight engineer
presides over a large panel on the flight
deck of the Mars. This punel controls
and indicates every phase of activity
of the mammoth plane. The engineer

chines is not able to sell his ma-
chines at once, he can store them
until a better opportunity comes.
He can withhold his product
from the market at any time and

for almost any reason. But the
worker cannot do this with his
product. If he is unable to work
for a day, he loses the income from his labor for that day and cannot
make it up later. This is the reason why workers fear unemployment
and often accept lower wages rather than not work at all.

underwent a long period of training in
order to master its intricacies.

Supply of Labor Changes Slowly.—Here again the manufacturer of
washing machines has an advantage over the worker. It there should
be a sudden increase in the demand for his"machines, the manu-
facturer can speed up production and supply the demand. Likewise,
if the demand declines, he can operate his plant part time or close it
entirely. In other words, the manufacturer can adjust his product to
meet the changes in demand for it. The laborer, however, cannot do
this with his product. The number of available workers for a certain
type of work does not change much from day to day. If the demand
for sanitary engineers should suddenly increase, it would not be
possible to supply them at once. It would take some time to produce
and train the workers for this task. This was illustrated in the Second
World War by the shortage of skilled mgchanics needed for the various
defense projects and for the manufacture of machine tools, airplanes,
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motors, and other war materials. It became necessary to train many
thousands of men and women to meet the demand and even then it
took two years to do it. It takes many years of preparation and practice
to become a skilled surgeon or a capable lawyer. Moreover, when the
demand for a certain type of worker falls off, the old supply still
remains and these laborers lose time and money while waiting to be
absorbed into other occupations. Thus it takes a long time for the
supply of almost any type of skilled labor to adjust itself to the chang-
ing demands of industry.

Labor Does Not Move Readily from Place to Place.—If washing
machines cannot be sold readily and profitably in one place, they
can be shipped to some other locality where they will sell. All economic
goods can be moved about wherever they can be sold and used best.
Here again labor differs from other commodities. This does not
mean that labor never moves about in search of work and wages.
But workers do not move readily from place to place even though
work and wages may be had by doing so. There are several reasons
for this.

Workers frequently own their homes and dislike to give them up
to go elsewhere. [t may mean a financial loss which they cannot afford
to take. Workers are reluctant to brcak social ties and disturb the
education of their children. Again it costs money for a worker to
move his family and his furniture from place to place, and he does
not always have the money with which to do this. Finally, workers
hesitate to move to a new place where they will be unknown. They
feel that they stand a better chance of finding work, if they become
unemployed, in a place where they are known than in a strange
locality where no one knows anything about them.

These reasons may seem foolish, but to the workers they are real.
They account for the fact that there may be much employment and
high wages in one locality because of a shortage of labor, while in
another locality many of the same type of workers are earning low
wages or are only partly employed because there is an oversupply of
this type of worker.

What Are the Sources of Labor Supply?—It is not difficult to
understand how the demand for labor arises. Workers are wanted
because they are needed in production of goods, and profits can be
made by employing them. Employers are always looking for workers
of one type or another. But what determines the supply of labor? There
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Ewing Galloway

IMMIGRATION SWELLED OUR LABOR SUPPLY—Potential American laborers
are shown grouped in a waiting room at Ellis Island, tagged for their destlnatlons. At
the close of the First World War scenes such as this were common.

are two factors that enter into the supply of labor: increase in popula-
tion and immigration.

Population Growth.—The most important factor affecting the
supply of labor is the growth of population. As the population of a
country increases, the labor supply increases and vice versa. When the
rate of population growth declines, it means a dwindling labor supply.
For many decades the census reports showed a healthy rate of increase
in population growth. The 1940 census also showed an increase in
total population but a decline in the rate of this growth. This is of
much significance to the labor supply of the future.

Immigration.—Another source of labor supply is immigration. For
many years the United States permitted almost unrestricted immigra-
tion. Our labor supply was increased each year by millions of workers
from other countries. This gave us an abundance of workers at low
wages; it enabled us to build our railroads, canals, and highways, to
establish large industries, and to operate our mines.
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The greater number of these immigrants, however, were unskilled
workers with low standards of living and were willing to work for
lower wages than American workers. They did not join unions, and
this made it difficult for the unions to bargain effectively with the
employers. For these reasons organized labor opposed unrestricted
immigration and finally succeeded in having laws passed which
practically put an end to immigration. This means that our futurc
supply of labor will depend mainly upon population increase.

How Can Labor Be Made More Efficient?>—Because of the
decline in the rate of population growth and the severe restrictions
upon immigration, workers will have to become more efficient if we
are to continue to produce all the commodities and services required
by society. An increase in the efficiency of the workers will increase
the output and thus tend to raise the standard of living. This is what
cveryone desires. But the problem of increasing the efficiency of our
present labor force is not easy to solve because it involves complex
human reactions and behavior. However, many ways of increasing
labor ecfficiency have been suggested; some of them have been tried
with more or less success.

Most workers are honest and intend to earn their wages. But they
cannot always do their best in the most efficient manner because of
certain factors that they cannot control. Working conditions may not
be satisfactory and the attitude of the employer may not be very
cooperative or appreciative.

The worker can do something to increase his efficiency through
his own efforts. He can keep himself physically fit, increase his educa-
tion and training, and be mentally alert. But these things alone will
not solve the problem. Employers have a great responsibility to do
something to make workers more satisfied and loyal and to cncourage
them to do their best. Let us examine briefly some of the things
cmployers can do to help their workers become more efficient.

Paying Adequate Wages.—By adequate wages is meant the payment
of wages sufficiently high to cnable workers to maintain a good stand-
ard of living. Every worker should be able to enjoy many comforts
and some Juxuries; and it should be possible for his family to enjoy
more social opportunities than in the past. From the point of view of
the employer it is said to be good business to have employees interested
in their work and loyal to their company. Every worker is in a posi-
tion to affect the profits of a business. The best way to arouse the
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worker’s interest is to make it worth his while financially through the
payment of an adequate wage.

Permitting Workers to Share in Profits.—In addition to paying an
adequate wage some employers have attempted to interest their
employees still further and to make them even more loyal by per-
mitting them to share in the profits of the business. Profit sharing
means the payment to employees of a part of the profits at stated
intervals. The usual procedure is for the employer to announce at the
beginning of a period the conditions under which the workers will
share and the ratio of the division.

Even though this plan gives employees extra sums of money, objec-
tions to it have been raised. Workers say that they often receive such
small sums that there is little incentive to work harder and to produce
more. Another objection is that when payments cease after a period
of years, the workers feel that they have been deprived of something
that is rightfully theirs.

Payment of, Retirement Pensions—Workers are not able to save
enough to provide for a comfortable old age. Some enlightened em-
ployers realize this and provide plans for paying pensions to retired
workers. They feel that if their employees can be assured of being
taken care of after retirement, they will be better and more loyal
workers. Although some of these company plans have worked suc-
cessfully, there arc serious objections to them.

Older workers who are near the retirement age like the plan but
the younger workers are not so enthusiastic because of the long time
they will have to wait for a pension. Organized labor has been opposed
to such plans because they make it more difficult to bargain collec-
tively and to get men to join unions. Whereas the passage of the Social
Security Act put an end to some of these plans, many large corpora-
tions have continued their own private plans in addition to the gov-
ernmental program.

Provisions for Unemployment.—Another great hindrance to efficiency
is the fear of losing a job or of being unemployed for a period of time.
Corporations have not found it easy to solve this problem although
they realize that it is to their advantage to remove the fear if possible.
Some employers have introduced plans to do away with seasonal
unemployment. They spread out production over the year whenever
possible instead of concentrating it in the busy season. Other com-
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panies have a plan by which they guarantee the worker a stated
number of weeks of work during the year. If employment falls below
this level, the worker receives a certain percentage of his wages for
the difference between the time actually worked and the time guaran-
teed. Other employers have provided for a dismissal wage. That is,
when a man is laid off because work is slack, he is paid a sum of money
depending upon his averagc wages and length of service. Many
corporations have dropped these plans sincc the Social Security Act
now makes other provision for unemployment insurance.

The plans outlined above are by no means all that have been tried
to make workers more efficient and loyal. Space does not permit us to
describe other plans for improving working conditions, for social-
welfare work among workers and their families, and for employee
representation plans to discuss grievances with employers. However,
enough has been said to illustrate what enlightened employers are
doing.

Division of Labor Is Important in Modern Production.—There
remains one other important characteristic of modern production
which has assumed great prominence. This is division of labor which is
defined as the system whereby the operations necessary to make a finished
product are so minutely divided that each worker performs only one or at most
only a few simple operations.

Simtle Division of Labor or Division by Occupations.—Primitive man
was obliged to provide for his wants all by himself. If hc wanted a
shelter, he had to build it himself; if he wished to live, he had to
provide his own food and clothing. As communitics developed, this
method was unsatisfactory. Man soon discovered that more could be
accomplished in a better way and in a shorter time if each individual
devoted himself to some one occupation and permitted other indi-
viduals to supply his other wants. This was the beginning of what we
now call “trades.” Thus one man became a carpenter, one a tailor,
one a baker, and so on. Each man did all the work of his trade. This
is called the simple “division of labor’’ or division by occupations.

Complex Division of Labor.—-Under simple division of labor it took
time to produce certain goods, and the amount produced was some-
what limited. When factories were built, it was found desirable to
split up the occupations. Labor was further divided so that within
the trades and occupations each man performed only a small part of
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Brazilian Government Trade Bureau

COFFEE IN BRAZIL—No other large country is so dependent upon a single product
as Brazil is upon coffee. Here coffee growing has been more successful than in any
other region, as Brazil has an unusual number of natural advantages for the cultiva-
tion of this particular crop.

The picture shows coffee seeds, still enclosed in a thin husk, being spread over an
extensive brick-floored area to dry in the sun for twelve to twenty-five days. If wet
by rain, the coffee is injured.

the trade. Under this arrangement no one worker produced a com-
plete product. Thus, in building a house, one group erected the frame
and did the rough work; another group put on the siding and the
roof; still another group attended to the interior work.

Complex division of labor is secn best in large industries. It has
been carried to such extremes today that there are said to be over
150 distinct operations in the making of a pair of shoes. The auto-
mobile plant with its assembly line requires thousands of workers,
each of whom performs one small task, such as putting on a certain
nut. '

Territorial Division of Labor.—Division of labor has been extended
from the factory and the shop to sections of the country and even to
entire nations. This is called “territorial division” of labor. It can be
illustrated by a few examples. In the United States, the South devotes
itself to growing cotton, rice, and tobacco; the Middle West specializes
in cereal grains; Pennsylvania produces our anthracite coal; Florida,
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California, and Texas produce quantitics of citrus fruits; the region
around Detroit supplies most of our automobiles; and textile manu-
facturing is carried on largely in the Eastern states. Thus each section
devotes its energies to producing that for which it is best fitted.

In the casc of nations we find Brazil specializing in coffec pro-
duction; China in tea; and the South Sea Islands in rubber and tin.
This territorial division of labor has developed because of certain
advantages, such as nearncss to raw materials, water power, good
soil, climate, markets, and cheap labor.

Are There Any Advantages in Specialization? —There must be
many advantages in the division of labor or it would not have becomc
so prevalent. What arc these advantages?

Workers Become More Skillful.—When a worker has only a small
task to perform, he can soon become expert in doing it. Since he does
the same thing over and over again day after day, his skill increascs.

Much Time Is Saved—The worker in a large plant uses only onc
or two tools or operates one certain machine. He does not have 1o
pick up and lay down several tools but uses the same tool all the time.
What is more he does not have to move far from his machine or bench
or take many steps in performing his task. This saves much time.
Time is also saved in training the worker. Only a few days are re-
quired to teach a man all he needs to know about his job.

All Kinds of Workers Can Be Employed —Where the work is divided
into small tasks, thesc tasks vary, some requiring much skill while
others require little or no skill at all. Thus workers of all degrees of
skill can find work at tasks which they are able to perform. Older
workers as well as young can be used. Women too can find work.
This is true not only of factories but of many other kinds of business.
In large department stores, in banks, and in many offices, there are
tasks that call for varying abilities and thesc give employment to all
types of workers.

It Develops Cooperation among Workers—When men work side by
side, each performing a task that must be completed before the next
worker can do his part, they soon learn that cooperation is important.
Likewise these men learn that they have many common interests.
All are affected by the same working conditions. It is not strange, then,
that workers in a large factory form associations aimed to aid them
to better their conditions and wages.
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It Is Easier to Supervise and Inspect the Work.—In large plants the
products are standardized and the processes of manufacture are
carricd on in departments or by stages. This makes it easier to super-
vise the workers and to inspect the product to detect imperfections.

It Reduces the Cost of Goods.--Under complex division of labor,
each worker cooperates with others in the same plant and thus turns
out more products in a given time. Since most of the articles are made
according to a definite standard and are all alike, it becomes possiblc
to produce them in large quantities, thus lowering the cost. Further-
more, under this system machines can be operated practically all
the time, further reducing the cost of operation.

What Are the Disadvantages in Specialization?— Division of
labor has its disadvantages as well as its advantages.

Repetition Has a Deadening Effect upon Workers.—Those who have
to perform the same minor task day after day soon become tired of it.
What must be the effect upon a worker of inscrting bolt No. 13 in a
certain place every two minutes of the working day? Is it any wonder
he becomes so weary and sometimes so carcless that accidents fre-
quently happen?

Workers Have Little Pride in Workmanship.—Mcn who have spent
many years becoming expert in a particular craft take great pride
in the work they do and in the quality of the product they turn out.
When a worker makes a beautiful hand-carved table all by himself,
he takes grecat pride in showing it. But when he is limited to doing
one particular task in the making of the table, his feeling of pride
tends to grow less. Imagine a worker feeling a thrill at secing an
automobile in which he merely installed the battery!

Workers Become Dependent upon One Another.—Although the recogni-
tion of dependence upon one another may be the cause of more unity
and cooperation among them, workers find that it also has its disad-
vantages. This was well illustrated in the automobile industry at the
time of the sit-down strikes. When the workers on one part of the
assembly line chose to sit down at their places and not work, other
workers could not go on with their tasks no matter how much they
may have wished to do so. Worker No. 450 cannot perform his task
until worker No. 449 has completed his part. This becomes a more
serious disadvantage when the workers in one plant make it impossi-
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ble for workers in an entirely |
different plant to carry on. The
closing down of a steel mill by a
strike throws out of work men in
other plants that use the steel
strips and plates from the first |
plant.

Specialists Find It Difficult (o
Adjust Themselves to Other Work.— |
With the increase in the division
of tasks craftsmanship has become
less important. Only a short time |
is now required to learn a single, |
simple operation. The worker |
skilled in this small operation
knows only one part of the com-
plete routine and has no chance
to learn the entire process. If he
loses his job, wherc will he find
another? What else is he fitted to
do? He may be able to learn MA?HINES DISPLACE M‘ENTSpeed,

N L. efficiency, low cost, and sanitation mark
quickly to operate a similar ma- ¢, performance of these machines,
chine or to do some other minor which fill, cap, and seal bottles at the
job but, unless such jobs are rate of 120 per minute.
available, he is unfortunate. This
is especially serious if the worker happens to lose his job when he is
over forty-five, after which age he is less adaptable to changes and
employers are more reluctant to hire him.

Courtesy of Borden’s Farm Products

Machines Displace Men.—Large-scale industrics make usc of
machines whenever a machine will perform the operations more
cheaply or more accurately than can be done by hand. Then, too,
many of the operations can be performed better by machines than
by men. Machines are more accurate, last longer, and can be used
more continuously. Thus complex division of labor has made it
possible and desirable to mechanize industry sometimes at the
expense of workers.

Summary.-—Before natural resources can bhe made suitable for
our use, man must add his labor in making them into goods. Labor
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may be skilled, semuskilled, or unskilled. Labor 1s:also physical ot
mental. Mental labor is classified as professional or'administrative.

In many respects labor is similar to a commodity. But it is different
from commodities in that thc laborer cannot separate himself from
his product; labor is perishable; the supply cannot be changed rapidly;
and laborers do not move readily from place to place. The supply
of labor is dependent upon population increasc and immigration.

In order 1o increase output, raise the standard of living, and cut
the costs of goods to consumers, various efforts have been made 10
make workers more efficient. The most important incentive is to pay
adequate wages. Other incentives are profit sharing, paying old-age
pensions, providing for periods of unemployment, improving working
conditions, and treating workers as human beings. Although some of
these plans have brought much good to workers, the danger is that
they will be considered paternalistic and as an effort to prevent
workers from forming unions for their own protection.

Many workers today are engaged in factories operating under a
system of division of labor which divides a large process into many
minor tasks that can be performed easily and quickly by all workers.
There is division of labor by occupations, complex division of labor,
and territorial division of labor. Each of thesc types has its advantages
and disadvantages.

Questions to Test Your Knowledge

—

Define labor.

Distinguish between labor and play.

. What are the chief classifications of labor?

In what sense may labor be called a commodity?
List the characteristics of labor.

Show that labor is perishable.

What are the sources of labor supply?

. What is the chief incentive to make workers more efficient?

Yoo N e A w N

. Why is organized labor opposed to unrestricted immigration?

b
e

Explain profit sharing.
. What can a worker do to make himself more efficient?

. Explain what is meant by division of labor.
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13.
14.

Describe the different kinds of specialization.

State the advantages and disadvantages of specialization.

Questions for Discussion and Afsplication

1. Show that practically all kinds of labor are both physical and mental.

o

&> W

. Why do economists look upon labor as a commodity? Is it true that labor

is subject to many economic laws that affect other economic goods?
Explain.

. Labor is not easily moved about. 1s this thc fault of the workers themn-

selves? Or is it due to conditions and circumstances beyond the control
of the workers? Discuss.

. List the reasons for opposition to unrestricted immigration. If our ratc

of population growth is declining, would it be wise to repeal our restric-
tive immigration laws? Give your reasons.

. What are incentive wages? What are the motives that impel employers

to develop incentive wage plans?

. Why do workers feel skeptical about the various plans formed to interest

them in their work and get them to produce more? Why have these plans
been called paternalistic?

. Discuss the advantages and disadvantages of territorial division of labor-
8. Has division of labor proved beneficial to workers? Discuss.

. Is division of labor possible or practicable in all industries? Why, or

why not?

Floor Talks and Written Reports

Declining population and declining labor supply.

. Incentive wages.
. Company-sponsored activities for workers.

. Division of labor and the craft