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CUR ~RENT AND EMERGING ECONOMIC PROBLEMS OF THE UNITED STATFS 

8 September 1952 

GENERAL GREELE~s During the past week or so we have been exposed 
to a great deal of economic principle and theory. Today's topic is 
somewhat more specific in this area than the others have been and deals 
with the problems and the problem trends of the American econo~, 

Our speaker is Senior Specialist in International Economics of the 
Legislative Reference Service of the Library of Congress. He is an 
expert economist. Not only that; he is an old and tried friend of the 
Industrial College. During the past six or seven years he has been most 
generous with his time and experience in helping this institution. This 
morning I feel certain that he will again deliver the goods9 as he has 

so man~ ti~es in the past, 

Dr. Piquet~ it is indeed an honor and a pleasure to have you with 

us once again. The platform is yours~ sir. 

DR. PIQUET: General Greeley~ students~ and faculty: Every time 
I come to talk to you gentlemen~ I seem to have an expanded subject. 
Last year it was ,Current Proble~ in the American Econo~o" This year 
I am to talk not only on current problems but also on the ones that are 
going to become current. That will be a bit more difficult. 

For the benefit of those of you who want to obtain some background 
that I will not have time to present this morningw I believe my former 
lecture is on file in your library. This morning what I want to do is 
to repeat only the highlights of what I said last year and try to delve 
a bit deeper into the fundamental forces~ as I see them~ that are at 
work. I think the two together will constitute a unity. 

By way of introduction I should like to say a bit on what an 
economist is or is not~ or should be or should not be. I have come to 
the stage~ after pursuing this subject for many years~ of becoming rather 
impatient with some of ~ colleagues for their propensity to engage too 
exclusively in deductive model building. There seems to be a great tempta- 
tion today to utilize the economic field as an experiment station for 
mathematics. Now, mathematics is all right in its place; but we are not 
going to solve the economic problems of the United States with a slide 
rule. The economic problems that are really important are essentially 
political problems-using the word "political" in its broadest senses of 
course. In fact I have come to doubt whether there is such a thing as 
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"pure" economics. I believe we economists are dealing in only part of 
the broad field of human relationships and human behavior~ and that we 
must deal with the broad political aspects of what we call economics; 
that means the bulk of the problems that confront us today. So, when 
you ask me in the course of an hour to talk about these current and 
emerging economic problems, what you are asking ms to talk about is 
America, now and in ~he future, in a realistic world setting e 

Economics is not yet a "science.; of that I feel quite suree Cer- 
tainly it is not an exact science any more thmn politics is. That does 
not mean that we should not have a scientific attitude in dealing with 
economic problems. In fact, no science is determined by the subject 
matter with which it deals. It is determined, rather, by the point of 
view of those who are practicing, or professing, it. Thus physics studies 
all things from the point of view of forces. One who professes to be 
an economist must come to acquire the same sense of objectivity character- 
istic of the physicist or the chemist. He must not introduce his feelings, 
his religious background, race prejudice, or any other subjective bias 
into his observations and findings. He is like a physicist except that 
he cannot himself avoid being a part of the experiment himself. 

It is a most difficult thing to remove yourself from your prejudices 
and to approach the objectivity of a natur~l scientist+ True science is 
necessarily objective. As I said last year, a professional optimist 
looking at a half-~ull glass of water s~ys: "Oh, goodyA Here is half 
a glass of water." The pessimist will say, gloomily, "Look, half-empty|. 
But if you are a scientist, you would say: "There is a container, a 
glass, with a capacity Of 12 ounces, containing 6 ouncese, Let the other 
fellow worry abdut whether it is good or bade 

That is the Job of the economist~ as such. As soon as he introduces 
his own feelings or prejudices, he ceases to be useful. He blurs the 
picturee If I happen to introduce feelings of religion into the analysis, 
I become useless as an analyst. I ,rest try, somehow or other, to get 
down to the depths of what has~ happened ++ and to discuss this subject without 
prejudice and without feeling. Even if I happen to come from Wisconsin, 
I should not worry too much about the welfare of the cheese indust~j in 
making my factual observationse 

Our job as economists is to analyze, to predict, where we can, to 
watch and to point out that if the political powers do this, or that, 
these will be the consequencese But it is not the Job of the economist 
to prescribe what the Government of the United States should do. That 
is necessarily a political jobe That is bhe job of the representatives 
of the people of the United States~ the Members of Congresse 
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One of the great pastimes of ~ueric~uSp next to basebell~ is 
criticizing Congress. No~, I happen to be an employee of Congress. 
I h~ppen to know a few Congressmen and my opinion Of most of them has 
gone up since I have seen them close up. By and large~ there are no 
more extremists in Congress, proportionately, than anywhere else in the 
couutryo In fact, I would say that there is probably a smaller per- 
centage of the lunatic fringe in Congress than elsewhere in the c0untry. 

If we don't like what Congress does, instead of criticizing the 
incumbents, we should look into our mirrors and do better, because we 
are the people. You gentlemen are citizens too, even though you happen 
tO be i n  u~iformo you are the people who help send them there. In the 
lone run we citizens get Just about the kind of representation that we 

y= o 
is not representing yOu adequa~elT, J ..... 
of  t h a t ,  most  of us  are  i n c l i n e d  t o  s u l k  and s t a y  away from t h e  v o t i n g  

booth~ 

Our job as economists is not to administer the econo~. One of the 
big difficulties, in the early New Deal days psrticularlY, was the plac- 
ing of economists in high administrative posts and then wondering w~ 
things didult always work out. I have always sympathized with Leon 
Henderson who knew down deep in his heart that he was trying to do an 
impossible job--to regulate prices without regulating wages. But instead 
of quitting~ he was a good sport. He was loyal to FDR and he tried to 
do the impossible. In consequence, economic controls have t~ken a black 
eye in the public estimation. Yet we have never really seriously tried 
controls. We never re~lly wanted to try them. I sh~d think that 
before an economist accepts a post like that9 he would make sure that he 
is trying to administer something thathas some chance of being success- 

fUlo 

That is my iutroductione 

I ~m not here to forecast what is going to happen because I donJt 
know what is going to happen. I am not here to prescribe what ought to 
be dane, except as an individn~le I have my views. As an economist I 
think I know what should be donee But I think I can get down to the 
bottom, to some fundamentals, and perceive with you certain trends that 
are under way now, which if followed might have certain consequences 

that are not too goode 

I want, first, to discuss the .64-dollar question." After that I 
want to discuss three .areas of decision," as I call the~ where coordi- 
nated decisions are imper~tivee Those three main areas of decision ares 
first, the international economic position of the United States; second, 
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the whole problem of the economics of national security; and~ third~ 
that which can be summed up by the simple word "inflation~. including 
fiscal policy. 

Now, the "64-dollar question~, which underlies everFthing that I 
say here, is whether or not things are happening in this country tod~y 
that are in danger of undermining the system of liberty that we Americans 
are fighting so hard to preserveo I have just come in from the country~ 
from the seashore. I noticed there that those people who build concrete 
edifices on the beach are ~se, because the tide comes up and the sea 
water washes the sand out from under theme Before they know it~ when 
they return in the spring they find their houses and steps washed aWayo 
The concrete i8 not so substantial as wood for that purpose. Wood c~nnot 
be undermined; concrete cana I ask this question; I am not answering ira 
Are we using concrete where we should be using wood to defend our liberty? 

There are certain forces at work that, unless they are curbed~ 
checked~ controlled~ have a potential for destruction, Now, that is 
fundamental point; everything else that I may say is collateral to it. 
How we do things--as well as what we do--is the significant question. 
If we are destroying civil liberties and embracing one form of totali- 
tsrianism in order to combat another, we rosy be cutting our own throats 
without even knowing that we are doing so. 

There are three main "areas of decision., The flrst~ I ssid~ is the 
international economic position of the countrF. I don0t want to burden 
you with a lot of technical details. I have just come from 15 months of 
intensiv~ study of the entire tariff question. The report that I have 
proposed w~11 probably be published sometime after the general election. 
I aml going to start in with this because I happen to be most familiar with it. 

Everywhere you see now~ particularly when you read the foreign press 
and especially the British pressj references to the question of "foreign 
aid or foreign trade"-'which shall it be? Shall we continue to pour 
billions of dollars into the countries of western Europe--~nd to a certain 
extent into the rest of the worldj but mostly to Great Britain--to enable 
that country, or those countriesj to remain as integral parts of the free 
world? Or should we, rather, open our markets to their goods on a selec- 
tive basis to enable them to p~y for what they get from us? That is a 
big questiono 

It is not merely economic. It is political and psychological~ 
because it has deep natiorml implicationse I have friends who have 
recently been in Europe, and the reports they bring back--mostly unpub- 
lished--are not very comforing. Nobody likes to receive charity; and the 
more one receives it, no matter what it may be called~ the more the 
recipient tends to damn the giver for not being more generous. 

k 

RESTRICTED 



1 8 9  

I n  19h7 I happened %o have been  d e p u t y  s t a f f  d i r e c t O r  o f  t h e  
Her%er Committee.  which was t h e  ~ o p e a n  Recovery Program C o . i t % . e  

o f  Re r e s e n t a t i v e s .  We p r o v i d e d  t h e  Congress  w i t h  e l a b o r a t e  
i n  t h e  House P b a s e d  u n s t u d i e s  b y  ~he ~ l ~ p e a n  

dies of a four-year program~ PO ' • • ~ e staff stu . . . . . . . .  's The lanwould enabl ..... their best ecencmls% • P countries themselves# by ...... - - -~J~--- and capital equipment 
%S to b the foodp z~el, ler~-~e,-, ~ these governmen ~ ........ ~_-, ~n,n,~.n"llv " Nobody was 

" on T,D.e3.r A,~,~,~ ~ v , ~ - - - - v "  . . . .  . . . .  that they would need to ge~. ...... ~ , _ . . . ~ 4 .  ~ Had We n o t  done 

~at in 1,947 and 1 9 h 8 #  ~ e ~ ~ w ~ a ; ~ o o ~ e n t  %~ ~ brushed aside. 
France  and ItalT# g o i n g  ~ , 
I t h i n k  I can s t a t e ,  w i t h o u t  s e r i o u s  f e a r  o f  c o n t r a d i c t i o n s  t h a t  t h e  
European Recovery Program has  been  a h ~ e  succes s  so f a r  as  t h e  r e s t o r a -  
t i o n  o f  p h y s i c a l  p r o d u c t i v i t y  i s  concerned~ 

if it had not been for the u~npleasantness with the Sovletsj i~ 
: . . . .  - - - - - - -  Fro-r  w id have te t the ~uropeaa ~evu~,~,-# e, ' ' may be %ha . ~ .. . . .~ ~ ..... e the imoonderablese But 

western Europe baoE on l~s lee~e "A'na~ ~ ~.~ . . . . .  - RuSSian 
the fact is that since the recovery program~starSed, when %he 
problem loomed large, he.ge military expenses had to be super~o~ed ~n 

the economic recovery expenses and measures, 

ve been spending since 5he~ close of the war# includlr~ the 
We ha . . . .  , .  ~. a r  most O f  it 

- - -~ ~^ M,~?-~h~II Piton, about 5 billion dollars aye ~, ~ ~ 
r~oa  uz u~ . -~  o , , o . ~  . " western Eur e ,  wna~ pe " . f%s to the countries in ~ . ~ " 

in the fo.rm o ~  ou. tr~gh% gi__.~__ ~ outri=ht dollar, grants %0 keep t h e  
is the prlce we nave been p~,~ ~, ,  ~- 
Western World intact. 

The Administratiom has consistently sponsored a program of m~iti- 
lateraiism, or nondiscriminatory trade, We are proving to the world, by 
deed as well as by statements, as far as we can do it, that the United 
States wants %0 expand world trade and establish something app~oachin~ 
what prevailed in the nineteenth century, when Great ~ Britain was the 
economic leader of the world and the pound sterling was the international 
currency. ~ut while we have been doing that, throu~ the State 9epsrt- 
ment and the White House, the Congress of the United States, represen~ 
ing us, the people, has been doing p~ecisely the opposite, 

Now, I don't mean to say that through the Roosevelt regime Congress 
did not support the Trade Agreements Prcgram~ because it did, it didn't 
dare not support i%, Every time the President's trade progrmm was 
renewed, which was about five times followln~ 1937, there was wideSs~ead 
enthusiasm for the Trade Agreements Program in the h~lls of Congres 
for the obvious reason that the representatives in Congress represented 
their districts, and the dominant powers in the districts are interested 
in and do not want to be hurt by imports, We Americans are oZten sus- 
picimas of foreigners and, by and large, we don't like imports. That is 
a bold statement# but I am reporting what I see and what I hear in 

various parts of the country. 
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We are willing to give our money away to foreign countries, but 
we dont t want the i r  goods to enter our country. One of the attorneys 
for the figpeople in C~lifornia~ in a recent hearing before the United 
States Tariff Commission, stated that he wanted to continue fore~n aid 
to the countries of the Mediterranean that produce figs, that he doesn,t 
want to cut off their aid; but neither does he want their figs to come 
to this markets He thinks the cost of helping those countries~ Turkey 
and so on~ should be spread through the taxpayerso He wants to use your 
money and my money to do its He thinks that is more equitable than 
allowing competition between the foreign and domestic fig producerse 

I question whether this is an altogether rational ~0proach to the 
internatlon~l economics problem, For at the very same time that we have 
been t~Iking so loudly and so boldly about restoring a multilateral 
trading system (and this doesn,t mean free trade; what it means is lower 
tariffs and absence of discrimination in the way of quotas)Congress has 
been reticent about using its power to remove the duties in order to 
stimulate imports. Congress has been imposing new barriers against these imports since 19~8. 

In the Defense Production Act of 1950, of all places, Congress 
inserted the already notorious "cheese amendment,, which provides that 
the Secretary of Agriculture shall have, in addition to his other powers 
over fats and oilsj the power to restrict the importation of cheese 
whenever in his opinion--not the opinion of the Department I not the 
opinion of Congress--it is necessary in order to maintain either the 
existing level of production or a level which in his opinion should be 
maintained in view of the Defense Production Act. That is one-man govern. 
mentj by a man representing one of the most powerful groups of special 
interests in the United Stateso 

As origin~lly passed, and revised, the cheese amendment enables the 
Secretary of Agriculture to keep out genuine French roquefort cheese~ 
whichimitationWe donltof it.)even produce in this country. (We produce only a poor 

It is the same with Swiss cheese. My wife bought some well adver. 
tised delicious Swiss cheese, made in Wisconsin. But it tasted no more 
like real Swiss cheese than a slice of bread. Yet you and I are not 
permitted to buy genuine Swiss cheese in the stores tod~F, because we 
do not allow it to come into :the country. 

The same applies to Canadiau Cheddar cheese. This was remedied~ in 
part, by an amendment to the Defense Production Act in 1951 which pro- 
vides that the Secretary of Agriculture should be more lenient with 
regard domestic to product, those cheeses from abroad that are higher in price than the 
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Simi!ar~y, Congress has amended the Trade Agreements Act by adding 
the so-called "escape clause." I donlt want to spend too ~ach time cm 

t it is i~teresting, This clause provides that if9 as the 
that~÷.~ ;nv concession made in any trade agreements .a pro c~c~  ~pP 
feels that ~t is oe.~ r~ \~L_ ~ted in ar~ trade agreement, they 
in part~ by a recmc~ion ~n au~y ~ 
can appeal to the United States Tariff Commission. That body, in ~ 
reports to the President who can withdraw the concession, The law allows 
no discretion to the United States Tariff Commission, 

If the President should have the great audacity to disagree with the 
Tariff Commission~ he must explain to Congress, to the House Committee 
on Ways and Means, and the Finance Committee of the Senate why he did 
not follow their recommendation. President Truman had the courage to 
overrule the Tariff Co~mission in the case of watches. In doing so he 
said: "We must interpret this law in the light of the larger interest 
of the country in relation to other countries and its obligations to 
other countries." He did the same with garlic. 

The existing law is tight and rigid. In the case of f~Lr felt for 
making hats, which comes from It~ly~ we actually upped the duty to keep 
imports out. There is ItalY~ one of the sore spots in western Europep 
on the verge of returning to Fascism, and we seem determined to do our 
best to stimulate it. If we want to hold Italy as a member of the family 
of free nations, the way to do it is to help the Italians sell their 
merchandize. If we ~_llow Italian hats and Italian cheese to come in~ we 
demonstrate by deed that we are food neighbors. The same applies to 
British bicycles, motorcycles, cltlery, leather, and pottery. If we want 
those key countries to hold together, we must allow some of their goods 
to enter our country on an even competitive basis, even though it m~ht 

hurt somebody in this country. 

This does not mean however~ that we should sit back idly an~ S.sYj 
"It is tough, but our producers will just have to fight this out in the 
long runo" If those domestic producers who are hurt (and they will be 
few in number, I assure you) can show injury, of course they are entitled 
to relief of some kind by the Government. But ~y own predilection would 
be--and I say this as an individnal rather than as a professional 
economist prescribing--that this would be a low price to p~y to secure 
the good will of these people. I would rather do this than do it by 
han 4ding out billions of dollars to them in the form of direct .gifts. 
I would rather p~Y out those billions--and I think it would be ~ch less 
than those billions--in the form of relief p~nts~ extensions in social 
security, and retraining of displaced workers~ 
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Let me give you ~n illustration. Leather gloves are made in 
Fulton County, New York. But, we canlt possibly compete with the hand- 
made French leather gloves. It is the form of the gloves. They are 
cut by hand. It is a father-to-son proposition. Yet, we have a high 
duty on leather gloves in spite of the Trade Agreements Program. If 
those workers were displaced, a large number of them could move to 
Schenectady, not far away. They are short of labor in Schenectady. 
There is a defense program going on there and they could use this addi- 
tional maupower, 

How do you do these things in a democracy? There.s the rub. Letl s 
go back to my "64-dollar questione, How do you do this without Jeopardiz- 
ing the individual freedom that we Americans prize so greatly? Our 
people are free to do what they want to do. Are we going ta pick people 
up and s~, .you do this"~ Will competition do the job? Do we really 
have competition or are we afraid of it? 

A very important aspect of the international economic picture is 
the difference between the United States today and Great Britain a 
hundred or so years ago. So many people, the newspaper people--some 
economists too--who read the "New York Times i, and prescribe on that b~asls, 
s~| "We must do what England did in 1850. We should go on a free t�ade 
basis. That is what England did when it repealed the Corn Laws and the 
Navigation Act in 1850. It ~ is obvious that it would be to our best interest., 

Sure England did, b%~t look at the difference| England was a small 
islaud# a maritime empire, dependent upon out3~ing areas, overseas areas, 
for both ~r.aw materials, food# and markets. All Britishers realized by 
that time- after all, industrialization in England had gone Pretty far-- 
that if they were going to have cheap labor, in order to make manufac- 
tured goods to sell abroadj they had to have cheap food; and that meant 
they shouldnt t have high duties on imports of foodstuffs. The gr~ng 
industrialization in England enabled it to shift the balance aw~ from 
protectionism into free trade. But it was to the interest of the people. 
The man in the street realized that if his countr 7 didnt t do that, he 
would have difficulty getting enough food to eat. 

We in the United States need but few imports. We need some strategic 
materials and we need them badly--such products as tungsten, chromium, 
and nickel. But in terms of total volume we can get along with little 
foreign trade. To start with we are a continent, not a maritime empire. 
We are a continental mass. If we had to do what England did in 1850, it 
would require national reasoning, national conscious choice, which England 
didnlt have to do. It just came naturally to the English. 
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England did it by force of political pressure. We in the United 
States today dontt have those politic~l pressures. I have seen only 
one place in the last five years where one pressure gro~ began fight- 
ing with another pressure group and the national interest happened to 
come out on top. That was with regard to fresh tuna fish. A bill was 
introduced to slap a duty of 50 percent on tuna. The west coast and 
the east coast began fighting over it. One Senator opposed the Pacific 
Coastts proposal. The industrial groups themselves had different inter- 
ests, because some people canned and others didntt- The end result was 
that they locked horns and the bill was defeated by a narr~ mar~u. 

Not once in the whole 30 pages of debate in the Congressional Record 
was the consumer st interest even mentioned. The Japanese interest was 
mentioned in passi~. The main interest was the pocketbook interest of 
the east coast as opposed to the pocketbook interest of the west coast, 

How to get the national interest even considered is the question. 
If you can call enough right and wrong numbersp you might get the num- 
ber that you want. That would be all right. But to expect the United 
Statesp huge country that we are, with the spirit of individualism as 
pronounced as it is, to have the nation~l mental discipline that it 
takes to raise the economic I. Q. up to that level is expecting a lot. 
As I said earlier, I am not going to give you any answers; I am just 

outlining problems. 

But it seems to me that the job of educated citizens is to see to 
it that these national interest questions are brought into clear focus. 
No democratic country in the worldp so far as I know, has ever been able 
to do it. Maybe a small city-state might be the place to do it, or a 
small country like Switzerland or ~h~gland. But the United States is so 
big, its interests are so diversified, that the problem seems almost 

insolublee 

I just want to cite some figures (reading from a chart which was 
not reproduced). This represents the balance of p~yments of the United 
States internationallY- In other words, the right side represents how 
~ch we took in from exports. This is our income from the rest of the 
world in 1950. This area down here, with the jog in it, is what we paid 
out for i~ports. There is a gap in there of over 4 billion dollars. 
That is the amount by which our exports exceeded our imports. Rough~ 
speaking, that is the so-called ,dollar gap" or dollar shortage, 

That difference of 4 bitumen dollars was made up in 1950 with foreign 
~id gifts. That little jog in here represents ~ estimate on the basis of 
the 151month stud~, co~odity by commodity, as su~ng that tariffs were 
to be suspended and quotas were to be Suspended of how much o~ imports 
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would have increased. Currently s as of 21 March 1952 s 45 cents on the 
dollar could have been paid off on the basis of my assumptions (that I 
haventt time to go into). 

But that shows how much goods have been kept out. Every time we 
gave a dollar~ we could have saved maybe as ~ch as ~5 cents of it~ that ' 
is s on the assumption that we would suspend all tariffs and quotas+ If 
we helped only those countries that need it s like the United Kingdomj 
France~ and Italy, it would s of course s be less than that+ 

Here is another chart which shows how the individual countries would 
have been helped (Chart was not reproduced), It shows that in the case 
of Great Britain s if we had allowed its imports to come in freely, the 
increased imports would Just about have equaled its dollar trade gap in 
1950o 

Now let us pass on to the nex~ subject. This whole question of the 
international economic position of the United Statesj which involves 
polltics~ psychology s and internation~l relatlons s it seems to me s is at 
least half of the entire picture. If the United States doesntt stand 
together with the rest of the free world s but allows western Europe to 
fall into the hands of the Soviet Union s we will not only have changed 
our policy, but will have weakened ourselves tremendously+ We have made 
it clear~ it seems to mej that as a people we stand for the principle 
of collective security. Otherwise we would not have given awsy those 
b~llions of dollars in foreign aid, 

Now~ if by any chance western Europe should be abandoned by us and 
fall into the hands of the Communists~ let us not forget that the industrial 
potential of the Soviet orbit would then be increased to a point about 
equal to that of the Western World. Take steel as an example, You will 
see from the figures on this chart thatj if the steel capacity of western 
Europe should go over into Soviet hands s Soviet production would then be 
about in balance with the production of the Western World, 

But~ remember~ we dontt fight wars with refrigerators and television 
setsA We must have guns s tankss and planes. As you may know, at no time 
throughout the last war did Japan have steel capacity of more than 8 
million tons. But look what the Japanese did with it| It is not only 
a question of having the production capacity. It is also a question of 
using that capacity intelligently ~ of having it mobile enough, divertible 
enough~ so the instruments of war can be made when and where they are 
needed. 

That leads me to my second main area and that is economics and 
national security. Since I have mentioned steelj I might as well start 
in with steel. 
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There is no industry in this country, or ar~ other industrial 
countryp that is as important as the steel industry.. ,Nothing is made 
without steel." That is the motto Of the American ~on aud Steel 
institute m and I heartily agree with it. No matter what you look at in 
the w~ of manufactured products, somewhere along the line steel is 
necessary. After maupower, it is the ,,nu~er one" bottleneck. So when 
a steel sta~ke occurs, as it did just recently, it arouses fears in the 

minds of people who know what it can mean. 

In this particular steel strike that just recently ended, we had 
enough steel inventory, fortunately, to tide us over. There was n o  
serious interruption, except in a few specialized lines. But just watch 
this winter and next spring--the chances are that there won tt be enough 
ore coming down through the Great Lakes. ~aen the steel industry is 
shut downs the ore boats stop running. Then the Great Lakes get ~rozen 
over and the ore boats cautt run. No more ore will be received unless 
it is + shipped by ra~l and there c~It possibly be shipped enough ore by 
rail to make up for what was lost during the strike. 

We have a capacity to prodnce steel now, I think, of about 105 
million tons. That is actual production, which means a capacity of 
closer to lid million tons. Three years ago the steel industry said 
that such expansion was i~possible. It said that we did not need it 
and could not do it--a former official of Bethlehem Steel told me that. 
The industrial mind, the business mind, the human mind, is tied down by 
the shackles of trm.dition~l thinking. Nothing is impossible if we want 
to do it. We could produce ~ach more steel, I ~ told, if only we had 
enough beehive ovens. Well, why not build them? 

It is possible to increase c~pacity everywhere desired, .depending 
on~ on three things: raw materialsm maupower, ~nd the decisiveness of 
your decision~ When the President of the United States suggested (a 
year and a half agora I believe it was) that if the steel co~anies didn't 
expand production, the Government would have to step in aud build pl~ts, 
people laughed at him and called him a socialist. But~ that was one of 

the times when he spokm good cordon sense. 

With regard to maupowerj what do we do when we need military help? 
We have reserves, den It we? But when we face the problem of industrial 
capacity, our ~umber one bottleneckj steel, we think that everything has 
to be done by the private enterprise system4 Why? If the steel indmstry~ 
representing priwte investment, wontt undertake the financial risk-- 
and w~ should they?--of preparing for the industrial side of war, should 

mot the Government itself step in and do it? 

The steel industry well remembers that in 1931 and 1932 it was 
running at less than 15 percent capacity. If it should now greatly expand 
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capacityj it has visions of it some day overhanging the market. Steel 
representatives think they can see into the future. What happens tO 
their expanded capacity when we reach the "plateau," after they tool 
up and we have sufficient guns~ tanks, and planes in production~ and 
You are ~ot tooling up for the purpose of "making the 
speak? z nen what do you do with the excess capacity? humps" so to 

It becomes a wet blanket over the whole industry. So there is no reason why you 
should expect any industry representing private investors l money to 
take that great risk. 

What is wrong with having official reserve steel capacity anyway? 
It is thoroughly workable. We did it with synthetic rubber. I happen 
to have worked with the Inter-Agency Rubber Co~itteej the group that 
drafted legislation for the synthetic rubber industry back in 19~5. 
We now have stand-by synthetic rubber plants in mothballs~ so to speak. 
Weto makeCan pUtsteel.Steel mills in mothballs. The trouble is t2~at it takes steel 

In 1920 when we suddenly found ourselves "plunged into a super defense 
effort, particularly in 1941, when we were actually in the fighting~ 
we didnl t have that steel to spare to build steel millsj Partlcularly 
heavy plate. The time to prepare for war is in time of peace:. We cannot 
afford to wait until we are in-it and then start to think about it. Steel 
is so basic that we just can~ afford to wait until that time comes. 

My personal predilection here, not as an economist but as an individ- 
ual, is that it would make good sensej if we donlt actually need this 
.steel now, to produce a little more than we need and put it away as a 
reserve. The trouble is that the industry would oppose such tooth ~d 
tonail~breakbecaUSea strike.it figures the Government might someday use it as a weapon 

Now I come to ~y "6~-dollar question., How do you do all of %Ais 
in the framework of individual freed~u? How do you do this and still 
give assurance to the people of the United States and to the steel industry 
ceHe~nlv~+~ did~,,'tthat the Government ~.'ndWill takingn°t use it as an industrial wage-dispute weapon?• 

over the steel mills. If that can r~azn~y ~t~s or~er ~hi ......... haDo-- 
- -6  ~ v u ~  happen because i + . . . .  - . . . . .  . y ~ .  

u w u u J . a  D e  xr~cD. ] ¢ ~ l d e r e  

No Congress can bind its successors. No Con 
people that a subsequent Congress mlght not do so 

to be done. But it seems to me that it would make good sense from 
wan t n ' t 

the national point of view. When I was a kid and we had snowball fights~ 
we always had some snowballs in reserve. It m~de good sense. But it 
is not being done now with regard to steel. 
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ness. Steel and manpower9 A ~s~=~, .......... 

neckse 

, estion of oil. We~ the United States~ the Near 
Add to these the qu .. - , e so the g~atest 

few ars ag F ..... e ~ cons~merse Unti l  a ~ y e _  .~  . : : ~ . ~  more than we prodncee We hav~ 
At the resen~ %~ep n~=,, ~ = .... _ u to a certain degree P .... . . .... . • .... res~cts incl ding • 
become a ,,havep~ no~ poWe~ "" ~"~ ~- " 

petroleum~ 

As I said in my lecture to you last year~ it would seem to make good 

sense to have a reserve of oile If Middle East oil supplies should be 
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cut off--and the last time I was here they were so threatened because 
of the Ir~ian situationj and it is not much better today--we would 
be seriously handicapped. The Middle East is in the path of conquest 
of the Soviet Union. Whether the Soviet Union needs the oll or notj 
it certainly would do its best to de~y it to use And if England and 
western Europe were to be denied access to Middle Eastern oil s there 
are only two places to which they could turn for supplies; namely s the 
United States and Venezuela. And thatj according to my way of thinking s 
means that we ought to be stockpiling some oil. 
oil? You just don,t drill for it~ you leave it How do you stockpile 
ground and you import all that you can. where it lies--In the 

One of my collea~es had the audacity to suggest this thought in 
public Just about a year ago. And was he lambasted by the independent 
oll producers, who were afraid that increased imports from the Middle 
East would cripple some of the independent oil wells of Texas, Oklahomas 
and California. Above all else they want to produce oil and keep out 
supplies from the Middle East. 

Here again, we observe a conflict between ordinary horse sense and 
the "pocketbook,, interest. The national point of view certainly should 
be a powerful interest, but I am afraid that these Powerful interests 
are thinking mostly of their pocketbooks. If they could see a little 
furthers they would realize that even their own self-interest would 
indicate that we should stockpile some petroleum. 

Then there are the strategic metals--nickel, tungsten s chromdvm s 
and copper, together with some of the "trace,, minerals that are less 
well-known, such as columbiums titanium, end molybdenum. Steel is the 
skeleton s oil is the blood, and these minerals are the hormones and 
vitamins of the body economic. We have to use them~ like tin s in some 
modern munitions. Without them we would not have alloy steele We are 
very deficient with regard to many of theme 

In this field we are dependent upon importss not in terms of huge 
volume s but in terms of strategic necessity. We have already started 
to stockpile theme But when we decided to stockpile tin we went at it 
like a bunch of drunken s~1ors. So the plice of tin went up. We were 
surprised and proceeded to "-kick" about it. 

If we really wanted tlnj the ~ to do was to sit down with the 
producing interests (British) and work out a program with them and their 
cartel. ~It we are against cartels. Therefore we would have nothing to 
do with theme We didn,t seem to aPpreciate the truth of the seyin~s 
"if you cant t beat ,eros join 'emo.. 
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Those are-the four most vital problem sreas--ms~power~ steel~ 
petroleum~ and these strategic minerals.-where decisions need to be 
coordinated. Last year I called it a ,.master plan." I changed that 
because of a question that was raised by a stuldent afterward. The 
word "pl~u" is sort of uncleauw especially "master pl~u~"o = dalth°ugh it 

t It is a common-sense word. I have a ~r~en who is an 
snouldn t be. . ..... ~ - . ~ , ~  ~dm~nLstrabiou, he ~o±~ me: "We 
official in the Delouse ~ro(~=u~ ....... 
have marvelous programs--tin pro6~ams# steel programs, etc.--but they 
are not geared together into over-all coordination of manpo~er, steel, 
and all the rest. What is missing is a master plan." 

But the plan must be created within the framework of democracy. 
A planned econo~, of course, is easy if you can have p~4er behind it. 
Hitler had no trouble getting his master plan across. Nelt~ler has 
Stalin or the Politburo, But we don tt want that ~Lud Of plau. ~tr 
ch~llenge is much greater than theirs. We don It ~ant to use force. We 
want to substitute intelligence for that, together ~th a patriotism 

that goes far beyond personal reward. 

Our big weakness is complacency. It is easy not to be bothered 
o~,~. inflation. N~ wife~ every time.she hears me speak in pmblic 
V--~=-~ -~ 1=÷. 4+. h~Den often) says: "w~ did you raise all those disturb- 
ing questions? Nh~ dont t .Y °~ g i~__ the audience some answers?" I assure 
you t ha t  i f  Z weren t t  d is t ru~ea oy these questions~. I woul~n =t be here 

this morning. 

I think that you too should be disturbed over them, not on an 
emotional basis~ but by virtue of ordina~# hard co~uon sense. When I 
see m~ own country drifting and I don~t know the au~er short of the 
very embracing control power we are trying to avoid~ namely~ conformity 
of thought and dictatorship~ failure to distinguish between liberal 
thinkin~ and cemmunism~ and so on~ thls~ sort of thing is dangerous= 

I see mere and more among ~ colleagues a reluctance to testify 
at loyalty hearings~ because they are afraid of recriminations for having 
testified. That is intolerable. Every one of us must be not onl~ free~ 
we should be obligated to tell the whole truth about ~body at any time 
when we know anythiug about it. But fear is displacing reason and it 
alarms me. Economic problems and their pelitic~l and psychological trends 

and aberrations cannot be untangled. 

The third problem~ and now I must proceed more rapidly~ is the whole 
question of fiscal policy--inflation~ deflation, and the rest --~hat we 
have to worry about. I have Just examined the Presiden t~s mid, ear Economic 
Report~ What does it say?--on this hand inflation~ on the other hand 
some deflation~ or maybe we wont~ have deflation. Ar~w~y~ we should be 
loyal citizens and not talk too much about depression. I am exaggerating 

slight~y~ but not much. 
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I dont~ know which way we are headed beyond the immediate f~ture. 
But, i kn~ this mch: We have been and still are, in the midst of a 
period of fairly rapid inflation. What do I mean by inflation? Roughly 
speaking~ I mean rising prices but that is very rough, Inflation is 
sort of a jag. It is so much easier to do things, such as carrying on 
the cost of the national defense program by borro~ing~ than it ~s by 
taxing that# before we know it, we have put into circulation more money 
than there are goods. 

I don't know which comes first. Sometimes the money issue comes 
first# with credit included as money. Sometimes rising prices come first. 
~It I know that once it is started, it becomes a psychological phenomenon. 
The effect becomes cmuse# and the causes become effects, and the spiral 
is under w~v. The cost of living goes up# which means that the unions 
plead sufficiently for higher wages. Agricultural interests seek the 
parity principle; so does labor~ Everyboc~r is doing it# so why not I? 
So, you try to tie your wages into the cost of living. But, of co~se# 
as everybo~ does this prices go up and up. 

I speak feelingly on this subject. Y just figured out# coming in 
on the train last night--and got so disgusted that I stopped--ho~: badly 
off I am. I find I am even worse off th~n I had thought. 

If you will look at the Presidentts Economic Report, you will see 
that the gross nation~l product of this country is stupendous. We had a 
gross national product-~hich means rough]~t the tot~l output of goods 
and services produced--in 1938 of 8~.? billion dollars. Today it is 
329 billion dollars# a net ~crease of 289 percent. But if you deflate 
that by the value of the doll~r--which accordinz to the Nabion~l Industrial 
Conference Board, and which is very reliable for this sort of thing, was 
a 5?-cent dollar In 1951, because it had a purchasing Power of 5? cents 
as compared with the 1938 dollar--the gross national pro~ct then figures 
outl instead of having a net increase of 289 percent# a net increase of 
only 121 percent. And there has also been an increase of the Population 
of 18 percent. If you bring that down to a per capita basis, it represents 
an 87-percent increase. In other words, each one of us# if we were to 
share equsll~ in the total increased productivity of this country today, 
should have 87 percent more in terms of resl goods than we had in 1938. 
How many of you have it? I donlt# but some people do. 

The tax on personal income on a percapita basis tod~v is about 66 
percent higher than it was in 1938. That is on a per capita basis, 
allowing for the price rise. In total the country is 66 percent better 
off after taxes. But to me it is "eenv# meercf, miney# too"; who is get- 
ting it, because in ~7 case, although I sm now receiving more dollars 
than I ever did before~ I figure I am worse off by 26 percent than I was 
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in 1938. People m~y not realize it, but the retired snd fixed income 
groups are suffering even more than are we white-collar workers. They 
are 43 percent worse off than they were in 1938. Farm proprietors sre 
102 percent better off. The wages and salaried group, of which I am 
a member, the men who are working in colleges on salaries, ere sup- 
posedl~ 128 percent better off than they were. 

If in the process of inflation and deflation we all went up or 
down together9 there wouldntt be m~ch to co,lain about. The trouble 
is that in the process of going up or down there are tremendous 2+~gs, 
We have abstained from taxing on the basis of ability to pay~ in order 
to tax people who are less able to p~. The fixed-income group, the 
retired peop!e, people with salaries--we are the ones who are bearing 
sn undue share of the financial cost of the defense program. 

Inflation doesntt evade the cost, because the defense effort, like 
the cost of war, itself is borne by the current generation. You c~tt 
postpone the real cost of war. All you can do is rearrange the claim 
checks so that in the years to come the bondholders can collect from 
future tmxpayers. But the real cost to the Nation as a whole is borne 

here and now. 

The trouble is that the eventual cost is the trend toward discourage- 
ment. It is that in the process of financing ourselves by this deficit 
method we seem to be doing our best to .squeeze out" the middle cl~ssesJ 
That is the most serious danger of allp for in large messure the strength 
of our democracy in the past has rested upon the strength of the middle 
classes. I will admit, however, that the poor are not getting poorer, 

They are getting richer. 

It seems to me that what is happening, although I cautt demonstrate 
it precisely, is that, although the lower groups have come up~ the upper 
level groups have gone even higher. There is a big sag in the middle 
and it seems to be getting bigger and bigger. That is where the danger 
of deflstion comes in, because the cost of labor is getting higher. I 
canlt afford to pay labor an~ more. I paint m~ own house and I do man~ 
of ~ own repairs, because I find that, even if I do succeed in getting 
a carpenter to work for me~ I cault get a full day v s work out of him 

without p~y~ng overtime. 

I am not saying this facetiously, because labor has aquir~d the 
economic bad habit that industry had 25 or 30 years ago--the habit of 
monopoly. Even agriculture has sought to obtain it through the parity 
systeme The three big pressure groups--labor~ agriculturep and some 
industries (not the little cats and dogs that I have on these charts~ 
like fur felt hats and cheese) these big indnstries long ago discovered 
the principle of keeping prices high in order to get more money for less 
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work. The psychology of the people is not too healthy; it is 9 "Let 
me get mine while I can. Give me higher wages, a shorter working day~ 
and less work." That is what the French did in 1940j and it was tragic. 

This is my "64-dollar questione. Is there something happening here~ 
largely psychologic~l, a habit of thought s our behavior~ signs of a soft 
nation~ a modern Rome that is dec%Fing at the roots? I hope not; I hope 
that I am wrong. But Y think I see it~ and I think the answer lies in 
a revival of national patriotism~ a revival of the willingness--the 
desire--to work hard and to do a good job| 

I bought a new automobile a few months ago. It resembles a tin 
can with an. airplane motor in the fronto It is a beautiful motor but 
the body is a hunk of Junk. The paint on the fenders is already start- 
ing to crack and the chromium is no good..Anyw~yj why should there be 
chromium on an automobile when we need that product for chromium steel? 
The chromium is so thin that it doesnl t make much difference~ except 
that they have to have a nickel base to put the chromium onj and nickel 
is mighty scarce and needed for jet planes. But try to buy a car with- 
out chromium. They s~y: "That is out of Stock. You,ll have to wait 
six months to get the one with little trigs.. It is our psychology 
that is wronge Therefore the answer is deep and difficult. - 

Now~ on the fiscal side--not inflation~ but on the fiscal side-- 
I just wan~ to add a little bit. A single person today in income tax 
pays more probably than he did at the height of World War IY. Every 
second in a 24-~hour d~y the 'Federal Government spends as much as a 
married man with two children P~ys in Federal income tax--2j?O0 dollars. 
That is a.lot of money. The "take" of Federal, state, ~nd local taxes 
is apProachin~ 73 percent of the total national income. 

You say: "That is all right. So what? Where is the d~nger point?. 
I think it is when you come to the point where you donl t worry about 
taxes~ because then the chances are you have lost ambition. If every 
time I get a dollar I know Uncle Sam will get 50 percent~ why should I 
work so hard? M~ybe I should give some of ~y income to charity organ- 
izations and church organizations. 

In fiscal 19~2 per capita--every manj woman, and 
dollars in taxes. In 1900 it was only 2.88 dollars, baby--paid 272 
after the war~ taxes are 15 Here eight years 

percent higher per person than they were 
at the peak of the war. We have a.budget of 85.2 billion doll~rs for 
the current fisc~l year, of which the military establ~.shment is taking 
51 billion dollars~ or:60 percent. The housekeeping cost, the actual 
cost of government, is 15 billion dollars. Those figures are ~t first 
al~.rming. We musk relate themj however, to national income~ t+o gross 
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nation~l prodncte In terms of our gross national product that is not 
so alarminge The alarming thing is these effects that I was t~Ikir~ 
about--of certain groups of people bei~ squeezed cute 

What is coming--inflation or deflation? ~ I don ~t knows The forces 
of inflation are progressive because once a government embarks upon 
deficit financing~ it is the hardest thing in the world for it to pull 
itself out of it. Witness the fight between the Federal Reserve System 
and the United States Treasury9 the Eccles-S~der battle. The Treasury TM 
policy was to keep interest rates low. That is inflationary. The way 
to keep expenses down is to keep the interest rate low. That is the 
Federal Res ervets idea of serving the Nation. ~e Eccles spoke out and 
said they must keep this inflationary spiral .from going higherj, through 

credit and other financial controlse 

Once a government finds itself in that position~ it is-going to do e 
all that it can to preserve its position. Of course there are these 
other built-in devices for inflation--the escalator provisions agriculturets 
parity provisions There are also increased pension claims against the 

Federal Government. 

The biggest force towards inflation~ however~ it seems to me t is 
government financing itself. On the other side there are some deflationary 
things that I wotuld like to talk about. If this big middle sag gets 
bigger and bigger~ so that we have business ~Ithout buyersj people with- 
out adequate purchasing power--~d there are signs that this seems to be 
starting to generate now in the fieXd of certain hard good~, like tele- 
vision sets and radio--that m~V be a signal; it m~ not be. But when 
purchasing power starts to contract~ the Government steps in and tries 
to take its place. A very feasible way of doing it is by foreign ~id~ 
So the result is a strong force for the continuation of inflation~ and 
yet the course of history shows that what goes up must come down. 

T think that what has been inducing the Soviet group to be in favor 
of inflation for the Western World is that it is not the inflation that 
we need fearj but the deflationary aftereffects. I fear inflation for 
just this reason. N~ fear of inflation is not so ~ch the da~er of the 
inflationary behavior. It is the discontent that comes afterward~ the 

subsequent downswings 

I could go on for quite a while Ionger~ but if. I have made clear 
theme, which9 1 repeat~ is that what is needed is a coordinated set 

of decisions~ with all these things related to one another~ and done 
somehow or ether in s framework that is consistent with democracy and 
freedomj the time spent will have been Worth-whiles No country in the 
world that I know of has done thate England has come pretty close to 
it but has done it by semisocialistic rule. I am not advocating that 

for Americae 
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I think that the United States has to come ~-,t and make its o w n -  
decisions, its own plans. .We oantt sit back as the most PowerfUl 
country in the world and simply passively accept control and leadership. 
That is not. enough. I think it is a marvelous thing that since 1940 

7o7 .  , g Job,. I give hi~ s~. c r e d i t .  and 
n o w . .  B u t  ~ d o n l t ,  ~ v e  h i m  + . . . .  , ~  _ .  ~ . . . . .  I am g o i n g  t o  d e  it 
dlscontented, at " i~= . ,~  . . . . . .  v ' - ' _ ~ - - ~  ..pralse, because I want him to feel 
better. " " ~=o~ ~ . J u g n  ~ v  ~ n a z  ne will Want to go out and do 

We have grown up rapidly. We have not had the centuries i~ which 
to grow that England has had. We have to accept world leadership almost 
overn/ght~ That is why this is such a terrific challenge. That is why 
I think it is important to present these.questlons to gentlemen llke 
yourselves, because you are among those who will be in positions of 
leadership. . ~  the years that lie ahead. 

QUESTIONt What would you suggest that" the people of this country 
should do to further the real ~akening which you mentioned in your 
talk that might alleviate some of this decadent attitude people are falling into? 

DR. PIQUBTI .I dontt have amy pill or simple cure but I have two 
.first one i s  t h a t  I t h i n k  we need an interest on t p 

. P. pAe who nave lots of money in givin~ some o he art 
supportsome p o L ~ C L ~ - e d u  a . ~ -- Y . .  ' f that money t o  

. . . . .  - - .~ . , ~ c  tion. Th~ trouble w1~n so occurred .so far has been th -~' ~- - .'. ~ch that has 
~ uae aonors nave had preconceptions, trying 

to prove this or that. I should like to see the Nation become interested 
in intellectual problems. We:need to educate the public by debates, 
forums, newspapers, setting up debates on the radio, in moving pictures, 
to present the picture to the American people. 

I think the American people are essentialSy intelligent. Their 
economic Ie .Q. is not too high, however. I have heard of some things 
that are going to happeno In the meantime the Presidentls Advisory 
Board has made some detailed studies of the relationship between fareign 
trade~ for instance, and our. foreign trade policy. 

The second one--and we are already m~k~ng a step in the right 
direction--is the .suggestion that ex-Presidents serve in the Senate" with. 
out vote. If there were also some waywhereby we could have in the Congress 
of the United States, particularly in the Senate, a small nucleus, say 5 
or 6 Senators and IO or 12 Congressmen, who would be elected by the country 
as a whole, they might serve as a nucleus around which the national 
interests as opposed to narrower geographical interests could gathere 

ThOse are two things I can think of. But I donlt know how to take 
a great people like ourselves and overnight transform them into a highly 
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literate peoplep economic~lly speakingo But I know that we are not 
going to get solutions until we recognize the problemse 

QUESTIONS You gave us a clear explanation of the wey inflatio~ 
hits various groupse I wonder if you wo~Id care to explain in the same 
way what the effect of deflation would be on various economic groupse 

DR. PIQUETz I lived through the last onej elthough I was younger 
than I am nowo But I was better off personally. The middle income 
group was better offw because they were on a salary basise I refer 
in the depths of the depression~ in 1931 and 1932p that I was awlk~Lly 
uncomfortable, more so than now. I didntt see ar~ money. Even though 
the prices were low, I didntt seem to have ar~ cashe 

I think the big difficulty in a depression period is the undermining 
of  public moralee It is a terrible thing to think that you ~ be sell- 

tomo=ow. A d, of c se, that feeling 
If you feel you m~y lose your job next week, you haa cetcer no~ ~i~ 
a~y more money than you have toe And that very process of holding back 
and saving rather than spending means aggravating the dow~Mard splrale 

Now, so ~ch for the fiscal probleme It is true that in the depth 
of the d~pression period work held up pretty welle The whole inflation 
~d de~lation question was one of rain checks and price tagse It was 
not only a question of people not being able to get worke Most people 
did get worke It was largely because a greater accent was placed on a 
minus as opposed to a plus psychologye They tell me it is like a dope 
addict| that you have a feeling of exhi~laration, with a terrific depres- 
sion fo~lowing it. But maybe if you just wait a while, you will find cute 

COMMenT: The remedies that you propose are excellent, buts totaling 
them up, I find at first glance that stand-by steel plants, stand~by oll 
reserves, and giving some sort of subsidies to the interests that are 
hurt by freer trade, all amou~ut to a higher cost of goverr~ente The llmi- 
tation to p~ing that cost in terms of taxation or in terms of reducing 

incentive brings you back to borrowiuge 

DR. PIQUET: You ~iu. That is not a question, I take it, but a 
comment and it is well takene I accept the critici~ 

Of course, if these things were done on a p~-as-you-go basisj l 
think they would be cheaper than w hat-we are now p~ring. Isntt that the 
comment or rejoinder tO yours? I think we could do it for far less than 
5 billion dollars a yeare I haventt figured it cute I should like to 
attempt to do that in ~ next tariff study. I am going to take these 
industries and see how much it takes to b~ them outJ to see if we can 
do it for less than 5 billion dollarSe 

RESTRICTED 



2 0 6  
,RESTRICTED 

QUESTION: You indicate a belief that there should be some device 
for coordinating all these programs of the Governmente You quoted your 
friend in DPA as being perturbed because they were note What procedure 
or method has been evolved for Putting together all these measures and 
then making these wise decisions that you talk about? 

DRe PIQUETz None that I know ofe 

havlng.QUESTIONSthe means InofOtherplanningWOrdsJit?you want a planned society without 

D~ PIQUET: That word "planned society, troubles mee 

QUESTION: "Coordinatedo. 

DR, PIQUET: "Coordinatede. That is better I donlt care what you 
call itj but as soon as you set up a central plsnnin~ bureau in this 
country with power to control~ that would be a politburo• That is 
dangerous and is what we don! t w~nte 

I donlt ~ Englsnd has done that• From what I have heard from 
observers on the scene, their criticism has not been of compulsion• It 
has been the oppositee The labor ~groups have been so Powerful that they 
have soldiered on the job rather than being told where to work• It has 
been failure to work rather than c~mpelling them to worke 

Butj neverthelessj they have done it 
h~l~dan°n~atarthn%have done~ I think ~by~deo~abt~C~aanS~selfpo~ie~. 

QUESTION: You said that what we need is to coordinate these jobs~ 
which assumes we have a way for coordinating themj doesnt t it? 

DR. PIQUET: No~ sir• It assumes precisely the oppositeo I think 
it is so important that we should be aware of the need for something of 
the sort• The closest we come to it is probably in the congressional committees• 

QUESTIONz It seem8 to me that there are some trends on the immediate 
horizon that might be depressive as far as this inflationary thing goes 
that you are concerned about~ namelyj the leveling off the military 
assistance to Europe and possibly a change in the Administration that 
might t~ke place this fall. Would you care to comment on that? 

DR. PIQUET: I have been greatly impressed in the Presidential com- 
p~ign to date with the excessive amount of platitudes that have been usedo 
I dontt think either candidate has really faced up to the basic economic is sues • 
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But I agree with you that a new Administration~ whatever it rosy bej 
Democratic or Republican, will certainly be aware of the fact that it 
should give the impression at least of doing Something differently. 
People do want a change. That might be our best hope. But I dbnlt 
think it is a question of whether it is Democrats or RepublicanS, I 
think we need some new faces® Hew they will go about it~ howeverj remains 

to be seen. 

QUESTION: I was interested in your comment on the possible t~e~ 
that might take place as the result of our decrease in expenditures in 

foreign areas~ which is inflationarY~ isn't it? 

: Yes. I suppose that should be followed by other activ- 
DR. PIQUET ...... _ ~ .... nRV.~-vou-~o t~xatian~ and 

• e same directl ~ ....... ~ of fore~ trade~ itxes in th ..... a oos~nino . . . . . . . . . . . . .  
the ability to p~ for certain ~ngs,.,~m~b~n~-4!v~ ' ~y~ auestion is not 
so that y~u could have a !ivemand~l~-~~ ~-~- ~ " ...... 
an easy one to answer. 

h e r e Q ~ o T l O N b i ! ~ J ° ~ h ~ J h ~ e ~ t ~ ,  s l ~ e  .... 
things that you speak of? 

DR. PIQUET: Yes. Certainly there is this tremendous force of 
productivity being thrown on the market, You see n~ ~y our total budgst 
that a very substantial part of our gross national Pr o@Act is beir~ 
drained off for building up the milit ~arY machine~ It is not SO ~Ac~. as 
anticipated~ but defense expenditures are~ bound to g~ UP for at least 
another y~ar or two and then taper off. When they taper off~ what happens 
to this terrific capacity? It isgoing to be thrown on the market. Where 
is the ~purchasing power co .mj~n~ g from to buy those products? We ~g~. ha~ 
the same situation that we had ~ 1929~ How can you do business withou~ 
a buyer? That is the argument by the people who are predicting that 

there is going to be a depression. 

I think your comments are very well taken. That is the problem we 
face. That is where this stand-by idea comes in~ because we are tooling 
up now for a tremendous effort~ which is sort of a ,,getting-over-the-~, 
hump" effort. Then after this is over~ if we divert this prod uctive 
capacity into civilian channels~ we will have to expand our purchasLug 
power far beyond what I indicated. We have increased our capacity~ not 
by savings~ but by the power of the Government to drain off money from 
the military establishment- SO m~bs it should be kept out of the 
regular civilian channels. That is in back of my idea of stand-by~ It 
is tremendously difficult to work out that ides. even on paper. 

QUESTION: You have covered the unfavorable trade conditions~ United 
States versus European nations. Could yo.~ discuss the possibility of 
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the solution of some of those difficulties by removal of the trade 
barriers within Europe and also the removal of national prejudices and favoritism? 

DR. PIQUETz Europe is a continent somewhat larger .than the United States• separated i n t o  
have already• I think• a number of indivldual-sovereign countries. We 

to a degree that is dangerous, told them they 
toSh°Uldus ~andtears~y•d°wn~__th°SedonttbarrierS•you tearbecaUSeyour all they. have to do is to point 

among ~nemselves allow thei~ industries own down?. Why should they 
.k. to face the competition of other countries of Europe when we wonm t allow their products to be introduced 

here when we are touch,ore PrOductive? 

I think it would be a very fine t " 
do you realize that Bel~,,- ...... h~zng if they wo~Id do h~+ 
called , • . ~ .... • ~ne Ne~erl ds t-~e But Benelux countries ~ ...... ~an , and Luxemburz. the ~- ..... 
t h ree  years ago, are h a v i ~  ~ ~uezr customs urLion w h i c h - t h ~  esta~ished. 

one awful time, those litgle countries• 
trying to iron out their economic differences to such an extent that 
they can have a common customs and tariffs system, because their indus- 
tries dcnt t gear into each ot~e-re~They are not supplemental; they are 
competitive. Now# if BelgiumB the Netherlands• and Luxemburg--those little countries cant t do it, how c~n ~ 
Europe• including such great powers weexpect the large countries of 
to do it? It is fine on Paper• but as Great Britain~ France• and Germany# 

we are dealing With peoplee 

QUESTIONI I wonder if their industries and resources are such that 
if trade barriers were removed# their resources would be sufficient to enable them to support themselves? 

Smith said years ago ~n '~ealth of Nations,. as-s~ condition. As Adam 
as you raise labor productivity, you have to expand the markete If England could sell its 

motorcycles# bicycles~ cutlerg, leather, and pottery on the Continent• 
its position would be much better than it is nowe 

Of coursej that is elementary arithmetic# because it would have a 
Wide markete You see, as it is now• it doesnl t have it 
Industr7 in England now is becom4~ a ~--~ • The bicycle 
English have tremendous -~ ~u~y growing industry and ghe 

pressures exerted to keep their bicycles out of 
other countries. British bicycles are popular in this country tod~y. 
If the British bicycle people thought they could develop the American 
market and hold it, without our tariffs being raised or quotas 
they could sell a large number of bicycles in this ~ountrye ~ut thi~p°s; d~ 
are not going to spend millions of pounds sterling o advertise in this 
market and to expand production• if, as a result of their economic sue- cess• we will try to  keep them oute 
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It goes right back to the fundamental fear of imports, Everybody 
hs.s itj more or less. Imports are often a convenient scapegoat, 

QUESTIONz I gather from your interesting talk this morning that 
there are ma~y minority groups or lobbies in Washington, It seems to 
me that there is one majority t~at is slmost helplessly lost# and that 
is the consumer, Nowj if there is some w~ of getting the American 
consumerts point of view represented in Congress and consideredl wouldnI5 
that iron out a lot of these difficulties? T know there is a Consuw~rs. 
Union~ but it has never amounted to ~hlng. k~nat do you think about 

the possibility of .such a movement? 

DR, PIQUET; When I examin~ my own psycholjogy, 
- ---~---~,~ different from mej I reaA~ ~.v. ~-- people are no~ van~ a solution is, I know that during the Roosevelt Administration when I 

would pick up the newspgpers and read about another round of wage 
increases, I would s~; ,Look at wha~ they are doing now, They are 
controlling prices and letting wages go u p .  You cantt do that while 
operating at peak capacity|" That is elementary. Then next morning or 
in the next few weeks I would pick up the paper and see where a bill 
had been introduced in. Congress to raise the salaries of Federal workers, 

But~ did I turn the increase down? Not at all, 

I knew as well as X know my own n~me that I would be better off if 
those wages and salaries had not been .increasede But if I sen~ mine 
back and told U~cle Sam I didntt want the increased wagep I-would be 
cutting z~ own throat, We all have to work together; there is the "fly" 

in the ointment, 

How do you get the consumerSs interest? We are all consumersj every 
one of use We all have to choose between a .smaller pay envelope and 
prices being a little high,re We will take the higher prices~ because 
our producer interests are concentrated in one linej while our consumer 
Interests are diffused over so m~ny lines that in the mind of each-of us 

the producer interest is overpowering, 

The consum erss interest is spread too thine This consumer organi- 
zation, t h e  Consumers Union~ I thinkj has done a grand Job so far as it 
has gone, So have the Consumers Research Reports, But this is Just a 

drop in the bucket~ Just a little bite 

I donZt think that is the anew,re I intimated earlier~ in speaking 
of tuna fishj that by lining up one producer group s.gainst another we 
might bring about the consum erls national interest. In the old days of 
NRA the consumer TM best hope was in the labor group. Those were the d~ys 
before labor was successful in getting the upper hande But what we have 
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seen in the last few years is that labor is no better than capital when it 
succeeds in acquiring .~nopoly power. Maybe a. consumerl s monopoly would 
be bad too but I will take my chances on it, 

QUESTION: All your discussion of inflation has been of the relation- 
ship of cost to price. Do you feel that our pattern of a central currency 
is a necessary evil? Do you feel that the devaluation of gold and the 
restrictions on its international circulations and the prohibition against 
the ownership of it~ are a reversible process within a given Administration? 

DR. PIQUETs You have raised a question that I could talk about for 
another hour but I will try to give a brief answer. 

Gold is always convenient as a scape oat lik 
little difference what t ~n ~ _ _  g , ~  :e Imports. It makes 

he --tern~tiQnal excnange be, whether it be gold 
or paper. The money is not the important thing, The inflation comes by 
virtue of the jag we are getting through deficit financing. If you change 
the weight of gold ~ in the dollar (if we were on the gold standard) l the 
weight of gold would have very little to do with it except for the pro- 
fitability of gold mininge I remember some Senators from Nevada and other 
western states wanted to raise the price of gold. Why? Was it because 
they had the economy as a whole at heart? The more basic reason was that 
they wanted the gold mines to be more profitable. Gold is among the least 
important things in the economy. The important thing is the number of 
dollars relative to the number of goods. There is no longer any connec- 
tion between gold and dollars. 

If we could go back to the nineteenth century system of a free gold 
standard in a multilateral trade world, it w . 
already pointed out. r~.q~ ~ __ _ _ o ~ l d .  be fine As I have 

. the ......... worked in ~'~ ...... "- 
~5~L~ was oeoausej as Adam Smith showed# the mathematics of it was rational and logical. Butp 

it also was to the interest of the Bank of England to make it work. It 
was especially because the Bank of England made British currency the 
international currency. The English did that by making their notes con- 
vertible into gold. It resulted in What appeared to be an automatic 
systemj though in retrospect it appears not to have been so very automatic at alle 

COIDNEZ BARNESz Dr. Piquet~ I think the class now realizes what 
General Greeley meant when he said that we plead with you each year to 
come down here. For my money this is the best yet. I am going to let 
the applause indicate what the class thinks about it. 
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