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 LETTERS

 The editor cordially invites readers to
 send letters to Challenge, 901 North
 Broadway, White Plains, New York
 10603.

 The Kelso-Hetter Plan:

 Not Good Enough

 The ingenious Kelso-Hetter pro-
 posal (Challenge, July-August 1973)
 approximates a sophisticated scheme
 of profit sharing. Their projected
 expansion of the stock-owning con-
 stituency incorporates the typical
 benefits and limitations of profit
 sharing. During business-cycle ex-
 pansions, there is no doubt that em-
 ployees of well-managed corpora-
 tions in growing industries will enjoy
 potential capital gains and additions
 to wage and salary income. Psychic-
 ally they may also be happier for
 getting a piece of their employers'
 loot. But profits notoriously are cy-
 clically the most sensitive component
 of national income. At times like

 1960-1961 and 1969-1970, most em-
 ployee members of the Kelso-Hetter
 stockholding democracy are all too
 likely to be chagrined by declining
 stock prices and shrinking dividends.
 The general instability of the benefits
 reasonably to be anticipated from
 ownership participation is inevitably
 accentuated in declining industries
 like textiles and shoes, erratic indus-

 tries like aerospace, and geograph-
 ically restless enterprises like the
 multinational corporations. Employ-
 ees and co-owners of badly
 operated enterprises are in the worst
 situation of all. It is unlikely that a
 Penn Central trainman who had ac-

 quired a bit of worthless equity in
 the bankrupt line would find any-
 thing to celebrate in his "second in-
 come."

 The Kelso-Hetter plan is further
 limited by its emphasis on corporate

 stock. In the United States, as in
 other advanced societies, the fastest

 growing sectors of activity and em-
 ployment are government and other
 services that typically finance them-
 selves out of the public purse, group
 insurance premiums, or partnership
 and entrepreneurial income.

 At very best, then, co-ownership
 is calculated to improve the income
 situation ofthat minority of men and
 women who work for efficient cor-

 porations in growing industries dur-
 ing business cycle expansions. And
 for even these workers, the gains are
 limited.

 When in the middle of the nine-

 teenth century John Stuart Mill
 examined the future of the laboring
 class, he identified as capitalism's
 central flaw the mutual hostility of
 owners and laborers- the first always
 eager to extract maximum effort, and
 the second equally determined to
 do as little as possible. In Mill's view,
 profit sharing would somewhat di-
 minish what would now be called

 worker alienation by encouraging
 employees to discipline themselves
 and punish the malingerers among
 their colleagues, in their own as well
 as their employers' interest. Never-
 theless, Mill judged even profit shar-
 ing a merely transitional arrange-
 ment on the road to a better commu-

 nity in which "the relation of masters
 and workpeople will be generally
 superseded by partnership, in one
 of two forms: in some cases, associa-

 tion of the labourers with the capi-
 talists; in others, and perhaps finally
 in all, associations of labourers
 among themselves."

 Like recent writers on the blue-

 collar blues, Mill considered cramp-
 ing and demeaning the central
 human relationships of the work-
 place, the hierarchical system of
 control which in our own time is no
 doubt less brutal but otherwise un-

 changed. A contingent share of the
 profits does nothing to diminish an
 individual's sense of powerlessness as
 an assembly-line operative or

 member of an insurance company
 clerical army. Co-ownership or no
 co-ownership, work is still subdivid-
 ed into minute fragments; and
 blue- or white-collar factories still

 operate on managerial principles
 which suppress individual initiative.

 There are much more direct and

 socially more equitable ways to di-
 minish existing income and wealth
 maldistribution than wider dissemi-

 nation of common stock. A policy
 of genuine full employment, but-
 tressed by a permanent program of
 public jobs, is one. Another is heavier
 inheritance and gift taxation. A third
 is the expansion of free government
 health services, food distribution,
 and housing.

 I do not assert that broader cor-

 porate ownership is a bad idea.
 However, plans like the Kelso-Hetter
 one contain many uncertainties and
 inequities. Their most serious defect
 is the marginal contribution they
 make to the redesign of work and
 the alleviation of the economic in-

 equities of American plutocracy. I
 can't help thinking it a pity that
 Kelso and Hetter haven't devoted

 their considerable talents to either

 of these genuinely central issues.
 ROBERT LEKACHMAN

 Distinguished Professor of Economics
 City University of New York

 Louis O. Kelso and Patricia Hetter

 respond:
 Calling a cow's tail a leg does

 not make it a leg, as Lincoln said.
 Nor is an Employee Stock Owner-
 ship Plan a "sophisticated scheme of
 profit sharing" as Professor Lekach-
 man contends. True, ESOP financing
 is the logical next step toward profit
 sharing's historical goals. But con-
 ventional profit-sharing trusts are
 used almost exclusively to buy "blue
 chip" stocks from market specula-
 tors. Profit-sharing funds almost
 never bring about new capital for-
 mation. This is precisely ESOP's
 function. It is a financing technique
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 which expands productive power
 while creating a property relation-
 ship between employer and employ-
 ee. It is anti-inflationary- unlike
 Professor Lekachman's suggestions
 for redistributing income through
 counterfeit jobs and welfare "fi-
 nanced" (his euphemism) by unwill-
 ing taxpayers and consumers.

 Professor Lekachman does not see

 that the recessions and business-cycle
 gyrations from which he wishes to
 protect the employee-stockholder are
 caused primarily by the condition
 that ESOP financing, used on a wide
 enough scale, is specifically designed
 to correct- namely, concentrated
 ownership of the productive power
 of capital instruments, which causes
 a spiraling mismatch between pur-
 chasing power and economic needs
 and wants. Nor does he understand

 that the decline of domestic indus-

 tries such as textiles and shoes is

 caused by packing the worker's wel-
 fare into the prices of goods and
 services, thus making them costly
 and noncompetitive. Penn Central
 might have avoided disaster; indeed,
 it might today have been a top profit
 producer. With significant employee
 ownership, would trainmen feath-
 erbed? Would they tolerate corrupt
 or incompetent management?

 Professor Lekachman shares the

 Keynesian blindness to the function-
 al significance of property. To him
 the income produced by capital
 exists only to be redistributed. The
 values and joys of private capital
 ownership are as meaningless to him
 as sex to a eunuch.

 J. S. Mill rightly considered profit
 sharing a way station on the road
 to a better community. Profit sharing
 makes employees feel like owners.
 ESOP makes them owners. Thus it

 accomplishes the ultimate goal en-
 visioned almost ninety years ago by
 John Bates Clark: ". . . productive
 property owned in undivided shares
 by laboring men, contention over
 the division of products replaced by
 general fraternity."

 68 Challenge /September-October 1973

 Competition and Entrepreneurship
 Israel M. Kirzner

 Provides a thorough critique of contemporary price theory, an essay on
 the theory of entrepreneurship, and an examination of the theory of
 competition. Professor Kirzner's theory of the price system differs from
 orthodox price theory and he argues that "it is more useful to look to
 price theory to help understand how the decisions of individual
 participants in the market interact to generate the market forces which
 compel changes in prices, outputs, and methods of production and in
 the allocation of resources."

 1973 x, 246 pages Cloth $7.95

 Studies in the Quantity Theory of Money
 Edited by Milton Friedman
 This work provides a systematic statement of the theoretical position of
 the Chicago school on monetary economics. Milton Friedman examines
 the quantity theory of money and discusses the significance of its
 revival after a period of eclipse by the Keynesian view. Four empirical
 studies by Philip Cogan, John L. Klein, Eugene M. Lerner, and Richard
 T. Seiden are provided in support of the theory. Economic Research
 Studies series. Cloth edition ( 1956), $7.50.
 1973 v, 265 Pages Paper $3.25

 Economic Growth in China and India, 1952-1970
 A Comparative Appraisal
 Subramanian Swamy
 The governments that emerged in both China and India in the late 1940s
 struggled to transform their economies into modern industrial ones,
 each adopting an entirely different economic system. Utilizing data
 from official records, Professor Swamy examines their success.

 Originally published as a supplement to Economic Development
 and Cultural Change journal.
 1973 128 pages Cloth $6.95, Paper (Journal issue), $3.50

 The University of Chicago Press

 Chicago 60637
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