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L awrence Dennis
The Coming of American Fascism
CHAPTER |
THE CRISISOF A SYSTEM : IT WON'T WORK

Every social situation has an unlimited number of aspects. Unworkability of the existing
system is the particular aspect of the present social situation in the United States which,
to the fascist way of thinking, seems most challenging to thoughtful analysis and
immediate action. It is the unworkability of a given social system in achanged set of
conditions which is most responsible for revolutionary social change. Feudalism, for
instance, gave way to modern capitalism, not because any number of the people at any
given moment decided that they would prefer a new social order, but because a series of
discoveries of new lands and inventions of new machines and techniques created new
conditions, among them the rise of a new business class, in which the feudal system
could not work. Thisis not to state athesis of rigid economic determinism or an
exclusively materialistic interpretation of history. It isto recognize that changesin things
act on preferences as well as changesin preferences on things.

It seems afairly sound generalization to say that no social group, after debating the merits
of the existing order versus those of a possible successor, proceeded to scrap the old and
adopt the new as long as the old system was maintaining a semblance of order or
working. Indeed, it is a part of the process of maintaining order and making a given social
system work to seeto it that the people like what they have. In measure as defenders of a
system deem it necessary to argue with the people in favor of the preservation of the old
system, they really admit and advertise its doom. There is no doubt but that the
continuous attacks on fascism and defenses of the present system featured by powerful
publications like the Saturday Evening Post, and in the public utterances of influential
citizens like Mr. Hoover, do more to advertise and further fascism than almost any other
factor calling fascism to the attention of the American people. A social system is either
on the offensive, or it is doomed.

Thereislittle point to drawing conservative inferences from the fact that the people are
attached to their Constitution and nine elderly exponents of it, to their king and his nobles
or to the Druid priests and their human sacrifices. The people are always attached- to
their leaders; institutions and folk customs, no matter how absurd or barbarous these
|atter may appear from other points of view. If and when, under changed conditions, the
old system proves unworkable, or fails adequately to meet itsimperatives, the
undermining and upsetting of it are always directed by a small minority of the
discontented or frustrated elite who may be divided into several groups but who, in some
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one minority group, gradually roll up enough mass following to achieve their ends. The
defenders of the old system have to learn that the only good argument for the old system
isto make it work. And this means, among other things, taking care of those elite who
otherwise become discontented and ultimately revolutionary.

The usual defense of the system made today by its supposed friends, however, consists
mainly in apologies for the system's unworkability and in appeals for loyal support no
matter how it works. Thereisatypically liberal naiveté in appealing to Y's reason to be
loyal to a system which still suits X, but which is not working so well for Y. That kind of
loyalty is not born of reason but habit, early conditioning and wholly unreasoned
impulses. One of the earliest proofs of the unworkability of a system, after its failure to
care for the elite, isits failure to maintain the suitable mass conditioning for the system's
survival. But of thiswe shall have more to say under another heading.

In the fascist view of the situation, the unworkability of the present system is the starting
point in social thought and action. It is also the most vulnerable point for attack—and the
fascists are attackers. Taking this particular view of the system's crisis or low decline
does not mean that a fascist-minded person sees nothing else in the situation but
mechanical defects or that he minimizes other aspects of the situation. That the injustices
of the present social situation, in which millions suffer hunger and privation while
productive instruments, like human hands, land, and factories, remain in enforced
idleness, are a crying shame, the fascist fully recognizes. That Father Coughlin and his
League for Socia Justice should emphasize this phase of the situation and demand its
correction is both humane and helpful. But, if an individual or a group sets about the
correction of these injustices, the first order of problems encountered will be found to lie
squarely in the fields of social mechanics or government and management in the broadest
sense of these terms.

These problems are matters of getting things done rather than of formulating moral
judgments. It iswell to say what ought and what ought not to be, but satisfying any given
moral or ethical imperative about social conditionsislargely a matter of using the
coercive force of government and the resources of technical management of the social
and material factors determining social conditions. In other words, while the impulse to
get something done may spring from wishing to have it done, getting it doneis not
exclusively a matter of imagining or wishing it done.

The voice of the prophet, which is the voice of conscience denouncing sin and extolling
righteousness-word these phenomena as you will and | et them take the personal and
institutional forms and expressions they will in different ages and cultures—has been a
moral force in every civilization. But, after conscience or the prophet has denounced a
condition and demanded its correction in the name of some metaphysical value or social
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myth, without which no social scheme has ever operated, there always remain the
governmental, managerial and technical tasks of getting it done. Today these tasks are
more complex and inter-related than ever.

In ancient times and even down to the opening of the industrial revolution towards the
close of the 18th century, the period when most of our American social concepts, norms
and institutions were supposed to have reached their final and definitive form for al time,
it was ordinarily enough for some measure of correction of an evil to have the voice of
conscience, through the prophet or priest, convince the Prince, or small group of head
men, that it ought to be done—provided, of course, the prophet whipped up some
enthusiasm for the correction by alittle effective indoctrination of the people. In those
bygone, pre-capitalistic, pre-industrial days, it could reasonably be expected that
satisfactory improvement of a social situation would result from an effective pointing out
of the evil and afairly general observance of certain rather elementary rules of personal
conduct such as are to be found in al the world's great moral codes.

Before division of labor had been carried very far, or before the industrial revolution, and
aslong as people lived in simple, closed and self-sufficing economies in which the
members of one small group produced about everything they consumed, the chief moral
imperative was doing the decent thing by one's neighbor—in other words, President
Roosevelt's "good neighbor" philosophy. The "good neighbor" code was still fairly
adequate in the comparatively recent days of our frontier rural communities, long after
the drafting of the Constitution. There were no really significant divergences between the
moral imperatives for good neighbor behavior aslaid down by Hammurabi, Moses,
Buddha, Socrates or Jesus. In the days of ssmple social organization and simple economic
arrangements, the problem of public order was largely one of having the king or |eader
listen to the voice of conscience and having the subject fear God and obey the king.

It is amazing how many otherwise intelligent people still imagine that, in our complex
modern society, public order can be maintained by having certain elementary rules of
conduct appropriate to ssimple rural communities followed by millions of individuals.
These latter are in fact grossly unequal in economic power, and each individual, or legal
person, including the billion-dollar corporation, is|eft free to interpret the Constitution
for himself, and to hire as many lawyers as his means will allow to champion through
endless litigation his particular interpretations. Only the lush opportunities of the opening
of the earth's largest and richest areafor appropriation and settlement could furnish
enough to be grabbed off by almost every one to make it possible to maintain public
order under such aregime, which Thomas Carlyle once characterized as anarchy plus a
constable.

In taking the traditional attitude towards social evils and social reform, 19th century
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reformers have rarely made an attempt to think through the social mechanics of getting
any desirable social situation achieved. Where the reformers of the era of modern
capitalism have essayed to do alittle thinking through of the problem of correcting a
socia evil, they have usually confined their thinking to one rather narrow field of social
institutions or phenomena such as taxation (Henry George), currency (William Jennings
Bryan), or business regulation by law making—and law enforcement (Theodore
Roosevelt and Woodrow Wilson).

Broadly generalizing, one may say that, in modern Christendom, only reformers thinking
in the framework of the Roman Catholic faith, and the various schools of modern fascist
and communist thought, have— consistently and seriously attempted to work out social
solutionsin terms of an all-embracing socia synthesis. It isinteresting to notein
connection with this generalization that the distinguished jurists and, especialy, the
economists of modern capitalism, have all been fairly radical and daring in their thought
or really of adefinitely reforming kind. Blackstone, for instance, wanted to reform the
absolutism of the Stuarts; John Marshall wanted to go much farther than the writers of the
Constitution in strengthening the Union and centralizing social control—not in the
Federal Executive or Legidature but in the Federal Judiciary; while the much venerated
(and now considered conservative) Adam Smith, in the gloomy field of economics, was
nothing short of aradical for histime, because he assailed the eminently respectable
theses of applied 17th century mercantilism and demanded a regime of economic laissez-
faire such as the world had never known before and such asit is not going to know again
for along time.

Now, it is adistinguishing characteristic of practically all the builders of the liberal
capitalistic scheme of concepts, norms, and social institutions that they have tried to
restrict their social thinking to some one field, like law or economics, and that, even
within these already narrowly delimited fields, they were apt to speciaize in one
particular subdivision. This, doubtless, was a part of the separation of powers and
division of labor ideals of the late 18th century. The jurists and statesmen assumed that
no economic development could ever prevent the enforcement of the Constitution and
lawful contracts, while the economists and business men took it for granted that no
political or legal development could seriously or for long interfere with the free market,
the laws of economic supply and demand, or the fixation of wages and pricesin free
competition by freely contracting legal parties.

They did not foresee billion-dollar corporations as parties contracting with fourteen-year-
old children. The rise of the modern trust has upset their premise of a market free from
monopoly, restraint of trade, and innumerable sorts of present day economic coercion.
Specifically, they assumed that a mortgage could always be foreclosed, and that hunger
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could always be relied on to make a man work for the highest bidder however low the
bid, but that no one would be coerced by combinations and conspiracies in restraint of
free trade.

The political and economic systems thus fully, ably and separately expounded by along
line of legal and economic rationalizations, were assumed to be permanently workable
and both fool and disaster proof, each functioning in its own watertight compartment.
These compartments, of course, were kept water-tight from time to time by the
definitions of legal decisions and the pedantic treatises of writers on the various socia
sciences. There was supposed to exist a series of perfect institutional harmonies, and it
was a pious dogma that democracy was fool and disaster proof. The 19th century cultural
leaders of liberal capitalism, though innovators, reformers, and improvers, as well as
rationalizers, rarely thought in terms of a universal or even a national synthesis. Indeed,
most of the 19th century socialists were incapable of such thinking.

The reason why Karl Marx towers among all the prophets and reformers since Luther and
Calvinisthat hiswas the first influential mind after the industrial revolution to try to
think things through in connection with the denunciation of what he considered evil and
the advocacy of what he considered righteousness. Marx, in his prophecy, did not
proceed on the assumptions that the social evils he deplored were in the nature of defects
rather than properties of the prevailing system, and that social justice, as he idealized it,
was something obviously attainable within the framework of prevailing institutions,
provided the people so willed it. He worked out atheory of the existing system to explain
the evils he deplored the exploitation and misery of the workers; atheory of a new system
to redlize the ideal he cherished—a classless, statel ess, governmentless society of
workers enjoying the highest standard of living which available resources could afford,;
and a program of action to effect the transition to this ideal order—the transitional
program being the dictatorship of the proletariat.

| am inclined to find in his explanation of the existing system and its inevitable course to
collapse many flawsin logic and science. | find the ideal of a classless, stateless,
governmentless society of workers enjoying social order and material abundance fantastic
and unattainable. It appears unattainable for the reason that social order requires
government and administration by aruling class or power—exercising class which must
aways be an aristocracy of management, however selected, operating through some set
of mechanisms of social. control, economic as well as political. Incidentally, it isto be
remarked and even stressed that communist Russia, no less than the fascist countries, the
billion-dollar capitalist corporation, or the efficient army in the field, meets with extreme
thoroughness and rigor these universal imperatives of social order and administrative
efficiency. The communists will, of course, admit this fact but try to convince the non-
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communist as well as themselves that these features of contemporary Russian
communism are peculiar only to the present revolutionary phase, and that when
revolution is finished, i.e. when the communist millennium comes, the state, government
and the dictatorship of the proletariat will be sloughed off. The noncommunist with a
realistic turn of mind will find this prediction of a coming millennium lacking in
plausibility.

Incidentally, one of the important points of difference between fascism and communism
is that fascism is singularly free of millenarianism. Fascism is without the naivet6
peculiar to the belief that we today can have in the mind's conception an ideal socia
pattern for al time or for the people living a hundred or a thousand years hence. The only
social patterns a hard, realistic mind can find useful in the enterprises of life are those of
immediate organization and action, either to conserve what we now have and like, or to
change from what we now have and do not like to something different which we can
never accurately foresee but which we hope will be more to our liking. The social end
must always be composed largely of the means of its achievement, which is to say that
social ends and means are much the same things. Social ends and means are not only
parts of awhole but, if they are to have any meaning, they must be parts of a whole
which isrealizablein alifetime.

There is something vicious in the wish to impose on future generations our scheme of
values. The fascist proposes only to give posterity a heritage of achievements and
instruments of achievement, not a heritage of eternal truths and values to which it must
dlavishly be bound. The egotistical wish to define the values of future generationsis
common both to the liberal constitutionalists and the communist believersin the classless
society of the future. What right or logical reason can we possibly have to take it for
granted that our values or ideals will be acceptable to future generations or appropriate to
their material situation? Only the belief that we have received arevelation of eternal truth
can rationalize such a pretentious assumption. Interestingly enough, Russian communism,
as an operating fact, is essentially a phenomenon of one five-year plan after another, just
as capitalism, as an operating fact, is a phenomenon of one boom-crash-depression-
recovery cycle after another.

The chief end of communism, regardless of its rationalizations, has to be considered the
successful execution of one fiveyear plan after another. Of course, it is not material
whether the duration of the plan be five years or ten years, but it isfairly certain that it
cannot be for more than a comparatively short period like five years. Certainly, afifty- or
hundred-year plan would neither make sense nor serve any useful purpose. The chief end
of communism is the success of the present five-year plan, which isto say, the success
both of the ends and the means of that plan. The millennium of a classless society cannot
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be an end, nor a governmentless society a means, of any five-year plan-including' that of
1935.

It may, of course, be thought to serve the purpose of enlisting supporters for a social
program to project a far-off millenarian ideal, but projecting such an ideal will not help
the solution of any immediate problem. And, sooner or later, it will prove a nuisance to
have deluded alarge number of people with an ideal which never comes any nearer to
realization. The truth is that men want leadership in creative adventure and not leadership
to a promised land which their descendants, but not they, shall enter. Indeed, men as a
whole have never really wanted to be finally settled in a promised land flowing with milk
and honey, with no further adventure left except that of growing fat on the milk and
honey. It isthe process of leaving Egypt and wandering through the wilderness in search
of something new and different that men enjoy. It was this motivation that settled the new
continents and produced modern capitalism. It is the same fundamental motivation that is
producing the planned economies of fascism and communism.

Asfor the Marxian means to the impossible end of a stateless, classless society of workers
—free of agoverning class, of course—I find the means actually in use, namely, a
dictatorship of the aristocracy of the Communist Party, grossly misrepresented when
called by Marxism a dictatorship of the proletariat. The dictatorship of the higher-ups of
the Communist Party is no more adictatorship of the proletariat than the directorate of a
billion-dollar corporation is a dictatorship of the stockholders, or than the general staff of
agreat army is adictatorship of the soldiers. Of course, it may be argued that, in each of
the three hierarchies just named, the rank and file can change the ruling class if they so
will. But this argument must be based on assumed combinations of circumstances which
occur too rarely to constitute the basis of a generalization. In the case of the Communist
Party, the American Telegraph and Telephone Company, or the French army, the
dictatorship, as a practical matter, is a self-perpetuating dictatorship of management—
management which is answerable mainly to itself so long as it is efficient and successful.
Of course, an essential element of successis alarge measure of efficient and loyal service
to the best interests of the Communist Party rank and file, the stockholders of the A. T. &
T., or the soldiers, as the case may be.

Aside from the logical inconsistencies implicit in the alleged end of a classless society
and the means of a so-called dictatorship of the proletariat, there are innumerable values
in the communist scheme which | find unacceptable for wholly subjective reasons. But
these faultsin logic, these vices of intellectual dishonesty, and these unmentioned
features of communism which | do not like, do not take from it a merit which is not found
in the social philosophies of the liberal reformers from Adam Smith to the embattled
bondholders of the National Liberty L eague of 1935.
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This merit of communism is a program or atheory of action which, given a possible
combination of favoring circumstances, can be followed with success. Marxism has this
merit solely because it is atotalitarian social philosophy which, by reason of its
totalitarian character, must insure adequate provision for meeting the imperatives of order
while its cherished set of objectivesis being pursued. There isnothing original in Marx's
theorizing about the nature of the State, the mechanics of power over men or the political
process. His thought derived largely from that of profounder thinkers about these
phenomena: Darwin, for the struggle for power and the survival of the fittest, and Kant
and Hegel for the philosophy of the State, to mention only three of Marx's sources.

What was original or distinctive in Marx as a 19th century reformer pursuing a social
ideal was his recognition of the State, government, or quite ssimply, power and its
efficient instrumentalities, as parts of any given social scheme, and the maintenance of
order under that scheme. From this recognition logically flowed the conclusion that
meeting the crisis of any given social system or correcting any of its evils must
necessarily bean exercise in the use of these instrumentalities for the end sought.
Marxism, of course, could never have become a social redlity, asit has become in Russia,
but for a highly favorable combination of (circumstances, one of which was an acute
degree of collapse-',of the old regime in Russia. But the idealisms of liberal reformers of
the 19th century could never be realized in the event of any considerable degree of
breakdown of the social order, the reason, of course, being that liberal idealisms, when
realized, have to be crumbs from a bountiful capitalist table and not creative
achievements of liberal reformersin power.

These qualities of Marxism, original for the 19th century social idealist and reformer, are
not the peculiar properties of his brand of socialism but merely the imperatives of good
logic, or clear thinking, for a man who would meet a major social crisis, correct grave
socia evils, and realize certain important social ideals. To wish the realization of a social
ideal without attempting to understand and without wishing to command and
appropriately use the essential instrumentalities, may be said to amount to willing the end
but not the means, or to giving evidence of a soft mind and aweak will. No second
lieutenant of the U.S. Marines placed in command of an area in occupation by our troops
would be likely to display such softness of thinking and lack of will. For instance, if put
in command of adistrict during our occupation of Haiti, he would not have left in the
hands of avowedly hostile persons instruments of power which might be used
disastroudly against our forces, as did the socialists in Germany and Austriawhen they
had opportunities to establish their political control.

There is nothing peculiarly Marxian, fascist, Roman, German or European about good
logic. Nor is bad logic good Americanism. These post-war experiences merely go to
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show that liberalism islogical, effective, and successful only so long as capitalismisa
system in expansion or prosperous, or so long as liberal ideals can be conveniently
financed out of a good business surplus. As aformula of social unity and action, or
merely of good government to meet a situation in which business is not making a surplus,
liberalism is simply futility and empty verbiage.

So far, in this chapter, no attempt has been made at direct proof of the specific assertion
that the existing system in the United States is unworkable. That kind of proposition can
never be argued to any point against a contrary conviction. No doubt both Charles | of
England and Louis XV of France, up to the moment their heads fell on the block,
believed that their respective systems were workable. It can aways be argued that a
system will work if only certain things are done, and it isusually futile to try to prove
conclusively that those things cannot be done, given the will to do them.

For the purposes of reasoning to a useful conclusion asto the workability of agiven
socia order, it hasto be assumed that if a social system can be made to work it will be.
This assumption is tenable, if not indispensable, for many reasons. For instance, the old
system, especially in the early days of its decline, always has the preponderance of
factors with it—the best talent, command of most of the available resources, and prestige.
If the defense fails, it stands to reason that it had an impossible system to defend.
Whether the defense could have held out alittle longer, and how much longer, are, of
course, always open to question. But it hardly makes sense to say that persons with the
initial resources of Lenin, Mussolini and Hitler could have overthrown anything but
unworkable systems. The term workable, as applied to a social system, haslittle sense if
it means a system that failsto survive. If it works, it survives, and if it survives, it works.
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L awrence Dennis
The Coming of American Fascism
CHAPTER I
CAN WE RETURN TO THE PRE-WAR BASES ?
THE SOCIAL MECHANICS OF AN EXPANSION ERA

THE only conclusive test of the workability of a social system must be that of survival.
But if oneisto help choose the successor system and to shape transitional devel opments,
one must recognize the beginning of the end long before the end is a demonstrable fact.
Whatever may be said in derogation of the accuracy of Marx's predictions of the doom of
capitalism, it must now be admitted that those predictions were a useful formulain
preparing hard-minded Marxists like Lenin and his best associates for effective action in
such asocial crisis as that through which Russiawent in 1917.

On the other hand, it now seems evident that the best liberal teaching of two centuries
had not so prepared Kerensky and scores of other liberal 1eaders of the post-war era.
Mussolini was well prepared for social crisis by a mental formation in the thought of
philosophers like Nietszche, Sorel, Marx, and Pareto, none of whom could claim
Mussolini as adisciple and no two of whom were at all alike in their philosophies except,
possibly, asto a general rejection of the assumptions of liberal philosophies. And so it
may be said that while one can never prove in advance of the event the final collapse of a
given social order, one does get a splendid preparation for the event, whenever it occurs,
if one has previously formulated a clear hypothesis of trends which always move in that
direction long before the event takes place.

The case for the unworkability of the liberal capitalist system can be built squarely and
securely on any honest attempt to answer certain questions which I shall try to state and
discussin this and the next five chapters. The first question, or group of questions, and
the subject of this chapter, is. Can we return to the pre-War formula of settling new
territory with a million European immigrants a year, preempting vast natural resources
for the sale of which there is an assured world market, and capturing new foreign markets
for a steadily expanding output of manufactured goods?

That, in the thesis of this book, is the only sound or workable liberal capitalism, and that,
it is held, can be workable only during the comparatively limited period of a century or
so, while the settling, grabbing and conquest of new resources and markets are possible.
A second gquestion is. Can we, in lieu of being able to finance expansion of the pre-War
type, resume the--roughly--1915-1929 formula of financing consumption-consumption of
munitions to kill people, or consumption of innocent and desirable things, like better
homes and automobiles for people who have not enough money to pay for such things
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under the system when soundly run? In the thesis of this book, financing consumption of
things by states, cities or individuals for which they haven't the money to pay, athough it
produces a happy state of affairs while it lasts, cannot be aworkable formulafor liberal
capitalism.

A third question is: Can we go on under some depression formula (Great Britain has been
on one since the War) of supporting from afourth to a third of our working population in
unproductive and discontented idleness, and thereby preventing a financial and social
crash, by means of huge yearly governmental deficits or by means of sufficiently heavy
taxation to avoid the deficits? (Great Britain reduced her deficit by repudiating her
obligations on her sterling debt and by defaulting on her obligations to our Government.)
A fourth question is: Can we effect a sound world economic reorganization so as to put
the old system in a better position for a fresh start, assuming satisfactory operating
conditions are attainable? That is to say, more concretely, Can we reduce debts to
manageabl e proportions without causing too much of an upset through the results for the
creditors? Can we restore comparative freedom of international trade and investment,
restore confidence in future credit contracts by currency stabilization on a permanently
sound basis, and liberate such things as prices, wages, supply and demand from
disturbing political interferences, which are destructive of sound capitalism, without
being constructive of a workable socialism?

The question whether we can go back to the i9th century or pre-War formula, of
expanding population and exploitation of new territory and markets, is obviously
answerable only in the negative. Developing the answer must be largely a matter of
explaining the laws of population growth, for capitalism is as population grows.

With arapidly expanding population, serious political obstruction of capitalist ways, or
attempts at maintenance of wages above a given minimum at which production is
profitable, cannot prove effective. The rapidly expanding labor supply flouts all such
attempts. The fact that real wages rose during a period of large labor supply and
comparatively little political interference, though there was some unimportant labor
union interference with wages, is easily explainable by the accompanying facts that,
during the same period, the supply of good land and natural resources for exploitation, as
well as the efficiency of the technigques of production, were increasing more rapidly than
the supply of labor. Briefly, then, the supplies of l1abor and natural and technical
resources for capitalistic exploitation were increasing at a rate to make capitalism
workable, which isto say, profitable; and the supply of natural resources and productive
techniques were becoming available fast enough to insure steady improvement in the lot
of labor. The capitalist thrived and the worker was content not to interfere seriously or
politically with the system.
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What has made capitalism a workable system has never been stability or slow growth.
Capitalism has worked only to the extent that it has been able to grow in geometrical
progression or at compound interest. The possibility of compounding the return on the
total investment is necessary in order to keep up continuous reinvestment in capital
goods. Continuous reinvestment in new capital goods is necessary, in turn, in order to
keep up employment if certain receivers of income receive more than enough for their
current consumption. Every intelligent exponent of the present system, whether a
practical business man or a professional economist, has only to offer, as the way out of
the depression, arevival of new capital investment. There are wide differences of opinion
as to what are the best policies for inducing an increase in new capital investment but
never as to the necessity for such investment.

It is not recognized that in the present depression we may be facing the challenge of a
physical or mathematical law which, at last, is becoming operative in respect of the
growth of capitalism. The ideas that, according to mathematical and physical laws, every
guantity which grows by geometrical progression or at compound interest must in a
comparatively short time reach the top of its growth curve, and that the total volume of
capital invested for areturn is a quantity which has to grow at compound interest if the
capitalist system isto work, have simply not been tolerated in any respectable body of
theory or teaching about our present social order. For over a century of rationalizing
capitalism, these simple and obvious ideas have been rigorously excluded from every
important body of social doctrine except, of course, that of Marxian communism. Even
the harshest critics of modern capitalism have never for amoment questioned its ability
to go on growing indefinitely in geometrical progression. During the past six years of the
depression, even, it islittle less than surprising that reforming liberals of the Nation and
New Republic types, or avowed socialists of the Norman Thomas type, have continued to
assume that recovery from depression iswell nigh automatic and virtually inevitable.
Now, the laws of mathematics and physics as to every compound interest growth curve
flattening out and turning downwards at some point, do not indicate that this particular
depression must be the last in the history of modern capitalism. But these laws do prove
that there must be a last depression, and that its coming cannot be a matter either of
millenniums or centuries. With this fundamental proposition established as a basis for
discussion, instead of the classical assumption that, as human wants are insatiable and as
physical resources for their satisfaction are far from being fully used, capitalistic
investment the world over can continue indefinitely to compound as it has done for a
century or so, it becomes arelatively easy matter to deduce from many of the signs of the
times that the culminating point in the growth curve of capitalistic investment has been,
or is now being, passed. The simplest and most obvious fact indicating this deduction is
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that of the failure of vast accumulations of current savings, or of immense credit
potentialities of our banking systems, to make new investments.

The point of this chapter isthat liberal capitalism, involving among other things, asit
does, a quantity of profit yielding investments, furnishes no exception to the
mathematical laws of growth. Liberal capitalism has not the quality of being able to go on
growing as nothing else on this planet can go on growing. If any oneisinclined to
guestion that liberal capitalism was ever supposed to be an exception to thisrule, let him
but read either the dry-as-dust economic texts or the bigger and better business
propaganda of any period during the past hundred years. This contrary-to-fact assumption
of the possibility of indefinite growth for capitalism was never expounded with more
confidence, absurdity, or scholarship than during the five years just preceding 1929, all of
which merely proves that the social sciences are merely the sciences of propaganda, and
operation of the existing system, and never sciences of detached observation and
description of the existing system.

Mathematicians and natural scientists have understood the laws of growth for
generations. It istaking the world crisis, and Lenin, Mussolini, and Hitler to teach the
social scientists of liberalism that this old law of growth applies to accumulations of
income producing investment as well asto everything else that grows in quantity. It isthe
same law that explains why the descendants of two flies, two guinea pigs, two fish, or
bacteria spores, do not and cannot cover the face of the earth in six months or some brief
period of time, according to theinitial rate of reproduction. If one cent had been put on
compound interest, annually at one per cent by a Garden of Eden Investment Trust 6000
years ago, the present fund would be large enough to make every one of the two billion
inhabitants of the globe worth about a half a quadrillion dollars. The total wealth of the
globe probably does not exceed two trillion dollars, as values are now computed.

Two rather simple series of events prevent the multiplication of any biological speciesin
geometrical progression or at a compound interest rate: Thefirst of these eventsisthe
failure to find enough food (in the case of reproductive capital the failure to find
profitable markets). The rapidly multiplying creatures soon begin to eat each other, die of
starvation, or get eaten by other creatures who find themselves up against the same
survival difficulty. The second of these events is autointoxication. As the members of the
rapidly multiplying colony attain a certain density of population, the poisons which their
life processes generate kill off multitudes of them.

The laws of growth can be found in any number of works on natural science, an excellent
discussion of the subject being contained in Raymond Pearl's recent Biology of
Population Growth. He points out that the laws of growth can be expressed in recondite
statements or in mathematical shorthand. They amount to saying about this, " Growth
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occursin cycles. Within one and the same cycle, and in a spatially limited area or
universe, growth in the first half of the cycle starts slowly by the absolute increment per
unit of time, and increases steadily until the mid point of the cycleis reached. After that
point, the increment per unit of time becomes steadily smaller until the end of the cycle."
It is self-evident that this generation is living in a period which marks the turning point in
the curve of population growth of the capitalistic nations. The significance of this fact for
the capitalistic system is, of course, the central idea of the present chapter.

It is seldom that people stop to think, in discussing the workability of the present system,
that in the hundred and fifty odd years of the system’'s modern operation, or since 1780,
the population of this country has grown fiftyfold, or from 2,200,000 in 1780 to
123,000,000 in 1930. The populations of the preeminently capitalistic countries show a
similarly geometric progression in population growth, Britain and Germany for instances.
All that is needed to give a clear and quick view of the significant population trends for
the United States since 1780 is a glance at the curves of total population and percentage
of yearly increase in population, respectively. Such atableau may be found on Page 2 of
Recent Social Trends, in the article on the "Population of the Nation" by Warren S.
Thompson and P.K. Whelpton. The population curve, after over a century of rise, is
beginning to flatten out in the 20th century, and the percentage of increase has been
steadily going down since the 1830's. During the sixteen decades from 1710 to 1860, the
average increase per decade was 34 per cent. In the period 1860-1910 it averaged 23 per
cent per decade. In the two decades 1910 to 1930 it has dropped to 15 per cent per
decade. By the end of the decade 1930-1940, it will have dropped to 8 per cent per
decade.

Writing on " The Population Question Restated,” Mr. Roberts, in the New Statesman of
June 16, 1934 says " At the present time every four female children born in England and
Wales |eave on the average but three female descendants. In other words, if the present
birth rates continues, the number of potential mothers will diminish by one-quarter in
every generation. Assuming no further fall in the birth rate, Dr. Charles says that, once a
stable age composition has been reached, the population of England and Wales will in
Zoo years have fallen from 35,000,000 to 6,000,000 (where it was in 1830). Should the
net reproduction rate fall to two-thirds of its present figure, our total population would in
300 years drop to 45,000." Kuczynski, an American authority on population, points out in
The Balance of Births and Deathsthat " According to the fertility and mortality in western
and northern Europe in 1926, one hundred mothers gave birth to ninety mothers only.
With the fertility of 1926 the population is bound to die out unless mortality of potential
mothers decreases beyond reasonable expectation." He predicts that population will reach
its maximum in France in 1937, in Germany in 1946, in the British ISlesin-1942, in the
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United States, a maximum of 142 million by 1960. Russiais the one large country in
Europe with arapidly increasing population. There, 100 mothers are giving birth to 165
potential future mothers.

These population figures show that even if we had not stopped three-fourths of the pre-
War yearly immigration by new restrictive legisation just after the War, the time would
soon have come-it is here now-when our annual quota of immigrants must be reduced to
asmall fraction of what it was before the War. Actually, during the past three years we
have been losing more people by emigration than we have been gaining by immigration.
The chief reason, of course, for the end of our population growth by immigration, even
assuming no restrictive legidlation in this country, is that the European countries, with the
exception of Russia, no longer have arate of population increase which affords them an
export surplus.

Capitalism, as aworking system, requires opportunities for profit-making. Profit-making
requires the use of factors of labor and natural resources in a situation of rapidly
expanding demand for their products. A growing supply of workersis not the only
essential for capitalist prosperity, but it is one of the absolutely indispensable essentials.
It would be difficult, for instance, to measure how much capitalistic prosperity in this
country for a hundred and fifty years has owed to rising land values produced by nothing
so much as rapid population growth. Many a unit of a basic industry, like farming,
railroading, merchandising or amusement, has been operated inefficiently and at aloss
but shown a net profit over a number of years, due solely to the sale of real estate that had
doubled and trebled in value while in use. To restore this element of capitalist prosperity,
rising land values, we must reverse the present trend in population increase. And none of
the would-be saviors of liberal capitalism are even suggesting such aremedy. On the
contrary, most of them support the demands of labor for immigration restriction and the
demands of many for birth control.

The pre-War pattern of capitalism called not only for plenty of cheap labor to exploit, but
also for plenty of cheap and good land, and plenty of rich but cheap natural resourcesto
preempt and exploit. It was the cheap labor that made the resources valuable, and the
cheap resources that made the cheap labor valuable. And it was an unusual combination
of circumstances which made a market for the products of these combined factors of
production. It should be obvious that the happy combination of factors making for an
increasing volume of production and of market demand for the product could not be
indefinitely maintained. The iron laws governing the phenomena of compound interest
will not allow such geometrical progression to infinity.

Indeed, a stable market, or even a market whose demand increases by arithmetical
progression or at a simple interest rate, would not make capitalism workable, for such a
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market would not provide the necessary incentives for the investment of the surplus. No;
the market demand required for the healthy working of capitalism must expand at the
same rate of compound interest as savings, which rate, even if it were only one per cent,
would turn one cent into two billion times atrillion dollars in 6000 years and would turn
the present capital of the world into some equally fantastic quantity in fifty years. Modern
capitalism does not mean merely ownership of the instruments of production or private
management of production. It means that ownership may take aslarge a cut asit can get,
and that it may or may not reinvest its surplus as the prospects of profits are thought to
indicate.

The feudal lord of the manor was quite as much a property owner as the millionaire under
modern capitalism. He had property rights in the tools of production, and often directed
some of the processes of production. But, unlike the man of property under modern
capitalism, he could never make a decision in respect of his property rights one of the
results of which would be widespread unemployment and destitution, for, as a practical
matter, he could not expel the serf from the land or deny him the use of the land and some
elementary capital for the production of food, shelter and clothing.

Modern capitalism is the first important system of property rightsto allow property
owners to make decisions which result in large scale unemployment. The much vaunted
freedom of modern capitalism is largely a matter of the freedom of property owners from
socia responsibility for the consequences of their economic choices. It is a matter of the
freedom of property owners not to invest their savingsif the profit incentive is not
considered sufficient. To say that it is also a matter of the freedom of the worker to
abstain from work isto utter a shallow mockery of human necessity. Therich manis, ina
practical sense, free to withhold his savings from investment. The poor man is never free
in any but alegal and absurd sense to withhold his labor from the highest bidder,
however low the bid, if, as the principles of sound capitalism require, so to withhold his
labor isto starve. At the present time, one of the fundamental rules of sound capitalismis
being violated by the payment of the dole, which prevents a man from starving and thus
enables him to withhold his labor from the highest bidder if the bid is not materially
higher than the amount obtainable from the dole.

Of course, the chief assumptions on which liberalism, in contradistinction from
feudalism, has accorded the prevailing measure of economic freedom to capital and labor
are that the profit incentive will always suffice to insure afull and voluntary use of
savings and available credit in new work-making investments or enterprises, and that
hunger will always insure the acceptance by labor of the highest bidder for labor. Both of
these assumptions are knocked into a cocked hat by present facts. The latest figures on
unemployment and the hoarding of bank credit and private savings suffice to prove that
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the profit incentive is not forcing idle funds and credit into new investment. And an
amost universal dole is preventing the hunger incentive from driving the unemployed to
accept the market wage which might be aslow as, or lower than, the dole. The point of
this reference to the difference between feudalism and capitalism is not to argue any
proposition as to the relative merits of the two systems and certainly not to plead for a
return to feudalism. The point merely isthat property rights are not synonymous with
modern capitalism, or that a regime respecting private property rights can also impose
social responsibilities and discipline on property owners which our good liberal system
and American Constitution expressly exempt property owners from bearing. The point
may also be put in this way: Whereas modern liberal capitalism requires a market
expanding in geometrical progression for its successful operation, other systems
maintaining property rights did not require any such rate of market expansion.

If modern capitalism simply meant private ownership and management of the factors of
production with a view to yielding owners and managers a return for ownership and
management (such return to be fully consumed by the recipients, put into necessary
capital replacements and even into some expansion of production as well as use property
in arithmetical progression or at simple interest, without any considerable compounding
of profits) thereis no iron mathematical law which would doom it to collapse in some
comparatively brief period of feverish operation. That sort of system of private ownership
and management could be made stable and workable, given good national planning and
good government. And that sort of system fascism envisages. But that sort of systemis
not capitalism, nor isit workable within the framework of the present system. If profit-
yielding investments cannot be piled up in a compound interest or geometrical
progression ratio, capitalism does not work. It will, of course, be asked by many, Why
not?

The constant cry of the liberal reformersis for areadjustment or revamping of the present
system to get rid of some of its contradictions or mechanical defects. Why these
readjustments cannot be made within the framework of the system isreally one of the
larger themes of this book, and cannot be covered fully in any one chapter. Suffice it to
say at this point that the fundamental reason why a stable system of private ownership
and management cannot be operated under the present system is that any stable system
would have to include alarge measure of state planning and state imposition of many
features of the unique national economic plan, all of which the State is now, by
Constitutional inhibitions and alack of necessary mechanisms, prevented from realizing.
In short, no return to the 19th century pattern of expansion is possible today. Possibly, a
thousand or more years hence, after the world's population shall have been reduced from
two billion to afew score million, and after the Americas shall have been returned to a
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mere handful of nomadic aborigines, a new liberal, capitalistic culture may arise from the
ruins of decadent planned economies and flourish while the new continents are being
settled, and while population is being increased several thousand per cent in the course of
afew brief decades. The break needed for arevival of liberal capitalism isthe starting
point of 1775 or even 1840. For a cycle of expansion, or growth in geometrical
progression, nothing matters so much as the starting point, whether it is a case of
multiplying flies or productive capitalistic plants. Y ou can start a rapid growth cycle quite
easily with two flies-but not with several quadrillion. Y ou can start arapid growth cycle
with several million dollars seeking profitable investment but not with several hundred
billion. Most of the pleas by liberal economists and sound business men for arevival of
capital investment, and most of the recommendations as to the ideal conditionsto provide
for such arevival, entirely ignore all this. The starting point for the expansion cycleisthe
thing.

That, briefly stated, is the dilemma of modern capitalism in 1935 as it faces aworld of
closing markets and the inevitable corollaries of rising fascism and communism. Since
1914, broadly speaking, the two prevailing formulas for the operation of the system have
been the financing on credit of consumptive expenditures and/or the financing of pure
depression relief, equally on credit. In the United States financing consumption on credit
with great accompanying prosperity, was the formula from 1914 to 1930, except for a
minor set back in 1920. And financing on credit relief for banks, railroads, farmers and
the unemployed has been the formula from 1930 to date. The questions whether we can
resume the consumption credit financing of the boom days or go on with the relief
financing of the New Deal, will be discussed in succeeding chapters.
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CHAPTER III

CAN WE RESUME CONSUMPTION FINANCING ON CREDIT ?

IN THIS chapter | shall take up the question, Can we resume the financing on credit of
large scale consumption ? In the next two chapters we shall continue the discussion, with
attempts to answer the questions. Can the present system go on carrying the

depression ? and Can we effect reorganization under the present system ?

Asto whether financing consumption on credit is a workable formula, it should be
enough to state the question to have answered it in the negative . But, thanksto the
material achievements as well as the fallacious propaganda of the late new era, and
thanks also to the numerous and influential money and credit management schools of
thought, the consumption-credit formula needs refuting . The case for the consumption-
credit formulais made appealing by the statement of three indisputable facts: Thefirstis
the enormous increase in our material equipment and productive capital between 1914
and 1929 ; the second is a great increase in the productive efficiency of man and
machinery ; and thethird isarisein the average standard of living and a 32 per cent
increase in the real wages of the employed between 1914 and 1928 .

These achievements were, of course, marred by a slow but sure growth of technological
unemployment and an increasing tendency for real wagesto lag behind therisein
productive efficiency and the total output . But these defects, which the Technocrats and
most schools of social critics used as good talking points against the system, did not
suffice to discredit it greatly with the masses or to prove it unworkable . The only thing
effective that can be said against the prosperity of 1915 to 1929 isthat it could not be
kept up .

President Hoover's Committee on Recent Economic Changes, in areport drafted in 1929,
just before the crash, reassured the country that as human wants were nearly insatiable,
we should be able to keep up and even enlarge indefinitely our production . But the
depression has taught that the insatiability of human wants has little to do with the
volume of effective demand for goods and services.

After the insatiability of human wants, the excellence of the latest financial machinery
and techniques was generally supposed to constitute the next best guarantee of continued
prosperity under the formula of credit financed consumption . Yet all that the excellence
of the financial institutions and their operation served to do was to enable a bigger
inflation bubble be blown than the world had ever seen before, with this difference
between the ensuing sequel and that of all previous bubbles--when the bubble burst the
explosion was bigger .
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Before 1929 it would have seemed necessary to argue the point that the volume of
production could not be maintained indefinitely by lending people money to pay for
consumer goods which they could not otherwise afford to purchase. Thisargument,
stated more fully in my previous book, Is Capitalism Doomed ? (see pages 17-30), runs
somewhat asfollows: First, the buyers whose added consumption is financed are, in a
short time, borrowed up to their limit, and thereafter they are forced to buy and consume
less by the amount of interest they have to pay than they could buy, pay for and consume
had they never borrowed . Second, the receivers of the interest will not consume or
reinvest their full interest income because, among other reasons, the payers of the interest
are consuming less and so furnishing less incentive for the investment of new capital .
All this has now been demonstrated practically by depression experience . Inthis
connection it is not amiss to remark that Professor E.R.A. Seligman, the dean of
American economists, wrote The Economics of Instalment Selling at the peak of the
boom, this work being subsidized by General Motors Finance Corporation, as an
objective study of consumptive credit . The most interesting thing about this voluminous
work was that it devoted |less than a page to the barest mention of the only important
feature of instalment buying, namely, the interest cost to buyers and itsimplications .
Professor Seligman might have shown, but did not show, that instalment buyers never
pay less than fourteen per cent interest, and in some cases pay over fifty per cent. The
high actual interest charge, of course, is somewhat concealed by anominal rate like six
per cent on the initial amount borrowed, which may amount to an average of fourteen or
eighteen per cent on the money actually in use, for the borrower goes on paying six per
cent on 100 for ten or twenty months, though he may have that amount of debt
outstanding only during the first month .

Today, the simple pleato lend people money to pay for goods they cannot afford, though
common enough, is less often heard than during 1914 to 1929 . The consumptive credit
fallacies are by no means dead, but they are less blatantly proclaimed . The main reason,
probably, is that so many influential people, including notably the rich and the bankers,
are now preaching economy, retrenchment and a balanced budget to the richest
government in the world, all of which makesit alittle inconsistent for them publicly to
exhort poor people and or cities in the next breath to buy and spend on credit .

The most appealing current arguments for an attempt to resume the consumption-credit
formulafor capitalistic prosperity come from the money and credit cranks, and are
strangely interwoven in their various schemes of inflation, managed money and managed
credit . In effect, what they say amounts to something like this™Y ou have had your
fingers burned playing the Wall Street and high pressure sales schemes of credit uses.
Now try our new system, which can't lose. Itisdifferent."
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Some of these apostles of more money or cheaper money or lower interest rates by the
Central bank are eminent, erudite and disinterested believersin their scheme. Keynes,
Cassel and Irving Fisher may be named as distinguished examples of thisart . The vast
majority, however, have a personal interest to serve, evenif it isonly reélection, in
getting the government to buy silver, gold, cotton, wheat, government bonds, commercial
bank paper, preferred stocks of banks or anything else with paper money at apricein
excess of market value. The simplest set of interests served by the inflationistsis that of
the Congressman who wants the votes of the people to whom the Government gives the
money, as well as the votes of the people who don't want to put up this money in
additional taxes.

Practically all the money and credit panaceas involve an increase in the quantity of paper
money or central bank deposit credit, on the following line of reasoning : The central
problem of any depression is getting more goods paid for ; getting more goods paid for is
amatter of getting more money spent ; getting more money spent is a matter of getting
more money into circulation ; getting more money into circulation is a matter of getting
more money printed by the Government printing press or created by the Federal Reserve
Banks in the form of loans to member banks of the Federal Reserve System, or purchases
by the Federal Reserve Banks with their ssmple notes or credit of gold, silver, bank paper
or anything else Congress, by law, may authorize them so to acquire .

These reasonings, of course, completely disregard many simple and obviousfacts. First,
there is always enough money in circulating currency, plus bank deposit credits, to permit
enough buying to put every idle man to work on overtime and to keep him busy
indefinitely, provided there were the requisite disposition to keep on spending and
investing . There was no decline in the total volume of bank depositsin the United States
until the third year of the depression . Asfor currency circulation, its total volume has
varied little except during the run on the banksin the early part of 1933 .

Second, money does not get spent or invested merely by reason of being deposited in
banks, whether by the Government depositing newly created money or whether by
private individuals depositing their genuine savings. If the banks do not find that the
state of business justifies lending out the money deposited with them, or, rather, using
such money as areserve base for the creation of new loans and deposits, the banks can
receive no end of new money from the Government, or savings from private individuals,
without, in conseguence, increasing total deposits or loans. This statement is now
established as a fact by the holding of nearly three billion dollars of surplus reserves by
the banks of the United States, or reserves enough to support thirty billion dollars of new
|loans and deposits, the . investment of which in new capital goods would give us a boom
for four or five years.
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Believersin money and credit panaceas generally fail to perceive that the uses made by
the banking system of genuine savings and the instrument of bank credit determine more
than any other group of factors the beginning, duration and end of adepression . Itisthe
use and not the quantity of money savings or money reserves that counts. And guantity
of money does not determineitsuse. In the case of avast majority of the people, sheer
need determines the use made of 100 per cent of the money which passes through their
hands--this money gets spent by them asfast asreceived . If the poorest half of the
population received ten per cent increase in money income, they would, it isfair to
assume, spend the entire ten per cent . But if the richest two per cent of the people
recelved ten per cent increase in money income today, it isfair to assume that hoarding
would be increased to this extent . In the case of the surplus money held by those who
can save, or the surplus money held by banks, quantity has little to do with use. Only the
general business situation, or the prospects of making areturn with safety for the
principal, determine the bulk of decisions made either by banks or individuals as to the
use made of surplus money .

Only during the past year or two have professional economists come to recognize that a
dollar saved and deposited in a bank is not, necessarily, adollar invested in new capital
goods. Up tofiveyearsago, it was dogmatically asserted in every respectable economic
text book that a dollar saved was, necessarily, adollar invested . Making this assumption
served a useful purpose as propaganda. For instance, extreme conservatives could
reason from this premise or axiom that the greater the inequalities in income, the larger
would be the savings and, hence, the greater the increase in productive capital for the
general enrichment of mankind . With this fallacious axiom firmly planted at the outset
of the discussion, any attempt to open up the question of the effects of unequal
distribution of income could be completely crushed .

It is from this same fallacious premise that the money and credit believers, and the
guantity-theory-of-money believers, have invariably reasoned to the conclusion that more
money, rather than merely more money for people who have not enough for decent
living, isthe acute need . The crux of the problem, so far as getting money spent is
concerned, is that two-thirds of our savings are made by 2.3 per cent of the families of the
country, or those having incomes in excess of 10,000 a year, and that our total savings do
not get invested new capital goods as fast as accumulated .

It is not the fact that savings are made, but the fact that savings are not promptly
converted into demand for new capital goods that is responsible for the initial declinein
total production and consumption . The reason why savings are not continuously and
fully invested, of course, isthat consumption does not increase fast enough . And, one of
the chief reasons why consumption does not increase fast enough is that so much of the
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national income is being withheld from consumption or saved . Thisdilemmaisfully
explained in the series of the Brookings Institution, on America's Capacity to Produce,
America's Capacity to Consume, and The Formation of Capital . The dilemmaisin no
sense a monetary one.

The monetary and credit theorists never propose anything quite as simple as having the
Government print and give away so much money to so many poor people just for the sake
of getting the money spent . If they did, their case would be much stronger in logic
though not in political discussion. And, of course, they never propose anything as
obvious and sensible as having the Government take so much money from so many
people who are not spending or investing it and give that much money to people who are
so poor and needy that they would be sure to spend any money they received as soon as
they got it . It takesamind asintelligent as that possessed by the late Senator Long to
think of anything as simple and sensible as that--simple and sensible if the real purposeis
to get more money spent .

No, the monetary and credit crank schemes work on atheory which is much more
complex and silly . The basic assumption is that the whole system works inevitably, and
would work better if it got alittle monetary or credit shot in the arm . The government
accordingly puts out more money, or causes the Federal Reserve Banks to put out more
money--which isthe same thing . Thisisdonein such away that the Government is said
to be giving no one something for nothing . And no one having anything taken from him
for nothing . Everybody, including Uncle Sam, gets his money'sworth . When it isall
over, thereis supposed to be more money and more goods to buy with that money .

Most of these money theories and policies for getting more money into use (or really into
the banks) have been, and are actually being, tried out by the Roosevelt Administration .
Chief among these policiesisthat of having the Government offer to buy in theoretically
unlimited, though in practically quite limited, amounts 22 grains of fine gold for 1.67,
whereas it used to pay 1 for that much gold . Thus, the Government puts out 67 cents
more for the same quantity of gold, which it does not have any earthly use for, asit
already has more gold than it requires. But aimost every monetary theorist felt that if the
Government paid 67 cents more for a given quantity of gold it did not need, prosperity
would follow . This measure was also supposed to help the debtors, who, obviously,
have no gold and who have had just as hard a time getting a paper dollar since 1933 as
they had before. Of course, had the yearly gold output of the United States been
increased several thousand per cent as aresult of the higher buying rate for gold, the
Government could have put out agreat deal more money .

But doubling the American yearly output of gold for the new price would not mean
putting out much more than an extra hundred million new paper dollars, ameretrifle for

http://yamaguchy.netfirms.com/dennis/fascism_03.html (5 of 10)5.4.2006 8:58:57



Lawrence Dennis, The Coming of American Fascism, Ch 3

a Government which is spending six times that much paying the C.C.C. boysto chase
caterpillars and play around in the woods . If the inflationists had only authorized the
Government to buy all the peanuts tendered at sixty-seven per cent above the market
price of June, 1933, we might by now have half the United States in peanuts, with a
resulting crop that would take several billions of paper dollars to pay for, thus giving the
country areal dose of inflation. Moreover, the peanuts so produced in car loads might
possibly find uses which the gold being acquired by the Government and buried again
under the earth certainly does not find .

It isonly fair to the monetary and credit believersto say that their theories, as well asthe
underlying assumptions as to dollar saved being a dollar invested, and as to banks being
forced by increasing reserves to increase loans and deposits -- assumptions common to
orthodox economics as well as heterodox monetary systems--did not appear as mad in the
19th century, or even up to 1929, asthey now seem . During the 19th century there were
usually more good borrowing risks at high interest rates than the banks had reservesto
take. And so it happened, to cite but one conspicuous instance, that in 1879, following
several years of depression, recovery was greatly assisted, if not actually started, by afew
hundred millions of dollars being added to our cash and gold reserves by reason of the
happy combination for the United States of a bumper wheat crop and a drought over the
major wheat producing areas of Europe. Today, pumping two or three billion dollars
new money into the money stream or the reserves of the banks, may be compared to
forcing heavy doses of food on a man whose chief complaint is an inability of the
stomach to retain or digest food .

Banks do not lend money, or use their surplus cash reservesto increase loans and
deposits, merely because they have such surplus cash . Bankslend money only if they
see agood chance of getting it back with interest . Making money easy, cheap or
abundant, as one may care to word it, does not, of itself, create the conditions which
make a profit possible. The liberal economists have assumed, always without proof, that
such conditions are inherent in the natural order of things. This assumption merely adds
proof that liberal economics was essentially a system of propaganda, for, as far back as
recorded history can enlighten us, it has been the custom of the rich to hoard their wealth
in gold, precious stones, and treasure rather than t invest it in new capital goods.

It has only been afeature of a special world situation to have surplus income or wealth
continuously reinvested in more productive capital . If thereis anatural order in respect
of saving, it would appear to call for hoarding what is saved, asis now being done and as
was done for thousands of years. The return to hoarding is areturn to what was
traditional for thousands of yearsin all parts of the world . The return to hoarding is
something to be explained not as unusual or extraordinary, but merely as a sign that the
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era of modern capitalism is approaching its end and that we are getting back to a
normalcy with respect to the disposition made of surplus funds which prevailed for
thousands of years all over the world .

Inflation, of course, if and when carried far enough to induce a state of panic about the
future value of the currency (as happened in Germany in 1923 and 1924) certainly does
stop money hoarding by producing aflight from money to goods. But, while acute
inflation stops money hoarding, it intensifies credit hoarding . Thisis true because, while
inflation makes the holders of surplus money want to exchange it for goods, inflation
certainly does not make any one want to exchange money or create new bank credit
money for promises to make future payments in money which will be worth less.

Now, if one stopsto reflect that the supply of currency is around six billion, whereas the
supply of bank deposit money has been reduced during the six years of the depression by
over twenty billion through the curtailment of bank loans, one must see that an
acceleration in the velocity of spending of the forty billion of bank deposit money till
outstanding, plus six billion of currency money in circulation, would have to make up for
the loss of twenty billion of bank deposit money extinguished since 1929, plus the further
loss of now outstanding bank money which would follow the outbreak of areal inflation
panic . Thereisno doubt, however, that areal inflation panic could, for a brief moment,
accelerate spending to such an extent that all our stores and warehouses might be emptied
overnight of goods, so to speak . But it could not last .

The dilemma of inflation isthat it must either stop, thereupon leaving the patient worse
off than before, or else lead to disaster . The boom on rising prices can last only aslong
as the purchasing power of the currency can fall, and this can only fall to zero. Many
reputable economists and statesmen have been preaching the fallacious doctrine that
conditions can be improved and stabilized at a higher level of prosperity simply by
having prices stepped up so much and then stabilized at a higher level . Prices can be put
up but they cannot be stabilized .

Simple logic aswell asthe most exhaustive study of economic history indicate that if al
prices are moved up so many points and kept there, no one is any better or worse off, and
that, if certain prices are raised more than others, certain persons will profit on the losses
of others. Itis, however, aways easy to whip up enthusiasm among farmers and
business men for a price rise, because through it they can at once figure a quick and sure
money profit . They do not pause to reflect that the profits from such price rise must be
lost when they turn around to restock or to consume their wealth . A study of price
movements over a hundred-and-twenty-year period shows an almost even division of
total number of yearsinto years of rising prices and years of falling prices. Good times,
of course, went with rising prices, and hard times with falling prices. These periods of
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rising and falling prices resulted from the play of relatively freely acting economic forces
and not planned price manipulations.

Nothing in sound theory or actual experience warrants the hope, on which the early New
Deal philosophy leaned heavily, attaining anything like price stability under the present
system . Nor isthere any reason to imagine that price stability is ever desired by business
men as awhole. The price raising advocates never say to the people "We offer you a
limited period of rising prices and good times which must be followed by" either (1) "an
approximately equal period of falling prices and hard times such as characterized our
19th century business cycles' or (2) "adisastrous currency and credit smash when our
inflationary bubble bursts as occurred in Germany in 1924 ." On the contrary, they say,
"We offer you immediate profits and increased business on the price rise and stabilized
prosperity when we get prices where we want them ."

The first four months of Mr. Roosevelt's administration were brightened economically by
amild flight from the dollar to merchandise and manufacturers inventories of goods and
speculative holdings of securities at higher prices. Thisflight from dollars to goods or
securities was induced by the devaluation of the dollar--first by the belief or rumor that
devaluation was intended, and then by the White House announcement that it was
intended . Devaluation was stage managed with perfect technique to secure the desired
effect . The same measure of devaluation could have been carried out in our Situation
without affecting pricesif no prior announcement of had been made and if it had been
suddenly proclaimed to be accomplished fact . Every one then would have had exactly as
much money the day after as the day before, as of course actually happened in 1933,
except the few people who had gold coins or bullion--not much over 500,000,000 at the
time. And no one would have had any good reason to act differently as aresult of the
devaluation except owners of gold mines.

Of course, the Federal Reserve Banks, after the devaluation, could lend more paper
dollars and so enable the member banks to lend a great deal more . But they have done
the opposite. The gold reserves of the Federal Reserve Bank since the war have always
been far in excess of requirements, and so also have been the cash reserves of the
member banks . Foreigners can buy our goods cheaper than before because of the
devaluation, but they don't buy more on account of the lower gold price because their
tariffs and other economic policies prevent them from doing so . Consequently, the
devaluation of the dollar has been a dud as an inflationary measure . We shall get
inflation only by reason of direct government spending in excess of revenues. We shall
get such inflation by government deficits inevitably but slowly--and with the usual
debacle at theend .

No doubt, however, Mr. Roosevelt was relieved that the mild flight from the dollar to
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goods induced by his announcements of devaluation purposes did not go very far . For,
aswe have already pointed out, the proponents of deliberately planned policies of price
raising aways find themselves sooner or later on the sharp horns of thisdilemma: Horn
one, when prices stop rising the boom collapses ; Horn two, if prices don't stop rising,
everything collapses. This New Deal dilemmais not the way to avoid fascism, asthe
New Dealers have hoped, but rather to make it inevitable .

And, even while prices are rising, every oneis not on the bandwagon . The high cost of
living is not an empty phrase for the worker whose wages do not rise as fast as the food
and clothes he hasto buy . Itisaways easy to infer, when one sees newly-rich profiteers
on price rises giving champagne parties during an inflationary boom, that all iswell . But
thisinferenceis only possible if one fails to observe the misery caused by the wage lag
behind prices.

The question whether the present system could resume use of the consumption-credit
formula of 1915-1929 was posed for discussion in this chapter . The theoretical
impossibility of operating on that formulafor any length of time, due to the consequences
of increasing debt charges, was pointed out, and brief allusion made to the practical
demonstration of thisimpossibility furnished by the depression . Then we took occasion
to pay our respects to the monetary cranks who would increase the supply of money in
the hope that the newly created money would get spent and lent . We have seen that new
money gets spent and lent when Government actually spends or lends it, but that it does
not get lent or spent merely by reason of being put in the banks, whether by direct
Government loan or gift to the banks, or by deposit by private individuals. The banks
could today use their surplus reserves to make large loans to consumers for

consumption . Such loans are rightly deemed unsound by the banks and are not being
made . This banking judgment pretty well answers the question whether we can restore
prosperity by financing additional consumption on credit--if it needed any other
answering than that furnished a good theory and the post-war experience with spending
beyond income.

This conclusion, however, must not be mistaken to involve in any way the notion that,
during the credit boom, we were spending or consuming too much . On the contrary, we
were not spending on consumption goods enough to provide a market for the capital plant
we were then expanding, which, as we have aready seen, was the reason why the further
expansion of capital goods was checked, this checking of new investment constituting the
depression . We were not consuming enough, but we were consuming too much on
credit . To be self-sustaining, consumption must be on a pay-as-you-go basis. And,
obviously, production can only be sustained in a volume equal to that of consumption .
The best interests of ownership and management now require a new formulawhich is
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antithetical to that of modern capitalism . The new formula must recognize that
ownership and management can take a cut of total production as a wage of management,
or areward saving, if such areward be found necessary, only for use not for
compounding the investment . The new formula will seek maximum total production and
consumption with long-run stability . The new formulawill, therefore, make no use of
credit financing of consumption .
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L awrence Dennis
The Coming of American Fascism
CHAPTER IV
CAN THE SYSTEM CARRY PERPETUAL DEPRESSION ?

THE wording of this question may be considered invidious, since no defender of the
present system admits that the present depression is anything more than atemporary or
emergency phase. The assumption that the depression is an emergency, and that recovery
must be around the corner or already in progress, is fast becoming untenable. Towards
the middle of 1935 there had become quite pronounced in conservative and even radical
circles an optimistic reporting of signs of world-wide business recovery. Maxwell S.
Stewart, a representative liberal critic of economic conditions, gives expression to this
ideain a contribution on "The Facts. Employment, Standards of Living and the National
Income," to a symposium on Economic Planning edited by Mary L. Flederus and Mary
Van Kleeck, when he says that for two and a half years business conditions throughout
the world have been definitely on the upgrade. Similarly optimistic statements about the
business trend can be found prominently emphasized in the public utterances of publicists
like Walter Lippmann or representative spokesmen of business conservatism, all of
whom cite this business recovery as the magjor reason for letting up on the reform features
of the New Deal and allowing alarger measure of economic freedom both to private
initiative and to the unemployed to find jobs or starve.

These optimistic findings of business recovery throughout the world are based largely on
misleading citations of statistics which show greater economic activity or steadinessin
1934 and 1935 than could be seen in 1931 and 1932. They take little account of the New
Deal in the United States, amagjor war of conquest being waged by Japan for the past two
years, a national government in Great Britain engaged in all sorts of enterprises of state
intervention in the economic process, and with fascism or communism in full blast in the
other larger nations except France, where admittedly there is an economic crisis
unmodified by what even an optimist would call business recovery.

Theindices of industrial production, for instance, taking those of the Federal Reserve
Board economists for reference, show an improvement from alow of 64 (1923-1925-
100) for the year 1932, to 76 for 1933, 79 for 1934, and 89 for April, 1935 It is not
considered how much of thisincrease in industrial production is due to deficitary
government spending, inaugurated as a continuing policy since 1932, or to the Japanese
war, or to war preparations all over Europe, and in this country, which have expanded
enormously since 1932.

The principal index or group of indications seized upon by the optimist of 1935, of
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course, may be said to liein the field of psychology. There is more confidence in banks
and a better feeling among the better-off about the general state of economic affairs-all
reflected in higher security price levels. It is not considered how much thisimproved
feeling is due to the fact that everyone now believes that Government will allow no
further deflation or large scale liquidation, that the business enterpriser and the gambler
on price changes have done extremely well, with some exceptions, on the government's
price and currency manipulation policies, and that it is generally thought that the areas of
socia unrest are now being satisfactorily relieved by the dole. It is forgotten that
increased production and better feeling have not reduced unemployment or increased new
capital investment.

If the term business recovery has any useful meaning, the trend called recovery must be
characterized by an increase in new investment and by a decrease in unemployment. As
for unemployment, the figures of the International Labor Office of the League of Nations
may be taken for the world at large, or the figures of the American Federation of Labor
for the United States. Whatever the figures taken for the trend in employment during the
two years preceding June 1, 1935, they will not show any marked change for the better in
the number of the unemployed. Production has been increased since the bottoms of 1932
were touched, but employment has not been increased accordingly.

Asfor bank loans to private enterprise, they have declined in total volume by about fifty
per cent, or over twenty billion dollars, during the six years of the depression, and they
have declined slightly since 1933. Their shrinkage continuesin 1935 in spite of amild
inflation of prices. From June, 1934 to June, 1935, bank loans declined by about a billion
dollars. Perhaps the most conclusive index of business conditions is that furnished by the
amount of money going into new capital issues of bonds and stocks to finance private
enterprise. These figures are easily obtainable, and are compiled and published monthly
by the Commercial and Financial Chronicle. If more money is being put by investorsinto
industry and trade to create new productive plant or working capital, then thereis
recovery. If not, it cannot be said that there is any recovery in progress. Let the following
table tell the story of new investment before and during the depression up to the middle
of 1935:

NEW CAPITAL GOING INTO CORPORATE ISSUES OF STOCKS AND BONDS
(The remainder of the new capital issues total is taken up by governmental and
foreign issues.)

The figures indicate units of one million dollars.

1935 1934 1933 1937- 1931 1930 1929 1928

For the entire year. .... 178 160 325 1,763 4,944 8,639 6,079

For the first 6 months of

each year............ 100 99 59 160 1,311 3,666 4,698 3,967
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1927 1926 1925 1924 1923 1922 1921

For the entire year..... 5,391 4,357 4,100 3,32-2 7,702 2,335 1,823
For the first 6 months of

each year............ 2,825 2,522 1,12-9 1,709 1,539 1,388 921

New capital going into private investment isindex of business health. Such investment,
asis seen from the preceding table, averaged over three billion two hundred million
during the first six months of each year during the five the surest year period 1925-1929.
For the same six months period during each of the years 1933-1935 the corresponding
figure has averaged eighty-six million, or one hundred million for the first six months of
1935. The difference between three billion two hundred million and eighty-six millionis
some measure of the distance recovery hasto travel from the middle of 1935 The
difference between fifty-nine million for 1933 and one hundred million for 1935 gives
some idea of the progress recovery has made. It seems a safe generalization to say that
there can be no recovery until new capital going into corporate investments exceeds six
billion ayear, as occurred in 1927, 1928 and 1929. For the year 1935 new capital for
private enterprise through the issue of securities bids fair to remain below two hundred
million dollars.

The question posed for discussion in this chapter is not whether the well-to-do still have
the means to maintain their living standards or to make new investments. In France,
during the French Revolution, the privileged classes maintained their standards up to a
few days before they went to the guillotine. The question is whether the system can carry
the present and slowly increasing overhead costs of the depression with the present level
of produced income and new investment. The question, Can the system carry the
depression? may be divided into the questions, Can the system carry the depression until
we enter the next big war? Can the system carry the depression and keep us out of the
next war? and Can the system survive our participation in another war?

Back in the halcyon years between 1923 and 1929 it was the custom to boast that
American workmen had too much self-respect to accept the dole and that American
capitalists had too much spunk to stand for British taxation. After England went off the
gold standard in September, 1931, American conservatism still found occasion to give
thanks that we were not as other men were: our Constitution would not allow us to go off
the gold standard. In 1935 the American Tories are pointing to the British situation with
its unstable currency, huge dole, high taxes and crisis-coalition government as a model of
recovery.

The fact, of course, is that the British have stabilized hard times better than any other
large industrial nation. This they have succeeded in doing because, first, after the United
States, they are the richest nation in the world and hence, after us, the best prepared to
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carry the overhead costs of along depression; and, second, because the depression settled
on England before it gripped any of the other industrial nations. England had no post-war
reconstruction or inflationary boom on borrowed American money. She settled down
right after the war to the depression and to carrying its liabilities-such as the unemployed.
By 1935 she has grown so used to economic hard knocks that whenever there is a dlight
ease-up, it seems amost like recovery.

From the end of the War to September, 1931, when England went off gold, deflation was
in course, but the slight fall in British gold prices had failed to expand British exportsto
their pre-war volume. Doubtless British export prices, whether on a pre-war sterling
(gold) basis or on any devalued basis, could not have been lowered enough to expand
British exports to the pre-war volume. Nations all over the world have been bent on
increasing their economic independence of British manufacturing monopolies and,
accordingly, maintaining nearly prohibitive tariffs against England's basic exports at any
possible price, thus dooming British textiles and heavy steel industries to perpetual
depression. The British standard of living for the employed on wages and the
unemployed on the dole, all necessarily constituting costs of British industrial production,
has kept British real costs well above those of foreign competitors like the Japanese and
central Europeans maintaining much lower living standards. Since September, 1931,
when England went off gold and on the protectionist path, the British have been taking
mild doses of trade tonics which cannot prove indefinitely stimulating and which will not
square with the imperatives of the British situation. This dubious, though much touted,
improvement in British domestic trade, often miscalled recovery, has been engineered in
lieu of an unattainable recovery of the British export trade. It has been engineered mainly
by fostering wholly new industries through the adoption of protective duties and by
financing a construction boom in housing for the middie classes and equipping the new
British industries made possible by protection. Britain cannot indefinitely maintain, out
of her accumulated but now fast diminishing foreign surplus, the present British standard
of living and the costs of imperial defense without the large profits that went with her pre-
war foreign trade in which she enjoyed great bargaining advantage over the foreign
customer. Once England went protectionist, she thereby admitted final defeat in foreign
trade. She also thereby doomed herself to having the world arrayed against her for having
closed her markets, just as the Spanish by a similar policy of closed economy for the
Spanish colonies arrayed the rest of the world against Spain down to the opening of the
19th century when Spain finally lost most of her colonial empire. Y et the end of free
trade and the adoption of protection have been depression necessities for Britain, but they
are necessities which spell the doom of aliberal British imperialism. It remains to be seen
whether a fascist British imperialism will survive or whether the British liberals will
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carry the empire down in their inevitable defeat.

Certain it now seems that, with the first war move, England's liberal capitalistic and
parliamentary system--the parent model of the system--such as the war hasleft it, will
metamorphose overnight into a new authoritarian system. In this connection the much
ignored fact is to be emphasized that the World War brought English institutions de facto
far closer to fascism than they were before the war, or than our institutions are today. The
post War trend in England towards the enlargement of the sphere and powers of the
executive branch of the government has been the subject of a critical book by the Lord
Chief Justice.

If there were not a chance that the United States can stay out of the next world war, as
there surely is not for Great Britain, there would be little point to discussing the question
whether American capitalism can carry the depression until the outbreak of that coming
event. The chances are the next big war will break within five years and the chances are
about fifty-fifty that public credit and ballyhoo under President Roosevelt can hold out
until then.

What gives most point to this discussion is the consideration that