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1

THE GREAT CHANGE
IN BUSINESS PRACTICES

AMERICAN BUSINESS PRACTICE in its present state is the result
of many decisions made by many men in solving the prob-
lems immediately confronting them, created by ever chang-
ing conditions. There is no master plan behind these de-
cisions. All are made by individuals, in the light of their
experience of the past and their judgment of the future.

This system has grown spontaneously, without the theo-
retical background expounded by the classical economists.
It is an economy of balance and innovation, managed
through the foresight of administrators in industry, in fi-
nance, in labor, and in government, each adjusting as best
he can to his particular circumstances. This is no perfect or
self-adjusting economy. The roles that are played by the
different sections of the whole may be at times contradic-
tory, even antagonistic, yet in the end constructive.

The classical theory of economy as developed by Adam
Smith and David Ricardo, followed by a long line of econo-
mists through Alfred Marshall and Frank W. Taussig, was
built on a series of assumptions:

1. That there are many independent units in every in-
dustry, each without power to affect the total.

2. That each unit strives for the greatest profit in every
separate transaction as its final goal.
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3. That each unit is in active competition both in buying
and selling.

4. That in this activity a natural price results from de-
mand and supply.

5. That each unit in seeking its own interest furthers the
general social interest.

6. That there is nearly complete mobility of capital and
labor, and also free entry into or exit from any industry.

7. That scarcity of goods (taken as a whole) is normal
and hence an increase in production is the goal of industry.

On these assumptions, economists erected a theoretical
logical structure which indicated that a free market would
allocate resources to fill the needs of consumers in the order
of their preference. An equilibrium or a natural price
would exist about which actual market prices would fluctu-
ate closely. At the natural price, demand at any given time
would approximately equal supply for each article. Further-
more, any change in demand or supply would be reflected
in a new price which would mark a new equilibrium.

The theory of consumption showed how the demand for
each kind of article would be registered in the market in
the order of consumer preferences. The theory demon-
strated how the desire of businessmen to make the maxi-
mum profit on each article would lead to supplying at the
lowest possible price the quantity demanded of that article.
As a consequence, economic resources would be harnessed
to the needs of consumers. Scarce resources would be ra-
tioned through high prices.

The classical theory further showed how an economy
based on these assumptions would stimulate growth. The
more successful businessmen would be those more alert in
satisfying wants of consumers. They would seek to reduce
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prices through cutting their costs; therefore they would
search out the best sources of supply, install more efficient
methods of production, exercise better management. This
would lead to economic progress registered in a rise of real
incomes.

The classical theory assumed that the economy under a
free market competition would naturally approximate an
equilibrium. Therefore, a lack of equilibrium at any time
must be due to interference from the outside, such as a
drought or other calamity, political maneuvering, or a com-
bination creating a monopoly. The remedy was to restore
and preserve free-market competition.

Even in its highest development the free enterprise sys-
tem probably did not in any way approach the perfection
of the theoretical analysis. Indeed Adam Smith’s work was
in large part inspired by a moralistic desire to point the true
way in an imperfect world. In this approach he and his fol-
lowers were successful, for the general judgment has long
been that any deviation from this ideal concept of free
competition is immoral; and, in truth, the theory was based
on a solid set of facts which under then existing conditions
had much to commend it. Legal theory has adopted it al-
most without change; but if the assumptions on which the
classical theory rests are not true, the major tests which the
economy must meet cannot be judged by the classical
mechanisms.

Businessmen engaged in the management of large enter-
prises have long since rejected the classical theory as an ex-
planation of their actions and methods. Many, though not
all, economists have become increasingly restive when
seeking to theorize about the free-market competitive econ-
omy. Some have looked back to that golden age with nos-



6 CHANGE IN BUSINESS PRACTICES

talgic eyes. Some economists, especially those connected
with business, have rejected it completely. Others have
attempted to reconcile it with the facts by adding prefixes
and suggesting new standards.

With the advent of continuous mass production came the
necessity for creating organized distribution. Sales be-
came more important than production, for production de-
pended on sales. A large and increasing part of the economy
began to operate under new adaptations, and by the middle
of the twentieth century approximately two thirds of the
economy had split away from the free enterprise system
and was functioning under rules and methods of its own
making.

This segment of the economy is operated by public cor-
porations (following the nomenclature adopted in Eng-
land ), whose shares are largely owned by persons not con-
nected with the management, as distinguished from the
private corporation, partnership, and individual business.

In this inquiry the word “corporation” will be used only
with publicly owned corporations in mind. In this sense,
“publicly owned” does not mean owned by government,
but owned by a large number of private shareholders not
as such connected with management.

A source of confusion lies in the grouping together of
public and private corporations. These are essentially dif-
ferent. The public corporation has certain privileges, and
its public responsibilities are more and more clearly defined
and regulated. Roughly, it is identical with those whose
shares are listed and traded on organized stock exchanges.
There are about 3,000 of them.

The private corporation is created by the same law and
has the same privileges, but it lacks public or social im-



CHANGE IN BUSINESS PRACTICES 7

portance. It is economically more closely related to a trust
or partnership. The relationships are limited to the partici-
pants, who act as individuals and whose influence is limited
to their own resources and personalities. They are not en-
titled to structural permanence and privilege, for they have
no widespread functional and collective responsibility.
Their term of existence should be limited.

The postulates of this large and growing segment of
publicly owned corporations may be described as follows:

1. It is not uncommon in any industry for a few para-
mount corporations to control the major part of the pro-
duction. One or another sets the price; others follow.

2. The basic struggle of each unit is to survive. To sur-
vive requires the winning of a trade position which insures
continuity. Profit is necessary for continuity, but not profit
on each transaction. No calculation of the flow of profit
can be more than a rough approximation.

3. Each company seeks unique advantages which re-
move it from proximate dependence on the market place.
Distribution is the keynote of the economy. The rate of
production depends on the rate of distribution. Prime in-
terest centers in maintaining a level, continuous flow of
production and distribution.

4. In a concern making multiple products, costs are
reckoned through arbitrary assumptions. It is impossible to
arrive at any exact, indisputable cost.

5. Price is calculated and announced in advance after
a study of consumer desires in regard to quantity, quality,
size of package, custom, cost, and like considerations.

6. The bulk of capital is fixed, “sunk” in single-purpose
devices, expensive and difficult, if not impossible, to move
or change.
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7. Shifts in each industry occur more frequently through
infiltration from a neighbor industry than from a newcomer.
Freedom of entry has inherent difficulties in contrast to the
many advantages of the established, going concern.

8. Not scarcity but capacity to overproduce to the point
of surplus determines values, prices, processes, and judg-
ments.

The problems, policies, and methods of today’s indus-
trialists and businessmen have been determined by efforts
to meet today’s nccessitics. They do not correspond to
present legal theory, which is based on the classic eco-
nomic ideology of a century ago. This antithesis between
practice and law has posed serious questions, led to con-
fused thought, and produced stopgap, generally inade-
quate solutions.

The manufacturing economy of the mid-nineteenth cen-
tury was essentially static; that of the mid-twentieth cen-
tury is dynamic; the former could stop and start, the latter
is a continuous flow; the former was based on scarcity, the
latter on abundance. In the former, other things remained
the same, “ceteris paribus” had significance; in the latter,
change is likely to have far-reaching, unpredictable effects.

The first attempt to analyze a changed situation is neces-
sarily to adopt prefixes and modifications of accepted con-
cepts. Thus complete opposition between competition and
monopoly is modified. In classical theory there was either
perfect competition or monopoly: one was good, the other
bad; one was white, the other black. Today economists
recognize shades of gray. Thus, under changed conditions,
competition becomes imperfect, semimonopolistic, work-
able, “more or less.” Monopoly becomes duopoly or oligop-
oly, or even a “tendency toward.” Restraint of trade
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becomes either “reasonable” or collusive. Prices are differ-
entiated as administered, discriminatory, follow-the-leader;
they are arrived at through policies, custom, strategy, or
ethics; not through face-to-face bargaining.

The former exactness of terminology has become relative
and vague. Concepts shade into each other by impercepti-
ble degrees. The inherent complexity of the economy is in-
creased by a confusion of words and meanings. The addi-
tion of prefixes and modifications is the stage at which the
courts and administrative commissions have arrived.

Accountants, in spite of their difficulties in portraying
the exact position of a company in an industry, have gone
one step further. The income statement has taken preced-
ence over the balance sheet. The balance sheet repre-
sented a pinpoint of time: a static concept. The income
statement reflects a flow over a period of time; it is dy-
namic. As a guide for action or judgment, this change
which has taken place over the last twenty-five years is
momentous.

The economists have advanced even farther. Aided by
the great growth of statistics in recent years, they have
delved deeply into the nature of the productive and dis-
tributive process. They have studied the flow of goods and
money. They have measured the input and output of many
industries. They have recognized the dynamic nature of
the economy and have set up devices for measuring it.

The business administrators, who have been forced by
the necessity of survival to adjust their acts and policies
to the situations in which they found themselves, have
gone the greatest distance. As they were driven to lower
costs, they set up machinery for mass production. As their
natural market (sometimes called the “core” demand as
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distinguished from the “fringe” demand) became sur-
feited, they set about expanding it further by new induce-
ments and by searching for new uses of their product. As
an even flow of distribution became necessary, they set
prices and qualities and developed a selling organization
on whatever terms seemed expedient. They made contracts
and arrangements to fit their practical needs. They per-
mitted themselves the joy of self-satisfaction through their
bringing of new goods and services to a hungry popula-
tion. They also took pride in creating employment for an
expanding number of workers. Naturally they gasp at be-
ing informed that they are illegal, immoral, antisocial,
monopolistic.

Administrators of large businesses know from their own
experience that they have no monopoly. While outside ob-
servers deplore the decline of competition, insiders know
that competititon is keen—perhaps keener than ever be-
fore, even becoming destructive. But when administrators
attempt to argue that they operate under the tenets of
free enterprise they are so obviously beside the mark that
a confused public accuses them of cynicism and even de-
ceit. The system that has evolved is one of enterprise, de-
manding constant innovation and realignment. But, in the
original sense, it is not “free.” Rather it is “administered”
or “managed” on a long-term basis. Moreover, as will be
shown later, it is competitive and nonmonopolistic. But
these words have acquired a meaning beyond and removed
from their classical or legal sense.

The economy which has evolved is not neatly self-adjust-
ing or logical as are the thought systems of free classical
enterprise or socialism. On the contrary, it is a system
which has grown spontaneously through the practical need
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of thousands of businessmen to meet concrete problems.
For purposes of evaluation there has been erected a sys-
tem of business accounting, the aims of which give pre-
cision to the concepts that are useful in forming judg-
ments. As the techniques of different businesses vary, so
do the methods by which they are efficiently operated. This
economy is in no sense a “perfect” economy. It is not a
“natural” economy or a self-regulating economy. It is the
result of many forces: choices between “more” and “less”;
capital costs, labor costs, and organization costs; costs of
expansion; costs of research and innovation; costs of se-
curity and of trade position. All of these costs and their
probable contributions to production and distribution are
carefully weighed by managements and decided accord-
ing to their long-run estimates. There is no predetermined
structure or set rule.

It is clear that the assumptions which fitted adequately
the classical concept of a natural economy and the as-
sumptions of a managed, mass production and mass dis-
tribution economy cannot be bridged over by interpreta-
tions, modifications, and prefixes. The assumptions and the
analyses of the classical economy must be discarded as in-
applicable to the economy of mass production and mass
distribution.

The new economy has variously been called “organiza-
tional,” “corporate,” or “managerial.” What is needed is a
fresh start with theoretical analysis based on facts and
practices. The theory should analyze and explain the un-
derlying complexities of the economy. It should point out
the difficulties of practical judgment in assessing the
berefits and dangers of this economy. Much work of the
highest skill has already contributed to this theory. This
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work needs to be coordinated, so that it can be viewed as
a pattern, in spite of its intricacies. Only then can econo-
mists with appropriate statistical material apply the tests
which the economy must meet. Only then can legal forms
and practices be readjusted to produce decisions concern-
ing value that conform to social and economic welfare.

One further caution. The economy of the twentieth cen-
tury is not homogeneous. It is a mixed economy. About
two thirds of it falls under the general heading of mass pro-
duction and distribution, continuous flow of goods and
dynamic change. About one sixth is operated by the gov-
ernment, with methods inconsistently conforming to so-
cialism. The rest (about one sixth) comprises roughly
what is included in “small business” and more nearly con-
forms to the assumptions of classic analysis. These eco-
nomic systems operate on different principles (side by
side) touching each other at many points. We are con-
cermed only with the first, except in so far as the inter-
mingling of the other two adds to the complexity of the
economy.



