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DR. HUNTER: General Calhoun, Admiral Deutermann, Gentlemen: 
As a preliminary to this morning's discussion, I want to throw out a 
brief historical note. Back in 1917 when Washington found a world war 
on its hands, the economlsts, I suppose, were the rarest of the bureau- 
cratic species here in Washington. One of the most interesting features 
of our first formal resource mobilization was the movement to Wash- 
ington of a small but capable group of economists and statisticians. 

Now as  o u r  m o b i l i z a t i o n  got u n d e r  w a y  back  in  1917, i t  was  q u i c k l y  
d i s c o v e r e d  tha t  you c a n ' t  m o b i l i z e  y o u r  r e s o u r c e s  fo r  w a r  wi thout  a 
f a i r l y  d e t a i l e d  and  f a i r l y  a c c u r a t e  knowledge  of the  k inds  and the a m o u n t s  
of t h e s e  r e s o u r c e s .  The  i n d i s p e n s a b l e  c o n t r i b u t i o n  of t h e s e  e c o n o m i s t s ,  
who c a m e  to W a s h i n g t o n ,  to the  w a r  e f fo r t  c o n s i s t e d  above a l l  in  p r o -  
v id ing  what  t h i s  c o u n t r y  s a d l y  l a c k e d ,  s t a t i s t i c a l  m e a s u r e s  of  ou r  b a s i c  
p r o d u c t i o n  r e s o u r c e s ,  f i r s t  and  f o r e m o s t  of ou r  p r o d u c t i o n  c a p a b i l i t i e s .  

Now th i s  job w a s  done,  of c o u r s e ,  but the i n i t i a l  l a c k  of  s u c h  da ta  
and the t i m e  r e q u i r e d  to f ind out  what  data  was  n e e d e d  and then  to  go out  
and  get  t ha t  da ta  undoub ted ly  d e l a y e d  ou r  m o b i l i z a t i o n  e f fo r t  a t  l e a s t  
s e v e r a l  m o n t h s .  

Well, a lot of water has gone over the dam since 1918, including 
especially a peacetime depression crisis and the second world war, each 
of which made heavy demands upon economists. Today, of course, econ- 
omists are one of the major props of defense as well as of business 
enterprise. 

One of the  m o s t  v i t a l  q u e s t i o n s ,  o b v i o u s l y ,  on wh ich  we r e q u i r e  
t h e i r  adv i ce  i s  e s s e n t i a l l y  the s a m e  as  tha t  f i r s t  r a i s e d  in W o r l d  W a r  I 
and  tha t  is  the c a p a c i t y  of the  e c o n o m y  to s u p p o r t  w a r ,  a n y  k ind  of a w a r .  
To d i s c u s s  th i s  q u e s t i o n  th i s  m o r n i n g ,  we a r e  v e r y  f o r t u n a t e  in  h a v i n g  
M r .  L e o n  K e y s e r l i n g ,  who i s  a d i s t i n g u i s h e d  m e m b e r  of h i s  p r o f e s s i o n .  
D u r i n g  the y e a r s  1950-1953,  he o c c u p i e d  what  w a s ,  f r o m  the v i e w p o i n t  
of  n a t i o n a l  p o l i c y ,  the top e c o n o m i s t  p o s i t i o n  in  the  Un i t ed  S t a t e s ,  C h a i r -  
m a n  of the P r e s i d e n t i s  C o u n c i l  of  E c o n o m i c  A d v i s e r s .  Wi th  th i s  
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b a c k g r o u n d  of h is  e x p e r i e n c e  e s p e c i a l l y ,  he  is p e c u l i a r l y  w e l l  q u a l i f i e d  
t o  d i s c u s s  the  p r o b l e m  b e f o r e  us th is  m o r n i n g :  the  a b i l i t y  of  o u r  e c o n -  
o m y  to s u p p o r t  m i l i t a r y  p r e p a r e d n e s s  in  the p e r i o d ,  1956-1960.  

M r .  K e y s e r l i n g .  

MR. KEYSERL1NG:  I c e r t a i n l y  a p p r e c i a t e  the  o p p o r t u n i t y  to be 
h e r e  a g a i n .  I have  a l w a y s  e n j o y e d  m y  v i s i t s  h e r e  and  know tha t  I w i l l  
a g a i n .  I a m  a l s o  a p p r e c i a t i v e  of the b r e v i t y  of  the  i n t r o d u c t i o n .  I h a v e  
b e e n  going  a r o u n d  the  c o u n t r y  m a k i n g  s o m e  ta lks  on v a r i o u s  m a t t e r s ,  
and  s o m e  o f  the a g e n c i e s  w h i c h  a r r a n g e  t h e s e  t a lks  s e n d  out  a l i fe  h i s -  
t o r y  t h a t  is  r e a l l y  s o m e t h i n g  to h e a r .  A f t e r  s i t t i n g  and  l i s t e n i n g  to 
t h e s e  t h r e e  o r  f ou r  t i m e s  a m o n t h ,  I am v e r y  g l ad  w h e n  in s u c h  s u c -  
c i n c t  f o r m  the t r u t h  about  m e  is to ld .  

H o w e v e r ,  I do w a a t  to t ake  e x c e p t i o n  to a p a r t  of  the i n t r o d u c t i o n .  
I a m  not  s u r e  tha t  I am an " e c o n o m i s t . "  At l e a s t ,  I a m  not  a n  e c o n o m i s t  
as  tha t  t e r m  is f r e q u e n t l y  thought  of, as  one  who d e a l s  p r i m a r i l y  wi th  
s t a t i s t i c s ,  and  who i n s i s t s  tha t  at  the poin t  w h e r e  an  i n d i v i d u a l  a t t e m p t s  
to i n t e r p r e t  t h o s e  s t a t i s t i c s  and  to p a s s  in to  the a r e a  of  n a t i o n a l  p o l i c y ,  
he  s tops  be ing  an  e c o n o m i s t  and  b e c o m e s  a p o l i t i c i a n .  If t ha t  be the 
d e f i n i t i o n  of  a p o l i t i c i a n j  t hen  I am a p o l i t i c i a n ,  b e c a u s e  I do not b e -  
l i e v e  tha t  t h e r e  was  e v e r  a t i m e  w h e n  it was  m o r e  i m p o r t a n t  tha t  e c o n -  
o m i s t s  in  the Un i t ed  S t a t e s ,  p a r t i c u l a r l y  t h o s e  w h o h a v e  the  good  f o r t u n e  
o r  have  had  the good  f o r t u n e  to o c c u p y  r e s p o n s i b l e  o f f i c i a l  p o s t s ,  s h o u l d  
m o v e  out  o f  t h e i r  s h e l l s  and  b e c o m e  a d v o c a t e s  of t h o s e  c o n c l u s i o n s  
w h i c h  t h e i r  a n a l y s e s  of  the f ac t s  l e ad  t h e m  to.  It is j u s t  as  n e c e s s a r y  
tha t  r e s p o n s i b l e  e c o n o m i s t s  c o n c e r n e d  wi th  pub l i c  s e r v i c e  do th i s  as  
tha t  r e s p o n s i b l e  p e o p l e  in  o t h e r  b r a n c h e s  of  pub l i c  s e r v i c e  a t  the p o l i c y  
l e v e l  do t h i s .  

I a m  not,  h o w e v e r ,  p o l i t i c a l l y  i n c l i n e d  in t h e  s e n s e  tha t  the c r i t i c a l  
th ings  w h i c h  I wi l l  s a y  about  o u r  e c o n o m i c  a p p r o a c h e s  to p r o b l e m s  of 
n a t i o n a l  d e f e n s e  a r i s e  out  of  the fac t  tha t  I a m  not a m e m b e r  of  the 
c u r r e n t  a d m i n i s t r a t i o n .  I a m  c r i t i c a l  of what  is  b e i n g  done now.  i was  
a l s o  c r i t i c a l  o f  wha t  was  b e i n g  done w h e n  I was  in t h e  G o v e r n m e n t .  I 
e x p r e s s e d  m y s e l f  e q u a l l y  f o r c e f u l l y ,  e v e n  if  e q u a l l y  w r o n g l y ,  and  I got  
in to  a c e r t a i n  a m o u n t  of  hot  w a t e r  by so doing ,  a l t hough  I have  s u r v i v e d .  

T h e r e  was a s a y i n g  m a n y ,  m a n y  y e a r s  ago ,  "Oh,  l i b e r t y ,  wha t  
s i n s  a r e  c o m m i t t e d  in thy  n a m e . "  I th ink  the  b a n n e r  w h i c h  we s h o u l d  



hoist now is, "Oh, economy, what sins are committed in thy name," 
because in the name of a false economy we have grossly neglected the 
problems confronting us in the world as it now exists, problems which 
seem to me to be accented by the headlines in the newspapers today. 
We hope we will come through to a peaceful solution; everybody does; 
but a rosy and easy complacency is certainly not justified at this stage. 

I can  b e s t  d e s c r i b e  rny a p p r o a c h  to th is  p r o b l e m  by going  into a 
l i t t l e  h i s t o r y .  At the  v e r y  b e g i n n i n g  of the K o r e a n  w a r ,  in  fact  a t  the 
b e g i n n i n g  of i n t e r n a t i o n a l  t e n s i o n s  wh ich  p r e c e d e d  the  K o r e a n  w a r ,  I 
took  the  v iew,  as  is  w e l l  known,  tha t  we had  not begun  to r e a l i z e  the  
p r o d u c t i v e  p o t e n t i a l s  of  the  A m e r i c a n  e c o n o m y ,  tha t  b e c a u s e  we w e r e  
not b e g i n n i n g  to r e a l i z e  t hose  p o t e n t i a l s  and  w e r e  not b r i n g i n g  to b e a r  
upon t h e m  the p o l i c i e s  n e e d e d  to t r a n s l a t e  t h e m  into ac tua l i ty ,  we w e r e  
g r o s s l y  u n d e r e s t i m a t i n g  what  r e s o u r c e s  we had  a v a i l a b l e  and wha t  p a r t  
of  ou r  r e s o u r c e s  we had  ava i l ab l e  for  our  m a j o r  n a t i o n a l  p r i o r i t i e s .  

One of the l a r g e  i s s u e s  w h i c h  a r o s e  at that  t i m e - - I  don ' t  r e m e m b e r  
at  the m o m e n t  e x a c t l y  when,  in 1950 o r  t h e r e a b o u t s - - w a s ,  f i r s t ,  what  
b a l a n c e  we s h o u l d  s t r i k e  b e t w e e n  r e a l l o c a t i o n  o r  r e a s s i g n m e n t  of  ou r  
r e s o u r c e s  to d e f e n s e  p u r p o s e s ,  and the  b u i l d i n g  of  ou r  to ta l  r e s o u r c e s ,  
so  tha t  we would  have  m o r e  wi th  wh ich  to c a r r y  the d e f e n s e  b u r d e n  on 
a l o n g - r a n g e  b a s i s .  

I fe l t  tha t  m i s t a k e s  w e r e  m a d e  in  b o t h  a r e a s .  I fel t ,  in the  f i r s t  
p l a c e ,  tha t  we w e r e  not bu i ld ing  o u r  to ta l  p r o d u c t i v e  s t r e n g t h  as r a p i d l y  
as  we w e l l  cou ld  u n d e r  ou r  f r e e  s y s t e m ,  and I a l so  fe l t  that  we w e r e  not 
i d e n t i f y i n g  the p r i o r i t i e s  o f  ou r  na t iona l  n e e d s  and  put t ing  a l a r g e  enough  
p a r t  of  our  r e s o u r c e s  i n t o  t h e m .  

W h e t h e r  I was  r i g h t  on  the s e c o n d  poin t ,  I canno t  p r o v e ,  a l though  
I do b e l i e v e  that  I m a y  have  b e e n  r i g h t .  The  f i r s t  point ,  h o w e v e r ,  I can  
p r o v e ,  b e c a u s e  the g r o s s  u n d e r e s t i m a t e s  which  w e r e  m a d e  of wha t  the  
A m e r i c a n  e c o n o m y  cou ld  m a k e  and cou ld  do at  that  t i m e ,  as a b a s e  fo r  
p o s s i b l e  n e g l e c t  of  ou r  n a t i o n a l  p r i o r i t i e s ,  t u r n e d  out  to be v e r y  w r o n g .  
It i s  a m a t t e r  of r e c o r d  by now tha t  the v a r i o u s  p r o j e c t i o n s  wh ich  I m a d e  
as to c h a n g e s  in  A m e r i c a n  p r o d u c t i v i t y ,  as  to c h a n g e s  in  the p r o d u c t i v e  
p o w e r  of  the  e c o n o m y ,  a l l  f e l l  s o m e w h a t  s h o r t  of what  we a c t u a l l y  a c -  
c o m p l i s h e d .  Yet  m y  p r o j e c t i o n s  w e r e  o r i g i n a l l y  d e e m e d  to be o u t l a n d -  
i s h l y  h igh .  
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I s a y  this  on ly  b e c a u s e  I want  to give m y s e l f  a c l e a n  b i l l  of  heal th~ 
so  tha t  no one  wi l l  s u s p e c t  tha t  the pos i t i on  which  I am t ak ing  is n e w  
o r  g o v e r n e d  a t  a l l  by the fac t  that  I a m  not  now a m e m b e r  of  the G o v e r n -  
m e n t .  H o w e v e r ,  I do s a y  tha t  it  is  m o r e  i m p o r t a n t  to a n a l y z e  what  is 
h a p p e n i n g  now than  wha t  h a p p e n e d  f ive o r  s ix ,  o r  e igh t ,  o r  t e n  y e a r s  
ago .  T h e r e f o r e ,  wi th  th i s  i n t r o d u c t i o n ,  I w i l l  a d d r e s s  m y s e l f  to wha t  
is  h a p p e n i n g  now,  and what  I th ink  n e e d s  to be done now and  in  the f u t u r e .  

In the  f i r s t  p l a c e ,  to c r e a t e  s o m e  b a c k g r o u n d  fo r  the s i t u a t i o n ,  I 
wan t  to s a y  a few w o r d s  abou t  the  p o t e n t i a l s  of  the A m e r i c a n  e c o n o m y .  
Le t  m e  s a y  tha t ,  whi le  wha t  I s a y  is c r i t i c a l ,  I w i l l  s o u n d  w r o n g  if  we 
a r e  s a t i s f i e d  wi th  c o m p a r i s o n s  wi th  the  long  ago .  C o m p a r e d  wi th  wha t  
h a p p e n e d  t e n  y e a r s  ago o r  f i f t e en  y e a r s  ago o r  m a y b e  e v e n  f ive  y e a r s  
ago ,  the A m e r i c a n  e c o n o m y  is  m a k i n g  a w o n d e r f u l  r e c o r d .  I a m  ju s t  
as  p r o u d  of  tha t  r e c o r d a s  a n y b o d y  who u s e s  tha t  r e c o r d  to e v a d e  r a t h e r  
t han  to face  r e s p o n s i b i l i t y .  I am p r o u d  of  the fac t  tha t  o u r  c o u n t r y  is 
g r o w i n g  as  f a s t  as  it i s .  I a m  p r o u d ,  as  I t r a v e l  a r o u n d  the c o u n t r y ,  to 
s e e  the b u r g e o n i n g  e n t e r p r i s e s ,  the  g r o w i n g  p l a n t s ,  i n c r e a s i n g  i n d u s -  
t r i a l i z a t i o n ,  the  h igh  l e v e l  o f  e m p l o y m e n t ,  the r i s i n g  s t a n d a r d s  of l i v -  
ing ,  the g r e a t  i n c r e a s e s  in i n d e x e s  o f  ou tpu t .  And ye t  I s a y  to you  in  a l l  
s i n c e r i t y  tha t  I dont t  t h ink  we now l ive  in a w o r l d  s i t u a t i o n  w h e r e  we  c a n  
be s a t i s f i e d  wi th  m u c h  l e s s  than  o u r  b e s t .  

I d o n ' t  th ink  tha t  the fac t  tha t  we have  a f r e e r  s y s t e m  than  s o m e  
o t h e r  c o u n t r i e s - - w h i c h  I v a l u e - . - s h o u l d  l e ad  us to i g n o r e  the  f a c t  tha t  
t h e r e  a r e  s o m e  o t h e r  c o u n t r i e s ,  m u c h  as  we d i s l i ke  t h e i r  s y s t e m s ,  
w h i c h ,  on  the s t r a i g h t  e c o n o m i c  f r o n t ,  on the  f r o n t  of m a r s h a l i n g  t h e i r  
r e s o u r c e s  and  u s i n g  t h e m ,  a r e  m a k i n g  v e r y . f a s t  r e c o r d s  of  15rogress ,  
a r e  not be ing  s t o p p e d  by the e c o n o m i c s  of  t en ,  f i f t een ,  o r  t w e n t y  y e a r s  
ago,  and  a r e  m e a s u r i n g  t h e i r  e c o n o m i c  s t r e n g t h ,  not by the budge t s  of  
a g o v e r n m e n t ,  but  by the a v a i l a b l e  r e s o u r c e s  and  p r o d u c t i v e  p o w e r  of  
a p e o p l e ,  w h i c h  is  wha t  e c o n o m i c s  is r e a l l y  about .  

I t h e r e f o r e  b e l i e v e  t h a t  we ,  not  by  t h e i r  m e t h o d s ,  but  u n d e r  o u r  
m e t h o d s ,  u n d e r  the m e t h o d s  of f r e e d o m ,  m u s t  a l s o  m o v e  f r o m  a m e a s -  
u r e m e n t  of  o u r  e c o n o m i c  p o t e n t i a l  in  t e r m s  of  d o l l a r s ,  in t e r m s  of  
budge t  b a l a n c i n g ,  in t e r m s  of  f i nanc ing ,  to a m e a s u r e m e n t  o f  o u r  e c o -  
n o m i c  p o t e n t i a l  in t e r m s  of  o u r  r e s o u r c e s  a n d  what  we c a n  do wi th  them~ 
b e c a u s e  it i s  a t r u i s m  of e c o n o m i c s  too long f o r g o t t e n  by s o m e  e c o n o -  
m i s t s  tha t  w h a t e v e r - - a n d  I want  to u n d e r s c o r e  th is  and  s a y  it a g a i n  and  
a g a i n - - w h a t e v e r  we have  the  e c o n o m i c  s t r e n g t h  to do, we have  the f i n a n -  
c i a l  s t r e n g t h  to do. 
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The  g r e a t e s t  m i s l e a d i n g  of the  g e n e r a l  and  e v e n  of the i n f o r m e d  
publ ic  w i th in  the pas t  y e a r s ,  I won ' t  s a y  jus t  the  p a s t  t h r e e  o r  four  
y e a r s , ,  but as long as I can  r e m e m b e r ,  has  b e e n  the s p r e a d i n g  of the  
b e l i e f  tha t  we m i g h t  not have  the f i n a n c i a l  s t r e n g t h  to do what  we have  
the  e c o n o m i c  s t r e n g t h  to do. F i n a n c i a l  s t r e n g t h  is  m e r e l y  an  i n d e x  
m e a s u r e m e n t  of r e s o u r c e s .  With go:~,d and  p r u d e n t  m a n a g e m e n t ,  wi th  
i n t e l l i g e n t  p o l i c i e s ,  we can  do f i n a n c i a l l y  w h a t e v e r  we can  a f fo rd  to do 
e c o n o m i c a l l y .  And the fact  that ,  w h e n  we get  into a to ta l  wars  we r e a l -  
i ze  that  p r i n c i p a l  and  no one c o n t e s t s  i t ,  p r o v e s  that  when  we ge t  into 
a c r i s i s  w e  ge t  back  to r e a l i t y .  

Now it is much too dangerous to live in reality only in a period of 
ultimate crisis. It is much more important to follow reality even before 
you get into that ultimate crisis, because we cannot be sure that, with 
all of our resources, if we wait until we get into that ultimate crisis, we 
will always come through as fortunately as we have unless we build our 
strength as we go along. 

It has always been a source.of terrible concern to me that the only 
time we get realistic about our economic strength and economic policy 
is when we are in total war. When we are in a total war anybody who 
puts the budget ahead of our resources, anybody who puts financing 
ahead of economics, anybody who follows the classical textbooks of the 
1900 's  i n s t e a d  of what  we have  l e a r n e d  du r ing  the 1950 ' s ,  would not be 
t o l e r a t e d  fo r  a m o m e n t .  Yet in  e v e r y  p e r i o d  s h o r t  of that ,  that  k ind  of 
t h ink ing  s e e m s  to h a v e  s u p r e m a c y ,  and  I, for  one ,  canno t  u n d e r s t a n d  
it at  a l l .  

Le t  m e  s a y  a few words  about  ou r  e c o n o m i c  s t r e n g t h  as d i s t i n g u i s h e d  
f r o m  o u r  f i n a n c i a l  a c c o u n t s ,  and  t h e n  I wi l l  t r y  to t ie  the two  t o g e t h e r ;  
t h e n  I wi l l  t r y  to i nd i ca t e  s o m e  of  the po l i cy  c h a n g e s  that  I th ink  shou ld  
be m a d e ,  b e c a u s e  m y  i n t e r e s t  as an e c o n o m i s t  is  f r o m  the v i ewpo in t  o f  
e c o n o m i c  p o l i c y  as i t  r e l a t e s  to the w e l l - b e i n g  and s e c u r i t y  of ou r  c o u n -  
t ry .  

Of c o u r s e ,  the f i r s t  s o u r c e  of  ou r  e c o n o m i c  s t r e n g t h  is the c h a n g e s  
in  p r o d u c t i v i t y .  P r o d u c t i v i t y  m e a n s  v e r y  s i m p l y  how m u c h  m o r e  the  
a v e r a g e  Working p e r s o n , - b y  w o r k i n g  p e r s o n  I m e a n  e v e r y b o d y  fo l l owing  
e c o n o m i c  p u r s u i t s ,  not j u s t  a w o r k e r  in the t r a d i t i o n a l  s e n s e  of an i n -  
d u s t r i a l  l a b o r  p e r s o n - - c a n  p r o d u c e  i n  o n e  hour  than  he did a y e a r  ago,  
and,  of c o u r s e ,  that  i s  the whole  h i s t o r y  of  e c o n o m i c  p r o g r e s s .  Tha t  is ,  
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the difference between an underdeveloped country and a developed coun- 
try, and that is the supreme difference thus far between the American 
economy and even the other developed economies. We have increased 
productivity at a faster rate. And to indicate how fast that rate has 
been, during the period from 1920 to 1930, we increased productivity 
by 1.8 percent a year. During the period from 1930 to 1950, we in- 
creased it by 2.7 percent a year. During the period since World War 
II, we have increased it by 3.7 percent a year, or more than twice as 
fast during these last few years as during the period between 1920 and 
1930, which we regarded as a high watermark of American prosperity 
and progress in that early era. 

The: rate of productivitylncrease more than doubled. Yet it is 
fantastic that not enough consideration to our economic potential, and 
therefore to our potential to bear a defense burden in the years ahead, 
has been given by those economists and financial analyzers and Govern- 
ment advisers, who, following their leanings, keep insisting, in esti- 
mating what our potential is and how it might be cultivated, on the use 
of the average of the last 50 years instead of the average since World 
War If, and say that, if the average during the past 50 years was two 
percent or 2-1/2 percent, that is a more conservative and a more rea- 
sonable base for estimating our potential than the records of the last 
seven or eight years. 

I dontt think this is conservative; I think itts utter nonsense. You 
donft have to be an economist; just ask any intelligent person: If you 
were going to estimate the rate of our technology change and our pro- 
ductivity c~ange over the next five or six years, would you be guided 
mostly by what has been happening recently or by what has been happen- 
ing in 1900 ? Any intelligent person would say, obviously, more by what 
has been happening recently. 

If they Went around the country and saw what is happening in Ameri- 
can factories; what is happening with respect to automation; what is 
happening even in the application of new productivity techniques in areas 
of the economy where one thought they could never be applied; if they 
could see what is happening in agriculture where productivity is rising 
even faster than in industry--they would immediately conclude that we 
have crosseda new sound barrier of productivity and technological 
change quite as striking as that which has taken place in medicine, 
where, as we all know, the changes that have taken place in the last 
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few y e a r s  h a v e  b e e n  g r e a t e r  than  a l l  the changes  which  took p l a c e  
b e t w e e n  the ba t t l e  of York town  and the ba t t l e  of  B e l l e a u  Wood.  T h e r e  
has b e e n  an a c c e l e r a t i o n ,  a m o r e  r a p i d  r a t e  of  i n c r e a s e  in e v e r y  p h a s e  
of  s c i e n c e  and i n v e n t i o n  and the app l i ed  a r t s .  

I s a y  that ,  du r ing  the next  few y e a r s ,  our  a v e r a g e  r a t e  of p r o d u c -  
t ivi ' ty g rowth  is go ing  to be h i g h e r  than  the 3.7 r a t e  s i n c e  W o r l d  W a r  II. 
I t ' s  h i g h e r  now. I t ' s  a r o u n d  four  p e r c e n t  now, and  I th ink i t ' s  go ing  to 
be a r o u n d  4-1 ]2 p e r c e n t  o v e r  the next  few y e a r s .  So we have  to take  
that  f ac to r  into accoun t .  

The  s e c o n d  th ing  that  a f fec ts  our  p r o d u c t i v i t y ,  and a f fec t s  ou r  t o t a l  
output ,  and  a f fec t s  ou r  e c o n o m i c  c a p a c i t y  is the s i z e  of  the g rowth  and 
the c h a r a c t e r  of ou r  l abor  f o r c e .  Our  l abo r  fo r ce  b y  and  l a r g e  g r o w s  
by about  e i g h t - t e n t h s  of a p e r c e n t  a y e a r ,  and when  we a d d  that  to the  
p r o d u c t i v i t y  f ac to r  and  m a k e  p r o p e r  a d j u s t m e n t s ,  e v e n  if  we on ly  take  
the p r o d u c t i v i t y  r a t e s  s i n c e  W o r l d  War  II, we have  about  a 4-112 p e r -  
cen t  annua l  g rowth  c a p a c i t y  in ou r  e c o n o m y  y e a r  by y e a r .  

Now we a r e  u n d e r e s t i m a t i n g  and n e g l e c t i n g  the  l abo r  f o r c e  p o t e n t i a l  
as w e l l  as the p r o d u c t i v i t y  p o t e n t i a l  b e c a u s e ,  whi le  we have  r e a s o n a b l y  
ful l  e m p l o y m e n t ,  that  is m e r e l y  a count  o f  n u m b e r s .  Tha t  has  no th ing  
to do wi th  how m u c h  a t t e n t i o n  we a r e  d i r e c t i n g  to e d u c a t i o n ,  to e f fo r t j  
to t r a i n i n g ,  to h i g h e r  s k i l l s ,  to c e r t a i n  na t i ona l  p o l i c i e s  t o w a r d  d e a l i n g  
with the p r o b l e m .  Today ,  a v e r y  l a r g e  p a r t  of our  l a b o r  f o r c e ,  wh ich  
is  t e c h n i c a l l y  e m p l o y e d  and coun t ed  in the  s t a t i s t i c s ,  is  h i g h l y  u n d e r -  
e m p l o y e d  f r o m  the v i ewpo in t  of u t i l i z a t i on .  

Of c o u r s e ,  the o u t s t a n d i n g  e x a m p l e  of th is  is that  we have  a f a r m  
popu la t i on  of 22 m i l l i o n  peop l e ,  when  we need  c o n s i d e r a b l y  l e s s  to p r o -  
duce such  f a r m  p r o d u c t s  as cou ld  be u s e d .  It i s n ' t  enough  jus t  to i n v e i g h  
and s a y  that  t h e r e  a r e  f a r m  s u r p l u s e s .  We n e e d  at a t i m e  l ike  th i s ,  w h e n  
m a n p o w e r  is so  i m p o r t a n t ,  if  we n e e d  on ly  X m i l l i o n  i n s t e a d  of 22 m i l l i o n ,  
to e x a m i n e  what  a r e  the a r e a s  of po l i cy  b y w h i c h  we can  d i r e c t l y  and  p r o p -  
e r l y  u n d e r  our  f r e e  s y s t e m  and t h rough  a p p r o p r i a t e  i n d u c e m e n t s  d r a w  
tha t  u n d e r u t i l i z e d  l abo r  f o r c e  into e f f ec t ive  and u s e f u l  p r o d u c t i v e  w o r k .  
It c a n ' t  be done jus t  by i n c o m e  de f l a t ion ,  a l though I am not h e r e  to t a lk  
about  the f a r m  p r o b l e m .  

Let us translate this  economic potential first  into an examination of 
what has happened in recent years, and then into what the potential for 
the years ahead is. 
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We a r e  to ld  tha t  d u r i n g  the l a s t  few y e a r s  we have  had  a v e r y  h igh  
l e v e l  of  p r o s p e r i t y .  To  be s u r e  we h a v e ,  m e a s u r e d  by the o ld  t i m e s  
w h e n  we w e r e  a f f e c t e d  s e r i o u s l y  by the r a v a g e s  of the b u s i n e s s  c y c l e  
and  had  l a r g e  d e p r e s s i o n s  wh ich  we h a v e n ' t  had  r e c e n t l y .  But  m e a s -  
u r e d  in t e r m s  of the w o r l d  c o n f l i c t ,  m e a s u r e d  in t e r m s  of t h e  n e c e s s i t y  
to m a r s h a l  o u r  r e s o u r c e s ,  m e a s u r e d  in t e r m s  of  the u n t h i n k a b i l i t y  to 
m y  m i n d  of  do ing  w o e f u l l y  l e s s  than  o u r  be s t  at  a t i m e  w h e n ,  b e c a u s e  
we a r e  doing l e s s  t han  o u r  b e s t ,  we s a y  we c a n n o t  a f f o r d  to do wha t  we 
m u s t  do, the r e c o r d  h a s  not been  good  at a l l .  

t h e  f a l l a c y  of the r e c o r d  c o m e s  f r o m  m e a s u r i n g  what  we a r e  
a c t u a l l y  doing a g a i n s t  a l e v e l  l ine  i n s t e a d  of  a g a i n s t  an  u p w a r d  i n c l i n e d  
l i ne .  In o t h e r  w o r d s ,  if  you v i s u a l i z e  a l e v e l  l ine  and  a s k  y o u r s e l f  
e v e r y  y e a r  w h e t h e r  you a r e  h i g h e r  above  tha t  l ine  t han  you  w e r e  the 
y e a r  b e f o r e ,  the a n s w e r  o v e r  the pa s t  few y e a r s  in  the m a i n  w o u l d  be 
y e s .  In o t h e r  w o r d s ,  we had  a l i t t l e  m o r e  e m p l o y m e n t  t h a n  we had  a 
y e a r  ago .  We had  a l i t t l e  m o r e  p r o d u c t i o n  than  we had  a y e a r  ago .  We 
h a v e  a l i t t l e  m o r e  b u s i n e s s  than  we had  a y e a r  ago .  B u t  tha t  is  a b s o -  
l u t e l y  f a l l a c e o u s ,  b e c a u s e  the  p a r  for  the c o u r s e  of the  A m e r i c a n  e c o n -  
o m y  o r  a n y  v i t a l  e c o n o m y  is not a s t r a i g h t  l ine  but  an  u p w a r d  i n c l i n e d  
l ine ,  an  i n c l i n e d  l ine  tha t  t a k e s  a c c o u n t  of  g r o w i n g  p r o d u c t i v i t y  and  a 
r i s i n g  l a b o r  f o r c e .  E v e n  if we cou ld  a f f o r d  to n e g l e c t  th i s  d o m e s t i c a l l y ,  
we c a n n o t  a f f o r d  it w h e n  t h e r e  a r e  t h e s e  o t h e r  c r u c i a l  e n e m i e s  of  o u r s ,  
at  l e a s t  as  of now,  who a r e  not  m o v i n g  on a s t r a i g h t  l ine  and  who a r e  
f a c t o r i n g - - a n d  it  has  no th ing  to do wi th  w h e t h e r  o r  not  we c a r e  fo r  t h e i r  
s y s t e m s - - w h o  a r e  f a c t o r i n g  in  the g r o w i n g  l a b o r  f o r c e  p o t e n t i a l  and  the  
g r o w i n g  p r o d u c t i v i t y  p o t e n t i a l  and  a c h i e v i n g ,  a c c o r d i n g  to a l l  i n f o r m e d  
A m e r i c a n  e s t i m a t e s ,  a v e r y  h igh  r a t e  of e c o n o m i c  g r o w t h  and  a l s o  a 
v e r y  h igh  a l l o c a t i o n  of t h e i r  r e s o u r c e s  to a g g r e s s i v e  d e f e n s e  p u r p o s e s .  

Now w h e n  you m e a s u r e  what  we have  done o v e r  the p a s t  few y e a r s - -  
and  I c o u l d  ju s t  as  w e l l  c a r r y  th is  back  f u r t h e r ;  the s a m e  th ing  was  t r u e  
when  I was  in the G o v e r n m e n t - - a g a i n s t  th is  u p w a r d  i n c l i n e d  l ine ,  w h i c h  
is the t r u e  m e a s u r e m e n t  of  the u t i l i z a t i o n  of  o u r  r e s o u r c e s ,  h e r e  is  the  
w a y  we a r e  f a l l i ng  beh ind :  

D u r i n g  the fou r  y e a r s ,  1953 t h r o u g h  1956, we had  a t o t a l  n a t i o n a l  
p r o d u c t  m e a s u r e d  in  u n i f o r m  1955 p r i c e s  of  1 ,526  b i l l i on  d o l l a r s ,  o r  an  
a v e r a g e  of 381 .5  b i l l i on  d o l l a r s  a y e a r .  The  f i g u r e s  y e a r  by y e a r ,  374 
in 1953; in 1954 we had  an  e c o n o m i c  s e t b a c k ,  365; 1955, 387; 1956, it 
looks  to m e  l ike  about  400. 
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N o w ,  i f  w e  h a d  374 in  1953 a n d  w e  h a v e  400 in  1956 ,  1956 c o u l d  
b e  c a l l e d  t h e  h i g h e s t  y e a r  o n  r e c o r d .  W e  m i g h t  s a y  t h a t  w e  a r e  d o i n g  
b e t t e r  n o w  t h a n  we  w e r e  e v e r  d o i n g  b e f o r e ,  a n d  w h a t  i s  t h e r e  to  g e t  
concerned  about, and how fool ish m u s t  be  anybody who t h i n k s  t h a t  w e  
are not rea l i z ing  our potential  o r  al locat ing our r e s o u r c e s  proper ly .  

But the f a l l a c i e s  in this approach are apparent, when we cons ider  
what we would have done in each of  these  years  if  we had fully ut i l ized 
our growing  labor force  and our growing productivity,  instead of a l low-  
ing a large  s lack  in our economy at the same time that we said we didn't 
have the r e s o u r c e s  to do what we needed to do. 

I f  we  h a d  gz'own~ no t  a t  a fantastic  rate ,  not at the rates  re f l ec ted  
in what I think is our current  productivity,  but m e r e l y  at a project ion 
of the average  rate of productivity growth, say,  s ince  World War II  -o  
which I t h i n k  i s  v e r y  l o w  f o r  t h e  c u r r e n t  s i t u a t i o n  a n d  for the f u t u r e ;  
I t h i n k  i t  i s  e x t r e m e l y  c o n s e r v a t i v e  f o r  r e a s o n s  I c o u l d  d e m o n s t r a t e  i f  
I h a d  t h e  t i m e - - i f  we  h a d  d o n e  t h a t ,  o u r  p r o g r e s s  o v e r  t he  f o u r  y e a r s ,  
s t a r t i n g  w i t h  374 in  19.~3, w o u l d  be  392,  408 ,  a n d  426;  o r  a t o t a l  o f  
1 , 6 0 0  b i l l i o n  d o l l a r s  a s  a g a i n s t  t h e  1 , 5 2 6  b i l l i o n  d o l l a r s ,  a n d  t h e  d i f f e r -  
e n t i a l  i n  t h o s e  f o u r  y e a r s  a l o n e  c o m e s  to  74 b i l l i o n  d o l l a r s ,  o r  a p p r o x  
i m a t e l y  1 8 . 5  b i l l i o n  d o l l a r s  a y e a r .  

I c a l l  t h a t  o u r  n a t i o n a l  e c o n o m i c  d e f i c i t ,  a n d  l e t  m e  t e l l  y o u  t h a t  a 
n a t i o n a l  e c o n o m i c  d e f i c i t  o f  74 b i l l i o n  d o l l a r s  o v e r  f o u r  y e a r s  i s ,  i f  I 
m a y  s a y ,  a l o t  m o r e  s e r i o u s  t h a n  w h a t  t h e  b o o k s  o f  t h e  F e d e r a l  G o v e r n -  
m e n t  s h o w ,  b e c a u s e  t h e  b o o k s  o f  t h e  F e d e r a l  G o v e r n m e n t  m e r e l y  s h o w  
a d e c i s i o n  o n  t h e  p a r t  o f  t h o s e  m a k i n g  p u b l i c  p o l i c y  a s  to  h o w  t h e y  w a n t  
to  f i n a n c e  e c o n o m i c  o p e r a t i o n s .  

Y o u  c a n  r u n  t h e  P o s t  O f f i c e  a n d  c h a r g e  t h r e e  c e n t s  f o r  s e n d i n g  a 
l e t t e r  a n d  r u n  a d e f i c i t  o f  100 m i l l i o n  d o l l a r s  a y e a r ,  o r  y o u  c a n  c h a r g e  
f o u r  c e n t s  f o r  s e n d i n g  a l e t t e r  a n d  r u n  a d e f i c i t  Of 50 b i l l i o n  d o l l a r s  a 
y e a r - - I  a m  j u s t  u s i n g  a r b i t r a r y  f i g u r e s - - o r  c h a r g e  f i v e  c e n t s  f o r  s e n d -  
i n g  a l e t t e r  a n d  s h o w  a p r o f i t ,  b u t  t h a t  d o e s n ' t  in  t he  s l i g h t e s t  a f f e c t  t h e  
e c o n o m i c  s t r e n g t h  o r  r e s o u r c e s  o f  t h e  c o u n t r y .  It  t a k e s  t h e  s a m e  
a m o u n t  o f  m a n p o w e r  to  t r a n s p o r t  t h e  l e t t e r s .  T h e  l e t t e r s  p e r f o r m  t h e  
s a m e  e c o n o m i c  f u n c t i o n  in  h e l p i n g  o u r  e c o n o m y  to  r u n .  T h a t  i s  s i m p l y  
a b o o k k e e p i n g  d e c i s i o n  a s  to p a y i n g  t h e  r e a l  e c o n o m i c  c o s t  o f  c a r r y i n g  
t h e  m a i l  in  d i f f e r e n t  w a y s .  Y o u  m a y  d e c i d e  to  do i t  i n  a w a y  t h a t  r e l i e s  
m o r e  h e a v i l y  o n  w h a t  t he  p e o p l e  p a y  d i r e c t l y  t h r o u g h  b u y i n g  s t a m p s ,  o r  



m o r e  h e a v i l y  on what  t hey  pay  i n d i r e c t l y  t h r o u g h  t a x a t i o n  to s u p p o r t  
the G o v e r n m e n t .  But tha t  i s n ' t  e c o n o m i c s ;  t h a t ' s  f i nanc ing .  T h e r e f o r e ,  
I s ay ,  u s i n g  tha t  h o m e l y  i l l u s t r a t i o n ,  wh ich  a p p l i e s  to e v e r y t h i n g ,  w h e n  
you r u n  a 74 b i l l ion  d o l l a r  e c o n o m i c  de f i c i t  o v e r  fou r  y e a r s ,  you a r e  
r u n n i n g  a de f i c i t  in  r e a l  p r o d u c t i o n ,  in r e a l  output ,  wh ich ,  i n c i d e n t a l l y ,  
is a l so  the b a s e  for  tax c o l l e c t i o n s .  

When  we s a y  o v e r  t h e s e  four  y e a r s  that  we m u s t  cu t  b a c k - - I  a m  
not an  e x p e r t  on wha t  we s h o u l d  s p e n d  for  n a t i o n a l  d e f e n s e  in a l l  i ts  
p a r t s - - b u t  when  we s a y  tha t  we s h o u l d  cu t  b a c k ,  not  b e c a u s e  the i n -  
f o r m e d  j u d g m e n t  of e x p e r t s  is  tha t  th is  is not the b e s t  p a t t e r n  of  n a t i o n a l  
d e f e n s e ,  but tha t  we s h o u l d  cut  back  b e c a u s e  we c a n ' t  a f f o r d  it ,  tha t  is  
p e r f e c t l y  p r e p o s t e r o u s  when  we a r e  u s i n g  o u r  r e s o u r c e s  s l a c k l y  to tha t  
e x t e n t .  

T h e r e f o r e ,  I s a y  that  n a t i o n a l  e c o n o m i c  p o l i c y  and  the  a l l o c a t i o n  of  
r e s o u r c e s  to v a r i o u s  p u r p o s e s  s h o u l d  be gu ided  by s o m e t h i n g  w h i c h  is  
not an  i n v e n t i o n  of m i n e ,  s h o u l d  be g u i d e d  by  a p o l i c y  w h i c h  was  a d o p t e d  
o v e r w h e l m i n g l y  by the A m e r i c a n  C o n g r e s s  and  the  A m e r i c a n  p e o p l e  in  
the  E m p l o y m e n t  Act  of  1946 and  wh ich  has  b e e n  m o r e  h o n o r e d  in  the  
b r e a c h  than  in the  o b s e r v a n c e .  

V e r y  s i m p l y  s t a t e d ,  tha t  p o l i c y  was  c o u c h e d  in t e r m s  of  e c o n o m i c s  
r a t h e r  than  in t e r m s  of  f i nanc ing .  It d idn ' t  ta lk  about  b u d g e t s ;  it t a l k e d  
about  n e e d e d  l e v e l s  of e m p l o y m e n t ,  p r o d u c t i o n ,  and  p u r c h a s i n g  p o w e r ,  
wh ich  a r e  the e s s e n c e  of the e c o n o m y  in o p e r a t i o n ,  and  it s a i d  tha t ,  as  
a Na t ion ,  t h r o u g h  o u r  f r e e  m e t h o d s ,  we c a n  no l o n g e r  a f f o r d  to le t  t h e s e  
m a t t e r s  t ake  a n a t u r a l  c o u r s e  but s h o u l d  s t a r t  wi th  p r o j e c t i o t m  of wha t  
we c a n  do as a gu ide  to p o l i c y  and as  a -gu ide  to the a l l o c a t i o n  of  o u r  
r e s o u r c e s  a m o n g  d i f f e r e n t  p u r p o s e s .  

I n c i d e n t a l l y ,  if you a r e  i n t e r e s t e d  in a b a l a n c e d  b u d g e t - - w h i c h  I 
a m  not p a r t i c u l a r l y  for  the r e a s o n s  I h a v e  g i v e n  v e r y  f r a n k l y - - b u t  if  
you a r e  i n t e r e s t e d  in i t ,  i t  is  s t i l l  t r u e  tha t  at  a n y  g i v e n  l e v e l  of  t a x a -  
t ion,  if you had  had  74 b i l l i on  d o l l a r s  m o r e  of r e a l  output  o v e r  the l a s t  
f ou r  y e a r s ,  you c o u l d  have  cu t  o u r  tax  r a t e s ,  F e d e r a l ,  S ta t e ,  and  l o c a l ,  
and  s t i l l  c o l l e c t e d  v e r y  n e a r l y  15 b i l l i on  d o l l a r s  m o r e  in a d d i t i o n a l  
t a x e s ,  and  s t i l l  have  had  a b u d g e t a r y  s u r p l u s  a l l  a long;  j u s t  as  we a r e  
ge t t i ng  a b u d g e t a r y  s u r p l u s  e v e n  now, l a r g e r  and l a r g e r ,  e v e r y  m o n t h ,  
above  the c o m p u t a t i o n s  of a m o n t h  o r  two e a r l i e r ,  b e c a u s e  the peop l e  
e s t i m a t i n g  "what the b u d g e t a r y  y i e l d  was  go ing  to be w e r e  gu ided  by :the 
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s t a t i s t i c i a n s  and a c c o u n t - k e e p e r s  r a t h e r  than  look ing  at  the  r e a l  e c o n -  
o m y  and  s e e i n g  what  would  h a p p e n  if  o u r  r e a l  e c o n o m y  o p e r a t e d  at 
c e r t a i n  l e v e l s .  So e v e r y  m o n t h  t h e y  have  to r e v i s e  and  show tha t  we 
h a v e  a b i g g e r  b u d g e t a r y  s u r p l u s ,  m e a n w h i l e  p r e d i c a t i n g  the s e r v i c i n g  
of  o u r  n a t i o n a l  p r i o r i t i e s  upon the e s t i m a t e s  of  the budge t  r e s u l t i n g  
f r o m  t h e i r  f a i l u r e  to c o n n e c t  it wi th  the r e a l  e c o n o m y .  So e v e n  if  you  
a r e  i n t e r e s t e d  in  budge t  b a l a n c i n g ,  the  a p p r o a c h  I f a v o r  b r i n g s  y o u  to 

a b e t t e r  r e s u l t .  

Now le t  us look at  it  o v e r  the few y e a r s  a h e a d ,  to open  up a few 
m o r e  v i s t a s ,  and  then  I w i l l  get  into the a r e a  of  p o l i c y .  I want  to s e t  
the f a c t u a l  b a s i s ,  f i r s t  so  tha t  I w i l l  be a c c e p t e d  by  the " e c o n o m i s t s . "  

S t a r t i n g  w h e r e  we a r e  now, le t  us  t ake  a l i t t l e  look  at  what  o u r  
p o t e n t i a l  is  o v e r  the next  f e w  y e a r s ,  and a g a i n  I wan t  to u n d e r s c o r e ,  
t h e s e  a r e  v e r y  c o n s e r v a t i v e  e s t i m a t e s  b e c a u s e  t h e y  a r e  b a s e d  upon 
a v e r a g e  p r o d u c t i v i t y  g r o w t h  d u r i n g  the  y e a r s  s i n c e  W o r l d  W a r  II and  
not  on wha t  is  h a p p e n i n g  now, w h i c h  is m u c h  h i g h e r .  

T a k e  f i r s t  1965, wh ich  is t en  y e a r s  f r o m  now.  We now have  a 
t o t a l  n a t i o n a l  p r o d u c t  of  400 b i l l i on  d o l l a r s  in r o u n d  f i g u r e s .  It was  
398 .5  b i l l i o n  d o l l a r s  in the f i r s t  q u a r t e r  of 1956. B y  1965, if  we h a v e  
r e a s o n a b l y  ful l  u t i l i z a t i o n  of  o u r  p r o d u c t i v e  r e s o u r c e s ,  tha t  400, m e a s -  
u r e d  in u n i f o r m  d o l l a r s ,  wi l l  r i s e  to 600 b i l l i on  d o l l a r s ,  and  by 1960, 
fou r  y e a r s  f r o m  now, to a r o u n d  490 o r  abou t  500 b i l l i on  d o l l a r s  by the 

end  of  the  y e a r .  

If we b r e a k  tha t  down into p a r t s  a l i t t l e  bi t ,  b u s i n e s s  i n v e s t m e n t ,  
w h i c h  p r o v i d e s  the s i n e w ,  so  to s p e a k ,  fo r  o u r  e c o n o m i c  s t r e n g t h ,  the 
p lan t ,  the  e q u i p m e n t ,  the t oo l s ,  the m e t h o d s  of  i n c r e a s i n g  p r o d u c t i v i t y  
and  t e c h n o l o g y ,  would  h a v e  r o o m  wi th in  tha t  e c o n o m i c  g r o w t h  t o  r i s e  
f r o m  a c u r r e n t  l e v e l  of  6 2 . 4  b i l l i on  d o l l a r s  to 85 b i l l i on  d o l l a r s  by 1960, 
a g a i n  m e a s u r e d  in u n i f o r m  d o l l a r s ,  and  100 b i l l i o n  d o l l a r s  by 1965. 

So I wan t  you to u n d e r s t a n d  tha t  t h i s  s o - c a l l e d  m o d e l  tha t  I h a v e  
m a d e  does  not  n e g l e c t  the v e r y  i m p o r t a n t  f a c t o r  of  bu i ld ing  the  b a s e  of  
o u r  e c o n o m i c  s t r e n g t h ,  w h i c h  is  i n d u s t r i a l  a d v a n c e .  As a m a t t e r  of  
fac t ,  I have  p r o j e c t e d  the i n d u s t r i a l  i n v e s t m e n t  g r o w t h  a t  a s o m e w h a t  
h i g h e r  r a t e  t han  the  o v e r a l l  n a t i o n a l  e c o n o m i c  g r o w t h .  I h a v e  a l s o  p r o -  
j e c t e d  a r i s i n g  s t a n d a r d  of l i v i n g  fo r  c o n s u m e r s .  
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With our  s t a n d a r d  of l i l i n g  w h e r e  it is ,  I m i g h  t b e l i e v e  p e r s o n a l l y  
that  m a y b e  we ought  e v e n  to cut  back a l i t t l e  bit ,  and do s o m e  o t h e r  
th ings  that  a r e  n e e d e d  m o r e ,  but I am p r a c t i c a l  and t h e r e f o r e  I r e a l i z e  
that  so  long as we a r e  in a p e r i o d  s h o r t  of to ta l  wa r ,  u n l e s s  you have  a 
l i t t l e  c a r r o t ,  u n l e s s  the peop l e  f ee l  that ,  t h r o u g h  h a r d  work ,  t h e y  a r e  
m a k i n g  s o m e  ga ins  f r o m  y e a r  to y e a r  in t h e i r  l iv ing  and oppor tun i t i e s~  
they  w i l l ' n o t  con t inue  to s u p p o r t  the i m p o s i t i o n  of t axa t ion  and o t h e r  
b u r d e n s  n e c e s s a r y  to do the o t h e r  t h ings .  T h a t ' s  what  m a k e s  the e c o n -  
o m i s t s  ca l l  m e  a p o l i t i c i a n .  I th ink  t ha t ' s  jus t  as m u c h  a p a r t  of  the 
r e a l i t i e s  of  A m e r i c a n  e c o n o m i c  l ife as any th ing  e l s e .  

So I have  p r o j e c t e d  a c o n s i d e r a b l e  r i s e  in s t a n d a r d s  of  l iv ing  and 
c o n s u m e r  ou t l ays ,  r u n n i n g  f r o m  259 b i l l i on  d o l l a r s  now to about  325 
b i l l i on  d o l l a r s  in  1960 and about  390 b i l l ion  d o l l a r s  in 1965, o r  an  in -  
c r e a s e  in the r e a l  s t a n d a r d  of l iv ing,  a l lowing  for  popu la t i on  change ,  
of  s o m e t h i n g  l ike  40 p e r c e n t ,  le t  us say ,  in ten  y e a r s .  

W h a t ' s  the i m p o r t a n c e  of th is  to what  I am s a y i n g  h e r e  ? Wi th in  
the c o m p a s s  of  ou r  e c o n o m i c  po t en t i a l ,  e v e n  with th is  i n c r e a s e  in  the 
s t a n d a r d  of l iv ing ,  e v e n  with this  t r e m e n d o u s l y  r a p i d  i n c r e a s e  in b u s i -  
n e s s  i n v e s t m e n t  as the p r o d u c t i v e  e x p a n s i o n  b a s e  for  ou r  e c o n o m y ,  we 
s t i l l  have  r o o m  to do as a peop le  as a whole ,  which  m e a n s  to do t h r o u g h  
G o v e r n m e n t ,  an i n c r e a s e  f r o m  the c u r r e n t  l e v e l  of  o u t l a y s ,  F e d e r a l ,  
Sta te ,  and loca l ,  of 77 .5  b i l l i on  d o l l a r s  now to about  90 b i l l i on  d o l l a r s  
by 1960, and  about  110 b i l l i on  d o l l a r s  by 1965, to do it wi thou t  s a c r i -  
f i c ing  the s t a n d a r d  of l i v i n g - - i n  fact ,  in s o m e  r e s p e c t s  i m p r o v i n g  i t - -  
to do it wi thout  s a c r i f i c i n g  the e n o r m o u s ~ g r o w t h  in p r i v a t e  i n v e s t m e n t ,  
to do it s i m p l y  t h rough  a l loca t ing ,  not l a r g e r  p e r c e n t a g e s  of ou r  to ta l  
output ,  but. l a r g e r  r e a l  a m o u n t s  as we go a long  t o w a r d  e x p a n d i n g  the 
th ings  that  we have  to do as a Na t ion  and t h e r e f o r e  have  to do t h r o u g h  
publ ic  ou t l ays ,  one  of the v e r y  m o s t  i m p o r t a n t  of  w h i c h ,  of  c o u r s e ,  is  
na t i ona l  d e f e n s e .  

It s e e m s :  to m e  u t t e r l y  u n c o n s c i o n a b l e  that ,  with th is  p o t e n t i a l  
e x i s t i n g  in the A m e r i c a n  e c o n o m y ,  and  wi th  the a l t e r n a t e  to to ta l  u t i l i -  
z a t ion  of th is  p o t e n t i a l  be ing  i n e s c a p a b l y  a r i s i n g  l e v e l  of u n e m p l o y m e n t  
and d i s u s e  of r e s o u r c e s ,  which  not on ly  w e a k e n s  us at h o m e  but b l e m -  
i s h e s  us a m o n g  a l l  o t h e r  f r e e  peop le  who have  not ye t  c o m p l e t e l y  put  
a s i d e  the M a r x i s t  p r o p a g a n d a  that  the A m e r i c a n  e c o n o m y  cannot  m a i n -  
t a in  ful l  e m p l o y m e n t ,  it s e e m s  to m e  a b s o l u t e l y  u n c o n s c i o n a b l e  in  the 
face  of t h e s e  e c o n o m i c  p o t e n t i a l s  to g e a r  ou r  n a t i o n a l  p r i o r i t i e s  to the 
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s t a n d a r d s  of the pa s t  o r  to g e a r  t h e m  to the p i c t u r e  of  the  F e d e r a l  
budge t  r a t h e r  than  to the p i c t u r e  of the n a t i o n a l  e c o n o m y .  

A c t u a l l y ,  to i l l u s t r a t e  t h i s ,  if I had  the t i m e  to a n a l y z e  o v e r  the 
pas t  few y e a r s  tha t  I have  r e v i e w e d  what  would  have  h a p p e n e d  to the 
F e d e r a l  budge t  if we had  c o m e  c l o s e r  to r e a l i z i n g  o u r  e c o n o m i c  p o t e n -  
t ia l ,  e v e n  if  the l e v e l  of t axes  w e r e  r e d u c e d ,  we wou ld  have  had  a s u b -  
s t a n t i a l  s u r p l u s  in e v e r y  y e a r  i n s t e a d  of hav ing  a de f i c i t  in t h r e e  y e a r s  
and  a s u r p l u s  now. Tha t  shows  what  h a p p e n s  when  p r i d e  in F e d e r a l  
b u d g e t a r y  p e r f o r m a n c e  t a k e s  p r e c e d e n c e  o v e r  look ing  at  the n a t i o n a l  
e conom y. 

L e t  m e  t e l l  you a n o t h e r  fact  abou t  t h i s ,  and  a g a i n  I wan t  to e m p h a -  
s i z e  tha t  th is  is a p o s i t i o n  which  I took  a l l  d u r i n g  m y  p e r i o d  in the 
G o v e r n m e n t .  I took it  not on ly  p r i v a t e l y ,  I took it in  p r i n t ;  I took it in  
m a n y  w a y s ;  and  I am going to u s e  s t r o n g  l a n g u a g e :  The  F e d e r a l  budge t  
of  t oday  is m i s l e a d i n g .  Now this  is s e r i o u s ,  when  the  budge t  is u s e d  
as  a gu ide  to p o l i c y  fo r  n e c e s s a r y  p r i o r i t i e s .  And I want  to t r y  to e x -  
p l a in  v e r y  b r i e f l y  why  it is m i s l e a d i n g .  

Suppose  tha t  a r e s p o n s i b l e  p r i v a t e  b u s i n e s s  had  to s p e n d  100 d o l l a r s  
to put out  a f i r e  tha t  b r o k e  out  in the s t o c k y a r d ,  and  h a d  to s p e n d  a n o t h e r  
100 d o l l a r s  to put a new m a c h i n e  into  i ts  p lant  to i n c r e a s e  i ts  p r o d u c t i v i t y  
and  i ts  e a r n i n g  p o w e r .  What  would  a n y b o d y  th ink  of the p r i v a t e  b u s i n e s s  
tha t  c l a s s i f i e d  t hose  two e x p e n d i t u r e s  in the s a m e  w a y ?  And ye t  u n d e r  
the c o n v e n t i o n a l  F e d e r a l  budge t ,  in  the  d e t e r m i n a t i o n  of w h e t h e r  we a r e  
r u n n i n g  a de f i c i t  o r  a s u r p l u s ,  in the d e t e r m i n a t i o n  of  wha t  the t r u e  
F e d e r a l  b u d g e t a r y  p o s i t i o n  of  the  G o v e r n m e n t  i s ,  e v e r y t h i n g  u n d e r  the 
c o n v e n t i o n a l  budge t  is l u m p e d  and a d d e d  t o g e t h e r  in one g r a n d  p o t p o u r r i .  

F o r  e x a m p l e ,  if the G o v e r n m e n t  m a k e s  a one m i l l i o n  d o l l a r  o u t l a y  
for  c u r r e n t  s e r v i c e s  t h r o u g h  the e m p l o y m e n t  of p e o p l e ,  tha t  is  c l a s s i f i e d  
the s a m e  as  if the G o v e r n m e n t  g u a r a n t e e s  a p r i v a t e  F H A  i n s u r e d  loan  
w h i c h  the e x p e r i e n c e  r e c o r d  o v e r  the y e a r s  shows  has  y i e l d e d  the Gov-  
e r n m e n t  a net  p r o f i t  on a 2 2 - y e a r  e x p e r i e n c e  r e c o r d .  S ta t ed  m o r e  
s i m p l y ,  the G o v e r n m e n t  c l a s s i f i e s  loans  for  wh ich  m o n i e s  a r e  i n i t i a l l y  
a p p r o p r i a t e d  e x a c t l y  the s a m e  as  c u r r e n t  o p e r a t i n g  e x p e n s e s ,  and  u s e s  
t h o s e  f i g u r e s  to t e l l  us tha t  the  budge t  is  in de f i c i t  w h e n  in fac t  it is  in 
s u r p l u s .  T h a t ' s  one e x a m p l e .  

A n o t h e r  e x a m p l e  is  tha t  the G o v e r n m e n t  c l a s s i f i e s  e x p e n d i t u r e s ,  
l e t  us s a y ,  fo r  bu i ld ing  d e f e n s e  w e a p o n s ,  w h i c h  a r e  a g r e a t  n a t i o n a l  
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n e e d  but wh ich  a r e  not e c o n o m i c a l l y  p r o d u c t i v e ,  e x a c t l y  the s a m e  as 
it  c l a s s i f i e s  i n v e s t m e n t  in p lan t  wh ich  is e c o n o m i c a l l y  p r o d u c t i v e ,  and  
w h i c h  we know f r o m  the p o s t - W o r l d  W a r  II e x p e r i e n c e  b e c a m e  v e r y  
p r o f i t a b l e  when  d i s p o s e d  of to p r i v a t e  i n d u s t r y .  

The  G o v e r n m e n t  m a k e s  p a y m e n t s  into a s o c i a l  s e c u r i t y  f u n d - - I  
don ' t  wan t  to e l a b o r a t e  t h i s  too  m u c h  but it is  v e r y  i m p o r t a n t - - t o  m e e t  
o b l i g a t i o n s  wh ich  t h e o r e t i c a l l y  wi l l  a r i s e  30 o r  40 y e a r s  f r o m  now,  i n -  
v e s t s  t h e s e  in G o v e r n m e n t  o b l i g a t i o n s ,  but t r e a t s  t h e m  as c u r r e n t  o u t -  
l ays  fo r  p u r p o s e s  of the c o n v e n t i o n a l  budge t .  

Now what  am I ge t t i ng  a t ?  What  I a m  ge t t i ng  at  in e s s e n c e  is tha t  
the  budge t  ha s  b e c o m e  an i n s t r u m e n t  to m i s l e a d  and  to d i v e r t  f r o m  what  
the Na t ion  c a n  a f f o r d  to do e c o n o m i c a l l y ,  and  a l s o  b e y o n d  tha t  to m i s -  
l e ad  and  d i v e r t  as to what  the a c t u a l  cond i t i on  of the F e d e r a l  budge t  i s ,  
not by r a d i c a l  c r i t e r i a ,  by the c r i t e r i a  of  a n y  c o n s e r v a t i v e  A m e r i c a n  
b u s i n e s s  o r  bank .  If the F e d e r a l  budge t  was  s e t  up in the c o n s e r v a t i v e  
w a y  tha t  any  p r u d e n t  and  c o n s e r v a t i v e  bank  o r  f i n a n c i a l  i n s t i t u t i o n  o r  
i n v e s t m e n t  h o u s e  o r  i n d u s t r i a l  c o n c e r n  would  s e t  up a budge t ,  we a r e  
r u n n i n g  l a r g e  s u r p l u s e s  r i g h t  now and  have  b e e n  for  y e a r s .  

I w o u l d n ' t  c a r e ,  e x c e p t  tha t  th is  is  a d e v i c e  to p a n d e r  to the d e s i r e s  
of  c e r t a i n  c l a s s e s  of  t a x p a y e r s  and a c e r t a i n  c l a s s  of  e c o n o m i z e r s  and  
c o m p l e t e l y  to m i s l e a d  the A m e r i c a n  p e o p l e - - a n d  to a d e g r e e  the C o n -  
g r e s s  b e c a u s e  m a n y  don ' t  u n d e r s t a n d  i t - - a s  to what  th is  N a t i o n  c a n  
a f f o r d  to do, and  tha t  is  d a n g e r o u s  in t h e s e  t i m e s .  T h e r e f o r e ,  it  is 
e x t r e m e l y  i m p o r t a n t  tha t  we s t a r t  t h ink ing  of  the F e d e r a l  budge t  in 
t e r m s  of the n a t i o n a l  e c o n o m y  and r e a l i z e  tha t ,  a f t e r  a l l ,  the o p e r a t i o n s  
of  the G o v e r n m e n t ,  wh ich  the budge t  r e f l e c t s ,  a r e  m e r e l y  one  d e p a r t -  
m e n t  in a v a s t  e n t e r p r i s e .  

You m i g h t  t ake  the a n a l o g y  to a d e p a r t m e n t  s t o r e .  No w e l l - r u n  
d e p a r t m e n t  s t o r e  m e a s u r e s  the s u c c e s s  of i ts  a c t i v i t i e s  by w h e t h e r  
e v e r y  d e p a r t m e n t  m a k e s  a p r o f i t .  You look at  the who le  th ing ,  You 
m a y  d e c i d e ,  as  a m a t t e r  of m a n a g e m e n t ,  tha t  you want  one d e p a r t m e n t  
to r u n  at  a l o s s .  Your  a d v e r t i s i n g  d e p a r t m e n t  a l w a y s  r u n s  a t  a l o s s .  
C e r t a i n  o t h e r  d e p a r t m e n t s  a l w a y s  r u n  a t  a l o s s .  You look at  the who le  
p i c t u r e ,  and  on the net  b a l a n c e  d e c i d e  what  is the b e s t  c o m p o s i t i o n  of 
the f o r c e s  to g ive  you  the g r e a t e s t  o v e r a l l  p r o f i t  in  the c a s e  of  a p r i v a t e  
b u s i n e s s ,  and o v e r a l l  e c o n o m i c  s t r e n g t h  and  the  m e e t i n g  of  n a t i o n a l  
p r i o r i t i e s  in the c a s e  of the Na t ion .  
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U n t i l  we  c a n  f o r c e ,  t h r o u g h  t h e  p r o c e s s  o f  e d u c a t i o n ,  u n t i l  we  c a n  
f o r c e  t h e  G o v e r n m e n t ,  t he  p e o p l e ,  t h e  C o n g r e s s ,  e c o n o m i s t s  a n d  o t h e r s  
to s t a r t  l o o k i n g  a t  o u r  e c o n o m i c  p o t e n t i a l  r e a l i s t i c a l l y  in  t e r m s  o f  w h a t  
i t  i s  r a t h e r  t h a n  in  t e r m s  o f  t h e s e  s h i b b o l e t h s ,  a n d  u n t i l  we  c a n  s t a r t  
u s i n g  t h e  F e d e r a l  b u d g e t  a s  a t o o l  o f  o u r  p e o p l e ,  o f  n a t i o n a l  s e c u r i t y  
r a t h e r  t h a n  a s  a n  e n g i n e  m e r e l y  to  c r e a t e  a p r e t t y  p i c t u r e  f o r  i t s e l f  a n d  
to h e l p  t h o s e  w h o  c a n  a f f o r d  to  bu t  d o n f t  w a n t  to b e a r  t h e  c o s t s  o f  w h a t  
we c a n  a f f o r d  to do  a n d  m u s t  do ,  t h e n  we  a r e  g o i n g  to c o n t i n u e  a l o n g  t h e  
s a m e  c o u r s e  t h a t  we  a r e  now f o l l o w i n g .  

I t ' s  p e r f e c t l y  o b v i o u s  t h a t ,  a s  a N a t i o n  w h i c h  h a s  a g r o w t h  p o t e n t i a l  
o f  15 o r  20 b i l l i o n  d o l l a r s  a y e a r ,  w h i c h  i s  r i s i n g  e a c h  y e a r  b e c a u s e  
y o u  a r e  s t a r t i n g  f r o m  a h i g h e r  b a s e  q u i t e  a s i d e  f r o m  a r a p i d l y  r i s i n g  
p r o d u c t i v i t y  a n d  t e c h n o l o g y ,  t h a t  we  a r e  n o t - - a n d  I s a y  t h i s  a d v i s e d l y - -  
b e g i n n i n g  to a d j u s t  o u r  o u t l a y s  f o r  h i g h  n a t i o n a l  p r i o r i t i e s ,  i n c l u d i n g  
n a t i o n a l  d e f e n s e ,  to  t h e  b e s t  j u d g m e n t s  o f  t h o s e  who  a r e  c o m p e t e n t  to 
p a s s  j u d g m e n t  u p o n  t h a t  q u e s t i o n .  I h a v e  n e v e r ,  e i t h e r  in  p u b l i c  l i f e  
o r  o u t  o f  p u b l i c  l i f e ,  a s s u m e d  to be  a n  e x p e r t  on  w h a t  we  s h o u l d  s p e n d  
o n  n a t i o n a l  d e f e n s e  o r  w h a t  t h e  c o m p o s i t i o n  o f ' t h e  e f f o r t  s h o u l d  b e .  I 
h a v e  c e r t a i n  i d e a s  o n  i t ,  bu t  t h a t  i s  j u s t  a s  a n  a m a t e u r .  

I h a v e  p r o t e s t e d  b e c a u s e  I h a v e  s e e n  t h a t  the  j u d g m e n t s  h a v e  n o t  
b e e n  b a s e d  o n  t h a t  a t  a l l ,  c h a n g e d  in  t h e  l i g h t  o f  e x p e r i e n c e .  T h e y  h a v e  
b e e n  b a s e d  u p o n  p s e u d o  e c o n o m i s t s  a n d  t a x  s a v e r s  a n d  f i n a n c i a l  m a n i p u -  
l a t o r s  m i s l e a d i n g  t h e  s i n c e r e  p e o p l e  who  h a v e  to m a k e  t he  d e c i s i o n s  i n t o  
b e l i e v i n g  t h a t  o u r  e c o n o m y  c o u l d  n o t  do  w h a t  i t  c a n  do .  A n d  I h a v e  s e e n  
t h a t  a t  t he  t o p .  I h a v e n ' t  r e a d  i t  in  t he  n e w s p a p e r s .  I t  i s  s t i l l  g o i n g  o n ,  
a n d  i t  i s  p r o b a b l y  g e t t i n g  w o r s e .  

N o w  t h a t  i s  t he  e s s e n c e  o f  t h e  p r o b l e m .  I t h i n k  t h a t  I w o u l d  l i k e  to  
s a y  a f e w  w o r d s  a b o u t  a f e w  m o r e  s p e c i f i c s .  O n e  o f  t h e  t h i n g s  t h a t  we 
h a v e  to do i s  to  r e c o g n i z e  t h a t  a b u n d a n t  p r o d u c t i v e  c a p a c i t y  c a n  be  t r a n s -  
l a t e d  i n t o  e f f e c t i v e  u s e .  L e t  u s  t a k e  a f ew  a r e a s  o f  o u r  e c o n o m y  a n d  s e e  
w h a t  i s  h a p p e n i n g ,  a n d  l e t  u s  t r y  to  c o n n e c t  i t  up  w i t h  o u r  s e c u r i t y  p r o b -  
l e m s ,  b e c a u s e  t h e y  a l l  i n t e r c o n n e c t .  

I w a n t  to s a y  p a r e n t h e t i c a l l y  h e r e ,  y o u  k n o w  i t ' s  a l m o s t  h a r d  to  
k n o w  w h a t  w o r d s  to  u s e .  We h a v e  b e c o m e  s o  a f r a i d  o f  w o r d s  t h a t  a l -  
m o s t  a n y  w o r d  y o u  u s e  h a s  a n  u n p l e a s a n t  c o n n o t a t i o n ,  a n d  in  t he  t y r a n n y  
o f  w o r d s  w h i c h  i s  t a k i n g  p l a c e  o n  t he  A m e r i c a n  s c e n e ,  we  a r e  s a c r i f i c -  
i n g  a lo t  o f  p e o p l e  who  h a v e  i d e a s  t h a t  a r e  v e r y  i m p o r t a n t  to  t h e  s e c u r i t y  
a n d  s t r e n g t h  o f  t h e  A m e r i c a n  e c o n o m y  a n d  t he  A m e r i c a n  p e o p l e .  
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T a k e  t h i s  w o r d  " p l a n n i n g . "  W h a t  d o e s  p l a n n i n g  m e a n ?  P l a n n i n g  
i s  t h e  d i f f e r e n c e  b e t w e e n  t h e  c i v i l i z e d  m a n  a n d  t h e  s a v a g e .  T h e  s a v a g e  
d o e s n ' t  l o o k  a d a y  a h e a d  a n d  h e  d o e s n ' t  p l a n .  T h e  C i v i l i z e d  m a n  t r i e s  
to  f i g u r e  o u t  w h a t  i s  g o i n g  to h a p p e n  in  t h e  f u t u r e  a n d  to  m e s h  h i s  a c t i v -  
i t i e s  s o  t h a t  t h e y  h a v e  s o m e  c o n s i s t e n c y ,  a n d  t h a t  i s  p l a n n i n g .  

B u t  n o w  we  h a v e  g o t t e n  to  t h i n k  t h a t  o n l y  t h e  t o t a l i t a r i a n s  c a n  p l a n ,  
a n d  t h a t  a n y b o d y  w h o  s t r e s s e s  p l a n n i n g  is  t o t a l i t a r i a n .  L e t  m e  t e l l  y o u  
h e r e  a n d  n o w  t h a t  i f  we  a d h e r e  to  t h a t  i d e a ,  if  we  d o n ' t  r e c o g n i z e  t h a t  a 
f r e e  a n d  d e m o c r a t i c  p e o p l e ,  w i t h  a s m a l l  " d ,  " c a n  p l a n  m o r e  e f f e c t i v e l y  
a n d  m o r e  i n t e l l i g e n t l y  a n d  m o r e  f a r s i g h t e d l y ,  t h a n  t h e  t o t a l i t a r i a n s ,  I 
t h i n k  we  a r e  s u n k .  W e  a r e  no t  a d e q u a t e l y  p l a n n i n g  o u r  d e f e n s e  e f f o r t ,  
a n d  we  a r e  n o t  n o w  a d e q u a t e l y  p l a n n i n g  t h e  m e s h i n g  o f  o u r  d e f e n s e  e f f o r t  
w i t h  o u r  n a t i o n a l  e c o n o m y .  We a r e  n o t  p l a n n i n g  b e c a u s e  w e  do n o t  s t a r t  
e v e n  w i t h  t h e  o b j e c t i v e  o f  w r e s t i n g  f r o m  o u r  e c o n o m y  w h a t  i t  c a n  y i e l d  
p r o d u c t i v e l y  a n d  t h e n  m a k i n g  r e a l i s t i c  a p p r a i s a l s  o f  h o w  we  w a n t  t o  
q u a n t i f y  a n d  t r a n s l a t e  t h o s e  i n t o  t h e  s e r v i c e  o f  o u r  g r e a t  n a t i o n a l  p r i -  
o r i t i e s .  

I h a v e  s a t  i n  a t  a l l  t h e  l e v e l s  o f  G o v e r n m e n t  w h e r e  t h e s e  t h i n g s  a r e  
s u p p o s e d  to be  d o n e  a n d  w h e r e ,  i f  o n e  r e a d  t h e  p r e s s ,  o n e  w o u l d  t h i n k  
w e  h a v e  a g r e a t  a r r a y  o f  i n s t r u m e n t a l ' t i e s  f o r  m e e t i n g  t h e s e  p r o b l e m s .  
W e l l ,  t h e y  a r e  b e i n g  m e t  b e t t e r  t h a n  t h e y  w e r e  f i v e  y e a r s  a g o ,  o r  t e n  
y e a r s  a g o ,  o r  t w e n t y  y e a r s  a g o .  I t  is  n o t  g o o d  e n o u g h  f o r  m e ,  a n d  i t  i s  no t  
u p  to o u r  c a p a b i l i t i e s  b e c a u s e  t h e  o v e r a l l  t o p  j u d g m e n t s  a r e  s t u l t i f y i n g  
t h e  e f f o r t  b y  t he  v e r y  k i n d  o f  n o n s e n s e  t h a t  I h a v e  b e e n  t a l k i n g  a b o u t  f o r  
m u c h  ¢oo l o n g  n o w .  

Y o u  c a n ' t  p l a n  t he  h i g h e s t  u s e  o f  y o u r  r e s o u r c e s  f o r  t h e  s e c u r i t y  
a n d  g r o w t h  o f  t h e  c o u n t r y  if  y o u  s t a r t  w i t h  f u n d a m e n t a l l y  w r o n g  a s s u m p -  
t i o n s  a s  to w h a t  i s  t he  s o u r c e  o f  e c o n o m i c  s t r e n g t h .  If  y o u  s t a r t  w i t h  
a n  e f f o r t  to  b a l a n c e  the  b u d g e t  r a t h e r  t h a n  a n  e f f o r t  to  b a l a n c e  t h e  n a -  
t i o n a l  e c o n o m y ,  i f  y o u  s t a r t  b y  c o n f u s i n g  f i n a n c i a l  s t r e n g t h  w i t h  e c o -  
n o m i c  s t r e n g t h ,  a n d  i f  y o u  i m p o s e  t h a t  a s  a n  u l t i m a t e  p l a n  b y  w h i c h  a l l  
t h o s e  w h o  a r e  t r y i n g  to  w o r k  o u t  t h e  d e t a i l s  m u s t  be  g u i d e d ,  no  m a t t e r  
h o w  s m a r t ,  no  m a t t e r  h o w  d e v o t e d  t h e y  a r e - - a n d  m o s t  o f  t h e m  a r e - - t h e y  
c a n ' t  p o s s i b l y  g e t  t h e  r i g h t  r e s u l t s ,  b e c a u s e  t h e y  a r e  f o r c e d  i n t o  a f r a m e -  
w o r k  t h a t  p u t s  t h e m  on  t h e  w r o n g  f i e l d  a n d  s e t s  t h e  w r o n g  c o n d i t i o n s  f o r  
t h e i r  o p e r a t i o n s .  

That's what's happening, and therefore, as the more minute deci- 
sions are made as to what to spend for national defense, as to how to 
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s e t  up the budge t ,  as  to wha t  to put  in to  o t h e r  e l e m e n t s  of o u r  n a t i o n a l  
p r o d u c t i v e  s t r e n g t h ,  t h e y  a r e  a l l  gu ided  by the w r o n g  c r i t e r i a .  

L e t  m e  give  s o m e  s p e c i f i c  e x a m p l e s  a f t e r  tha t  g e n e r a l i t y ,  to show 
how it w o r k s  out .  T a k e  the f a r m  p r o b l e m .  We h e a r  about  f a r m  s u r -  
p l u s e s .  Now h e r e  we a r e  in the U n i t e d  S ta tes  b l e s s e d  as no o t h e r  c o u n -  
t r y  in the  w o r l d  wi th  a b i l i t y  to p r o d u c e  a lot .  If e c o n o m i s t s  had  a n y  
s e n s e ,  i f  we w e r e  gu ided  by  ou r  r e s o u r c e  p o s s i b i l i t i e s ,  we w o u l d n ' t  
r e g a r d  the fac t  t ha t  one f a r m e r  now can  do the w o r k  tha t  one  and  a ha l f  
c o u l d  do a few y e a r s  ago as a c u r s e .  We w o u l d n ' t  s a y ,  " W e ' r e  sunk  
b e c a u s e  f a r m  p r o d u c t i v i t y  is going  up so r a p i d l y . "  

Qui te  a p a r t  f r o m  the q u e s t i o n  of w h e t h e r  s o m e  of tha t  food c a n  be 
u s e d  e l s e w h e r e  in the  w o r l d - - a n d  I d o n ' t  want  to get  into tha t  b e c a u s e  
tha t  is  a l i t t l e  off m y  s u b j e c t  h e r e ;  I th ink  we cou ld  and I t h ink  it  w o u l d  
have  a d e f e n s e  va lue  a long  wi th  w e a p o n s - - w h a t  do you th ink  the Sov ie t s  
w o u l d  give if t h e y  c o u l d  have  o u r  a g r i c u l t u r a l  p r o d u c t i v i t y  and  if t h e r e -  
f o r e  t h e y  had  the r e l e a s e  of  tha t  a m o u n t  of m a n p o w e r  to put in to  the 

v i t a l  t h ings  tha t  t h e y  want  to do ? 

We n e e d  a p r o g r a m  wh ich  a c c e n t u a t e s  the fac t  tha t ,  if  we s p e e d  up 
o u r  i n d u s t r i a l  d e v e l o p m e n t ,  if  w e  p r o v i d e  s o m e  k ind  of g u i d e l i n e s  to i t ,  
if we use  the p o w e r  tha t  we have  as a peop le  to r e d i r e c t  t h e s e  r e s o u r c e s ,  
we w i l l  f o r t i f y  o u r  f r e e d o m  by b e c o m i n g  m o r e  p r o d u c t i v e  and  m o r e  s e -  
c u r e .  T h e r e ' s  no u s e  t a lk ing  about  f r e e d o m  in  the 19th c e n t u r y  s e n s e .  
We c a n ' t  c o m p e t e  in  the w o r l d  on tha t  b a s i s ,  but we c a n  ye t  do it on a 
f r e e  b a s i s  as  we r e a l l y  u n d e r s t a n d - f r e e d o m  in the 20th c e n t u r y ,  j u s t  as 
we o p e r a t e  o u r  m i l i t a r y  e s t a b l i s h m e n t  u n d e r  f r e e d o m  as a g a i n s t  the 

t o t a l i t a r i a n s .  

Why c a n ' t  we r e d i r e c t  t h e s e  r e s o u r c e s  into  t h e  p r o d u c t i o n  of t h ings  
tha t  we n e e d ?  T h a t  is what  r e a l  e c o n o m i c  s t r e n g t h  i s .  In o t h e r  w o r d s ,  
t h e r e ' s  a p o t e n t i a l  w i th in  t h e s e  w a s t e d  a g r i c u l t u r a l  r e s o u r c e s  to be 
t r a n s l a t e d  into n a t i o n a l  d e f e n s e ,  to be t r a n s l a t e d  into  the i n d u s t r i a l  
c o m p l e m e n t  u n d e r l y i n g  n a t i o n a l  d e f e n s e ,  to be t r a n s l a t e d  into  a n y t h i n g  

we wan t  to have  it  t r a n s l a t e d  in to .  

It is  not an  e a s y  job,  but  it  is  not  a job b e y o n d  o u r  c a p a c i t y .  We 
did it w h e n  we w e r e  in to ta l  w a r .  Tha t  is  the  f a n t a s t i c  p a r t  abou t  i t .  
W h e n  we w e r e  in  t o t a l  w a r ,  we d i d n ' t  h e s i t a t e  to take  peop le  off the  f a r m .  
I a m  not  s u g g e s t i n g  a d r a f t  f o r  e v e r y b o d y .  But  we d i d n ' t  t hen  s a y  tha t  
s l a c k  r e s o u r c e s  w e r e  s o m e t h i n g  tha t  we c o u l d n ' t  do a n y t h i n g  about .  
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We have  tha t  w a s t e d  p r o d u c t i v e  p o t e n t i a l  now. I donl t  a t t e m p t  to 
p r o j e c t  at  th is  m o m e n t  an e x a c t  p lan  as to how it s h o u l d  be done ,  and  
how it c an  be r e c o n c i l e d  wi th  a p e a c e t i m e  e c o n o m y ,  and how it  c a n  be  
r e c o n c i l e d  with  l i b e r t y  and  f r e e d o m  of c h o i c e .  I jus t  s t a t e  c a t e g o r i c a l l y  
tha t  it c an  be so r e c o n c i l e d .  All  I have  t i m e  to do h e r e  is to s t a t e  c a t e -  
g o r i c a l l y ,  wh ich  nobody  w i l l  deny ,  tha t  nobody  is t a lk ing  about  the fac t  
tha t  f a r m e r s  have  b e c o m e  m o r e  p r o d u c t i v e  as a p o t e n t i a l  n a t i o n a l  a s s e t .  
Al l  a n y b o d y  is t a l k i n g  about  is tha t  g r a i n  s t o r e d  in  w a r e h o u s e s  is a g r e a t  
d e t r i m e n t  t o  ou r  e c o n o m y .  

T h e n ,  aga in ,  t h e y  a r e  ge t t ing  into the  f i n a n c i n g  r a t h e r  t han  into the  
e c o n o m i c s  of i t .  How is g r a i n  s t o r e d  in w a r e h o u s e s - - I  w i s h  t h e r e  w e r e  
l e s s  of i t - - b u t  how is i t  an  e c o n o m i c  l i a b i l i t y ?  I t ' s  t h e r e .  It has  a l r e a d y  
b e e n  p r o d u c e d ,  so  e c o n o m i c  r e s o u r c e s  a r e  not  c u r r e n t l y  b e i n g  c o n s u m e d  
in p r o d u c i n g  i t .  Why is it  s u c h  a g r e a t  e c o n o m i c  l i ab i l i t y ,  as  a g a i n s t  
the fac t  tha t  m i l l i o n s  of  f a r m e r s  a r e  be ing  u n d e r e m p l o y e d  and  a r e  not 
be ing  t u r n e d  to p r o d u c t i v e  p u r p o s e s  ? We a r e  w o r r i e d  m o r e  about  the 
b i l l s  of l ad ing  and about  ~he t r a n s f e r  c h a r g e s  than  we a r e  abou t  how o u r  
e c o n o m y  is f u n c t i o n i n g .  

T a k e  as  a n o t h e r  e x a m p l e  s m a l l  b u s i n e s s .  E v e n  now s m a l l  b u s i n e s s  
is be ing  f o r c e d  off  the p e r i p h e r y  of  the e c o n o m y .  It is m o v i n g  d o w n w a r d  
wh i l e  o t h e r s  a r e  m o v i n g  u p w a r d .  Now I am not  go ing  to m a k e  a t r a d i -  
t i o n a l  t a lk  about  b i g n e s s  and  s m a l l n e s s  and m o n o p o l y .  I th ink  we n e e d  
b i g n e s s  and  s m a l l n e s s  in o u r  e c o n o m y .  But the r e a l  r e a s o n  why  s m a l l  
b u s i n e s s  is b e i n g  f o r c e d  d o w n w a r d  is not b e c a u s e  of big b u s i n e s s .  The  
r e a l  r e a s o n  is b e c a u s e ,  u n l e s s  you have  a p h i l o s o p h y  and  p r o g r a m  of 
fu l l  u t i l i z a t i o n  of  y o u r  r e s o u r c e s ,  the s m a l l e r  ones  a r e  not go ing  to be 
u s e d ,  not  b e c a u s e  c r i m e s  a r e  b e i n g  c o m m i t t e d  a g a i n s t  t h e m ,  not  b e c a u s e  
t h e y  a r e  l e s s  e f f i c i e n t  o r  m o r e  e f f i c i e n t ,  but b e c a u s e  they  m e r e l y  get  
f o r c e d  out of  u s e  when  e v e r y b o d y  i s n ' t  be ing  u s e d .  

In o t h e r  w o r d s ,  w h e n  you have  a ful l  p r o d u c t i o n  p r o g r a m ,  when  you 
a r e  r e a l l y  u s i n g  y o u r  r e s o u r c e s ,  you f e e l  tha t  you have  to u s e  the  s m a l l  
c o m p o n e n t s  and  the big c o m p o n e n t s .  It is  not a m a t t e r  of one a g a i n s t  
the o t h e r .  When  you a r e  o p e r a t i n g  u n d e r  e c o n o m i c  s l a c k ,  and  w h e n  you 
a r e  not w o r r y i n g  about  th is  p r o b l e m  of ful l  r e s o u r c e s  u s e ,  you don ' t  
w o r r y  about  u s i n g  t h e s e  s m a l l  c o m p o n e n t s ,  and you s a y  t h e y  a r e  i ne f f i -  
c i e n t .  

Wel l ,  the  fac t  tha t  Unit  A is m o r e  e f f i c i e n t  than  Uni t  B d o e s n ' t  m e a n  
tha t  u s i n g  Unit  A and Uni t  B i s n ' t  m o r e  e f f i c i e n t  than u s i n g  on ly  Uni t  A. 
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Do I m a k e  m y s e l f  c l e a r  ? Yet  a lot  of  o u r  e c o n o m i s t s  and  a lot  of o u r  
pub l ic  f i g u r e s  s e e m  to th ink tha t  b e c a u s e  A is m o r e  e f f i c i e n t  t han  B, 
then  t h e r e  is m o r e  n a t i o n a l  e f f i c i e n c y  in u s i n g  A and l e t t i n g  B l ie  i d l e .  

T h a t ' s  s i l l y .  If  you fol low tha t  to i ts  l o g i c a l  c o n c l u s i o n ,  you w o u l d  
u l t i m a t e l y  ge t  to the po in t  w h e r e  you  would  on ly  have  one  p e r s o n  in the 
l a b o r  f o r c e ,  the m o s t  e f f i c i e n t  p e r s o n ,  and you woul~ have  o n l y  one  
p e r s o n  in the A r m y ,  the b e s t  f i g h t e r .  T h a t ' s  an  e x a g g e r a t i o n ,  but  i t  
i l l u s t r a t e s  roy  po in t .  O v e r a l l  n a t i o n a l  e f f i c i e n c y  has  no th ing  to do wi th  
t h e s e  e f f i c i e n c y  t e s t s  of  the c l a s s i c a l  e c o n o m i s t s  tha t  a r e  be ing  u s e d  
as  g u i d e s  to ou r  n a t i o n a l  p o l i c y .  

I cou ld  g ive  o t h e r  e x a m p l e s ,  but I have  about  r u n  out  of m y  t i m e ,  
and m a y b e  we c a n  do b e t t e r  wi th  the q u e s t i o n  p e r i o d .  The  poin t  I am 
m a k i n g  is tha t  th i s  is not a q u e s t i o n  tha t  can  be s o l v e d  o r  a p p r o a c h e d  
by a n y  one d e t a i l  o r  any  one p a n a c e a ,  o r  any  one gadge t ,  o r  any  one 
p o l i t i c a l  s l o g a n .  We n e e d  a f u n d a m e n t a l l y  d i f f e r e n t  a p p r o a c h ,  and the 
f u n d a m e n t a l l y  d i f f e r e n t  a p p r o a c h  is s i m p l y  to get  down to the r e a l i t i e s  
of e c o n o m i c s  r a t h e r  than  f ly ing  a r o u n d  in the m e a n i n g l e s s  s t r a t o s p h e r e  
of  f i n a n c i a l  m e a s u r e m e n t s .  

We have  in th is  c o u n t r y  an e c o n o m i c  s t r e n g t h ,  an  e c o n o m i c  p o t e n -  
t i a l ,  tha t  j u s t  de f i e s  d e s c r i p t i o n .  I a m  a s h a m e d  to u se  t h e s e  p r o d u c t i v -  
i ty  f i g u r e s  of  f ou r  p e r c e n t  and  4-1 ]2 p e r c e n t ,  but I have  to u s e  s o m e -  
th ing  tha t  s o m e b o d y  wi l l  a c c e p t .  If I to ld  you  what  I r e a l l y  th ink ,  we 
have  a p r o d u c t i v i t y  g r o w t h  p o t e n t i a l  in  th is  c o u n t r y  of e igh t  p e r c e n t  a 
y e a r  e a s i l y .  We ju s t  h a v e n t t  b e g u n  to r e a l i z e  i t .  

We s a w  it to a d e g r e e  d u r i n g  the w a r ,  w h e n  we d r e w  so m a n y  peop l e  
out  of the l a b o r  f o r c e  and ye t  a c c o m p l i s h e d  f a n t a s t i c  r e s u l t s .  One m o t o r  
c o m p a n y  in  th is  c o u n t r y ,  w i thou t  c h a n g i n g  i t s  p lan t  o r  e q u i p m e n t ,  c a n  
p r o d u c e  m o r e  c a r s  than  the  Big  T h r e e  a r e  p r o d u c i n g .  T h a t t s  j u s t  one  
e x a m p l e  of  wha t  o u r  p r o d u c t i v e  p o t e n t i a l  i s .  Of c o u r s e ,  you c a n ' t  p r o -  
duce  fu l ly  if you  a r e  g u i d e d  by  the l aws  of the  c l a s s i c a l  e c o n o m i s t s  who 
s a y ,  " W h a t ' s  the u s e  of p r o d u c i n g  m o r e  w h e n  t h e r e ' s  no n e e d  for  m o r e ,  
when  peop le  c a n ' t  buy  m o r e ,  and  w h e n  t h e r e  a r e  too m a n y  goods  g lu t t ing  
the m a r k e t  n o w ? "  

My a n s w e r  to t ha t  is  ve rY  s i m p l y ,  if we have  the p r o d u c t i v e  c a p a c i t y  
to p r o d u c e  m o r e  c a r s  t han  c a n  be u s e d ,  for  g o o d n e s s  s a k e ,  wha t  is  the 
p u r p o s e  of n a t i o n a l  p o l i c y  but to ge t  us into the p r o d u c t i o n  of  s o m e t h i n g  
we n e e d  m o r e  of and  tha t  we a r e  not  ge t t ing  b e c a u s e  we a r e  to ld  tha t  we 
c a n ' t  a f f o r d  i t .  
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T h e r e f o r e ,  I end  on m y  o r i g i n a l  no te ,  tha t  we c a n  a f f o r d  f i n a n c i a l l y  
a n y t h i n g  tha t  we c a n  a f f o r d  e c o n o m i c a l l y .  If we have  e c o n o m i c  s t r e n g t h  
to s u p p o r t  an  a d e q u a t e  l e v e l  of n a t i o n a l  s e c u r i t y ,  t hen  we m u s t  f ind the 
f i n a n c i a l  ways  to do it .  If  we have  the p lan t  and  the r e s o u r c e s  and  
s k i l l e d  m a n p o w e r  to fu l f i l l  o u r  o b l i g a t i o n s  and  m e e t  o u r  n e e d s ,  t hen  we 
a r e  a b s o l u t e l y  c o r r u p t  in o u r  th ink ing  if we get  d r a w n  a w a y  f r o m  that  
by the i d e a  tha t  s o m e  budge t  o r  s o m e  m e t h o d  of  f i n a n c i a l  a c c o u n t i n g  
s h a l l  t ake  the p l a c e  of t r u e  e c o n o m i c  a n a l y s i s  in  ou r  a p p r o a c h  to t h e s e  
p r o b l e m s .  

QUESTION:  On o u r  f i e ld  t r i p  j u s t  r e c e n t l y  c o n c l u d e d ,  we h a d  a 
c o n c e p t  o f f e r e d  tha t  I would  l ike  y o u r  op in ion  on, to the e f f ec t  tha t  i t  is  
an  e s t a b l i s h e d  f ac t  now that  i n d u s t r y  i n v e s t m e n t  in r e s e a r c h  and d e v e l -  
o p m e n t  has  a d i r e c t  r e l a t i o n s h i p  to i ts  e x p a n s i o n  p o t e n t i a l ,  and  I th ink  
the f i g u r e  c i t e d  was  tha t  f ou r  p e r c e n t  in r e s e a r c h  and  d e v e l o p m e n t  
wou ld  i n s u r e  a t e n  p e r c e n t  a n n u a l  g r o w t h .  Do you h a v e  any  t h o u g h t s  on  
tha t  ? 

MR. K E Y S E R L I N G :  No, I don ' t  th ink  tha t  is c o r r e c t .  F i r s t ,  r e -  
s e a r c h  and  d e v e l o p m e n t  is  v e r y  i m p o r t a n t  to i n v e s t m e n t  g r o w t h  and  to  
i n d u s t r i a l  e x p a n s i o n ,  but  I t h ink  tha t  the b u s i n e s s  peop l e  who s a y  it  is  
the s o l e  f a c t o r  o r  the  m a i n  f a c t o r  a r e  pu t t ing  i t  on too n a r r o w  a b a s e ,  
b e c a u s e  a n o t h e r  f a c t o r  tha t  ha s  a v e r y  i m p o r t a n t  e f f ec t  upon  i n v e s t m e n t  
g r o w t h  is  d e m a n d ;  in o t h e r  w o r d s ,  what  the b u s i n e s s  i n v e s t o r  th inks  the 
m a r k e t  fo r  h i s  p r o d u c t  is go ing  to be ,  both at h o m e  and  o v e r s e a s ,  both 
through private buying and through public orders. 

In other words, if the Government of the United States said that we 
are committed to a policy of the full utilization of our resources, and 
that insofar as we have slack resources they would be applied to some 
of these priority purposes, whether they be national security, or whether 
they be roads, which are another element of national security, or whether 
they be resources development in education, then I think that would be a 
great inducement to industry's reaching out toward optimum plant expan- 
sion, quite as much as research. I think that is important. Although I 
do think research is important, I think it is too astigmatic a base, just 
to say that if we devote enough to research we will expand enough. 

I wan t  to s a y  s o m e t h i n g  e l s e  abou t  tha t .  I have  b e e n  t a l k i n g  m o s t l y  
abou t  o v e r a l l  f i g u r e s ,  a n a t i o n a l  p r o d u c t  of 400 b i l l i o n  d o l l a r s ,  a n a t i o n a l  
p r o d u c t  of 500 b i l l i o n  d o l l a r s ,  a n a t i o n a l  p r o d u c t  of 600 b i l l i on  d o l l a r s .  
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0 2 2 :  

T h e r e  is a n o t h e r  v e r y  i m p o r t a n t  c o n s i d e r a t i o n .  In one s e n s e ,  t h o s e  
f i g u r e s  a r e  m i s l e a d i n g  as an i n d i c a t i o n  of  n a t i o n a l  s t r e n g t h  , b e c a u s e  
the n a t i o n a l  s t r e n g t h  d e p e n d s  v e r y  m u c h  upon the c o m p o s i t i o n  of tha t  
400 b i l l i on  d o l l a r s  of  output .  Le t  m e  i l l u s t r a t e  it  v e r y  s i m p l y ,  and  I 
wi l l  t ake  an a r b i t r a r y  i l l u s t r a t i o n  as  to the f i g u r e s .  

Le t  us j u s t  s u p p o s e ,  by w a y  of  a r b i t r a r y  i l l u s t r a t i o n ,  tha t  o u r  
n a t i o n a l  e c o n o m i c  g r o w t h  is f ive p e r c e n t  a y e a r  and  tha t  of  the R u s s i a n s  
is f ive p e r c e n t  a y e a r .  T h o s e  a r e n ' t  the a c t u a l  f i g u r e s ,  but t h e y  wi l l  
do. Now, s u p p o s e  that  f i g u r e  wh ich  m a k e s  up our  f ive p e r c e n t  f i gu re  
i n c l u d e s  a lot of g a d g e t s  that  have  no th ing  to do with n a t i o n a l  e c o n o m i c  
s t r e n g t h ,  C a d i l l a c s  as  d i s t i n g u i s h e d  f r o m  O l d s m o b i l e s .  I r e a l i z e  tha t  
a u t o m o b i l e s  a r e  an e l e m e n t  of e c o n o m i c  s t r e n g t h ,  but n o n e t h e l e s s  the 
d i f f e r e n c e  b e t w e e n  the c h r o m e  tha t  goes  on a C a d i l l a c  and the c h r o m e  
tha t  goes  on an O l d s m o b i l e  has  to be p r o d u c e d  and it e n t e r s  into this  
400 b i l l i on  d o l l a r  f i g u r e ,  but it has  no th ing  to do with r e a l  s t r e n g t h .  If 
the  R u s s i a n s  a r e  pu t t ing  tha t  f ive p e r c e n t  not  into the c h r o m e  tha t  goes  
on the C a d i l l a c  r a t h e r  than  on the O l d s m o b i l e  but into p l a n e s - - s e e  wha t  
I m e a n  ? 

We a r e  not  pay ing  enough  a t t e n t i o n  to t h e s e  p r i o r i t i e s ,  as  to w h e t h e r  
we a r e  ge t t i ng  a b a l a n c e d  d e v e l o p m e n t  wh ich  g ives  us the k ind  of  s t r e n g t h  
we n e e d .  Tha t  is why I am t e r r i b l y  c o n c e r n e d  about  th is  r o s y  g low of 
c o n t e n t m e n t  wi th  h i g h - l e v e l  e m p l o y m e n t  and h i g h - l e v e l  p r o d u c t i o n - - a l -  
though not h igh  e n o u g h - - w i t h o u t  m o r e  c o n c e r n  about  what  it  is  go ing  
in to ,  w h i c h  is  a n o t h e r  func t ion  of G o v e r n m e n t ,  if I m a y  s a y  so .  The  
p r i m a r y  f u n c t i o n  of G o v e r n m e n t  is to s e e  w h e t h e r  o u r  b a s i c  n a t i o n a l  
p r i o r i t i e s  a r e  be ing  m e t .  The  on ly  j u s t i f i c a t i o n  of any  G o v e r n m e n t  
p r o g r a m  in the f ina l  a n a l y s i s  u n d e r  o u r  s y s t e m  is  tha t  it  m a r s h a l  r e -  
s o u r c e s  to do the th ings  wh ich  a r e  m o r e  n e c e s s a r y  than  o t h e r  u s e s  of 
t h o s e  r e s o u r c e s  t h r o u g h  p r i v a t e  s p e n d i n g .  

In o t h e r  w o r d s ,  p r i v a t e  peop le  c a n  s p e n d  a t h o u s a n d  d o l l a r s  in 
M a c y ' s ;  p r i v a t e  peop le  c a n ' t  s p e n d  a t h o u s a n d  d o l l a r s  for  r o a d s  o r  fo r  
n a t i o n a l  d e f e n s e ,  o b v i o u s l y .  

Aga in  t h i s  b r i n g s  m e  back  to the q u e s t i o n  of the F e d e r a l  budge t ,  in  
w h i c h  you m a y  by  now a s s u m e  I have  s o m e  i n t e r e s t .  A n o t h e r  t r o u b l e  
wi th  o u r  a p p r o a c h  to the F e d e r a l  budge t  is  not on ly  o u r  foo l i sh  a t t i t u d e  
t o w a r d  i ts  e c o n o m i c  f u n c t i o n s ,  but  a l s o  o u r  p r e c o n c e p t i o n  with  the i d e a  
tha t  the d o l l a r  o f  p r i v a t e  s p e n d i n g  is by de f in i t i on  i n f i n i t e l y  to be p r e -  
f e r r e d  to a d o l l a r  of  pub l i c  s p e n d i n g .  
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Now, o t h e r  th ings  be ing  equa l ,  I a g r e e .  O t h e r  th ings  be ing  equa l ,  
I would  a l w a y s  r a t h e r  s e e  a d o l l a r  of p r i v a t e  s p e n d i n g  than  a d o l l a r  of 
pub l i c  s p e n d i n g .  But we don ' t  l ive  in a w o r l d  w h e r e  o t h e r  th ings  a r e  
equa l ,  and t h e r e f o r e  i t  is r e d i c u l o u s  to take  p r i d e  in the fac t  tha t  the 
F e d e r a l  budge t  was s l a s h e d  by 12 o r  15 b i l l i on  d o l l a r s  o v e r  the l a s t  
few y e a r s ,  and that  th is  was  " m a d e  up f o r "  by m o r e  p r i v a t e  s p e n d i n g .  
T h a t ' s  not the q u e s t i o n .  The  q u e s t i o n  is :  What  va lue  has  the p r i v a t e  
s p e n d i n g  to m e e t  t h e s e  e s s e n t i a l  n a t i o n a l  p u r p o s e s ,  c o m p a r e d  wi th  how 
w e l l  t h e y  cou ld  be m e t  wi th  12 b i l l i on  d o l l a r s  of  publ ic  o u t l a y s  ? 

To take  it v e r y  s i m p l y ,  n a t i o n a l  d e f e n s e  is the e a s i e s t  e x a m p l e .  
You c a n ' t  s a y  tha t  you took t h r e e  b i l l i on  d o l l a r s  out of  the b u d g e t  fo r  
n a t i o n a l  d e f e n s e ,  and  it d o e s n ' t  m a k e  any  d i f f e r e n c e  b e c a u s e  peop l e  
s p e n t  t h r e e  b i l l i on  d o l l a r s  m o r e  for  c o s m e t i c s .  Wel l ,  I wou ld  r a t h e r  
have  t h e m  s p e n d  t h r e e  b i l l i on  d o l l a r s  m o r e  fo r  c o s m e t i c s  if  you  don ' t  
n e e d  n a t i o n a l  d e f e n s e ,  but you c a n ' t  m e a s u r e  the r e l a t i v e  v a l u e  of  c o s -  
m e t i c s  and n a t i o n a l  d e f e n s e .  And it is not o n l y  d e f e n s e  in tha t  n a r r o w  
s e n s e ;  r o a d s  a r e  a p a r t  of n a t i o n a l  d e f e n s e .  R o a d s  a r e  t e r r i b l y  r u n  
down.  E v e r y b o d y  knows that .  C e r t a i n  o t h e r  e l e m e n t s  of r e s o u r c e  d e -  
v e l o p m e n t  a r e  a p a r t  of n a t i o n a l  d e f e n s e .  The  r e s t o r a t i o n  of f a r m  p r o -  
d u c e r s  to a s t a t e  of mind ,  as  we l l  as  a s t a t e  of  p r o d u c t i o n ,  w h e r e  t h e y  
a r e  not g r a d u a l l y  b e c o m i n g  d i s h e a r t e n e d  is a p a r t  of  n a t i o n a l  d e f e n s e  
p o t e n t i a l .  

A n o t h e r  e x a m p l e  is e d u c a t i o n .  All  the r e l i a b l e  r e p o r t s - - I  don ' t  
ge t  any  r e p o r t s  f r o m  beh ind  the I r o n  C u r t a i n ,  I don ' t  know h o w  to get  
t h e m ,  and I don ' t  know how r e l i a b l e  t h e y  a r e - - b u t  I r e a d  the r e l i a b l e  
e x p e r t s  in the New York  T i m e s ,  A m e r i c a n  e x p e r t s .  E v e r y b o d y  knows 
tha t  the Sov ie t s  a r e  t r a i n i n g  s c i e n t i s t s  and  e n g i n e e r s  and  t e c h n i c i a n s  
t h r e e  o r  four  t i m e s  as  f a s t  as  we a r e .  Wel l ,  that  is  an  a l l o c a t i o n  of 
r e s o u r c e s .  T h e y  don ' t  have  m o r e  r e s o u r c e s  to devo te  to the t r a i n i n g  
of  s c i e n t i s t s ,  e n g i n e e r s ,  and t e c h n i c i a n s  than  we h a v e .  E v i d e n t l y  t h e y  
give tha t  a h i g h e r  p r i o r i t y  t han  h a v i n g  as  m a n y  peop l e  e n g a g e d  in the 
e n t e r t a i n m e n t  f i e ld  as we h a v e .  So you  c a n ' t  m e e t  a n y  of t h e s e  p r o b -  
l e m s  jus t  by t a lk ing  about  p r i v a t e  s p e n d i n g  a g a i n s t  pub l ic  s p e n d i n g  o r  
the F e d e r a l  budge t  a g a i n s t  the n a t i o n a l  e c o n o m y .  

Now, we a r e  d e l i b e r a t e l y  n e g l e c t i n g  o u r  n a t i o n a l  p r i o r i t i e s ,  not 
on ly  n a t i o n a l  d e f e n s e ,  wh ich  I am not an e x p e r t  on,  but o t h e r  th ings  
tha t  I th ink  I know s o m e t h i n g  a b o u t - - e d u c a t i o n ,  t e c h n i c a l  t r a i n i n g ,  p r i -  
m a r y  and  s e c o n d a r y  e d u c a t i o n .  We a r e  not bu i ld ing  t h e s e  s e r v i c e s  at  
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t h e  p a c e  t h a t  i s  c o n s i s t e n t  w i t h  o u r  n a t i o n a l  p r i o r i t y  n e e d s ,  a n d  we a r e  
n o t  b u i l d i n g  e v e n  a t  t h e  p a c e  t h a t  i s  c o n s i s t e n t  w i t h  a d v a n c i n g  o u r  p r o -  
d u c t i v i t y  b e c a u s e  we  a r e  m o v i n g  t e c h n o l o g i c a l l y  i n t o  a n  e r a - - w e  a r e  
t h e r e  a l r e a d y ,  bu t  m o v i n g  f a s t e r - - w h e r e  t h e  l e v e l  o f  s k i l l s  r e q u i r e d  
a n d  t h e  l e v e l  o f  e d u c a t i o n  r e q u i r e d  f o r  e f f e c t i v e  p e r f o r m a n c e  i s  e n t i r e l y  
d i f f e r e n t  f r o m  w h a t  i t  w a s  30,  40,~ o r  50 y e a r s  a g o .  Ye t ,  we  h a v e  t e r -  
r i f i c  s c h o o l  " s h o r t a g e s  a t  a l l  l e v e l s .  T h a t  i s  o n e  o f  t h e  t h i n g s  t h a t  y o u  
h e a r  s o m e  g e n e r a l  t a l k  a b o u t ,  bu t  y o u  d o n ' t  s e e  i t  t r a n s l a t e d  i n t o  a v i t a l  
i m p o r t a n t  n a t i o n a l  i s s u e  a n d  a c o n c e r n  o f  n a t i o n a l  p o l i c y ,  a n d  I w o u l d  
s a y  in  t h e  m o d e r n  w o r l d  t h a t  i s  a p a r t  o f  n a t i o n a l  d e f e n s e  j u s t  a s  m u c h  
a s  o t h e r  t h i n g s ,  j u s t  a s  m u c h  a s  h i g h w a y s  o r  j u s t  a s  m u c h  a s  f u l l  p r o -  
d u c t i o n .  

T h e n  y o u  h a v e  t h e  q u e s t i o n  o f  r e s e a r c h  f o r  w h a t ,  w h i c h  w a s  b r o u g h t  
to  m y  a t t e n t i o n  b y  t h e  q u e s t i o n  y o u  a s k e d ,  a n d  w h i c h  is  a p a r t  o f  t h i s  
s a m e  q u e s t i o n .  I t h i n k  i n d u s t r i a l  r e s e a r c h  i s  w o n d e r f u l ,  b u t  s u p p o s e ,  
f o r  e x a m p l e ,  i t  i s  r e s e a r c h  i n t o  w h a t  s h a p e  b u m p e r  c o n s u m e r s  l i k e  b e s t  
o n  a n  a u t o m o b i l e .  W h a t  i s  t h e  c h a n g e  i n  a u t o m o b i l e s  e v e r y  y e a r ?  T h a t ' s  
w h a t  i t  i s .  I t ' s  r e s e a r c h  i n t o  h o w  we c a n  p u t  o u t  a n e w  k i n d  o f  b u m p e r ,  
o r  a n e w  k i n d  o f  h e a d l i g h t ,  o r  a n e w  k i n d  o f  s n a p p e r ,  t h a t  w i l l  m a k e  
s o m e b o d y  b u y  a c a r  w ho  a l r e a d y  h a s  a p e r f e c t l y  g o o d  c a r ,  a l m o s t  a 
b r a n d  n e w  c a r .  T h a t ' s  r e s e a r c h .  I a m  s e r i o u s  a b o u t  t h i s .  T h i s  i s  no  
l a u g h i n g  m a t t e r .  

T h a t  i s  r e s e a r c h ,  a n d  i t  i s  i m p o r t a n t  r e s e a r c h .  I f  we d i d n ' t  h a v e  
a n y  o t h e r  g r e a t  w o r l d  p r o b l e m s ,  i t  w o u l d  be  v e r y  d e s i r a b l e  r e s e a r c h  to 
u s e  o u r  l a b o r  f o r c e  in  g i v i n g  e v e r y b o d y  t h e  k i n d  o f  b u m p e r  h e  f e e l s  he  
l i k e s  b e t t e r  t h a n  t h e  o n e  h e  h a d  the  y e a r  b e f o r e .  B u t  I t h i n k  y o u  n e e d  
to r u n  a d i f f e r e n t  k i n d  o f  b u m p e r  i n t o  a f e w  p e o p l e ,  u n d e r  c u r r e n t  c o n -  
d i t i o n s ,  to  w a k e  t h e m  up .  W h a t  we  n e e d  is  m o r e  r e s e a r c h  i n t o  t h e  b a s i c  
p r o b l e m s ,  a n d  to  s a y  t h a t  we  c a n ' t  a f f o r d ,  l e t  u s  s a y ,  to  p u t  e n o u g h  i n t o  
r e s e a r c h  w i t h  r e s p e c t  to  d e f e n s e ,  b u t  c a n  a f f o r d  t o  p u t  b i l l i o n s  a n d  b i l -  
l i o n s  a n d  b i l l i o n s  e v e r y  y e a r  i n t o  r e s e a r c h  o n  m o r e  d e s i r a b l e  c o l o r s  f o r  
l i p s t i c k s ,  m o r e  d e s i r a b l e  s h a p e s  f o r  b u m p e r s  o n  c a r s .  S o m e  p e o p l e  
s a y ,  " W e l l ,  t h a t ' s  p r i v a t e . "  W e l l ,  i t ' s  t a k e n  o u t  o f  t h e  c o u n t r y .  T h e  
r e a l  e c o n o m i c  c o s t s  o f  a n y  k i n d  o f  r e s e a r c h  i s  t h e  m a n p o w e r  t h a t  g o e s  
i n t o  i t  a n d  t he  r e s o u r c e s  c o n s u m e d  i n  p r o d u c i n g  i t .  W h e t h e r  o r  n o t  y o u  
c a n  a f f o r d  i t  d e p e n d s  o n  j u s t  t h a t .  So i f  y o u  m a k e  t h e  s o l e  c r i t e r i o n ,  
w h o  i s  d o i n g  t h e  s p e n d i n g ,  t h i s  i s  t he  f o o l i s h  r e s u l t  t h a t  y o u  g e t .  

QUESTION: I wish you would talk a little more about the planning 
that you have decried the lack of. Who is going to do it? How do we 
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c o m e  b y  t h e  p e o p l e  w i t h  t h i s  t a l e n t ?  D o e s  i t  m e a n  t h e  G o v e r n m e n t ?  
A n d  f i n a l l y ,  w h a t  is  t he  n a t u r e  o f  t he  f o l l o w u p  to  i n s u r e  t h a t  p l a n n i n g  
i s  i m p l e m e n t e d ?  

MR. KEYSERLING: I c a n ' t  m a k e  a n y  c o n t r i b u t i o n  to  t h a t ,  e x c e p t  
by  a g i t a t i n g  t h e  w a y  I a m  n o w .  T h a t ' s  q u i t e  s e r i o u s .  You  h a v e  a d -  
v a n c e d  a v e r y  p e r t i n e n t  q u e s t i o n ,  bu t  I c a n ' t  a d v a n c e  a n y  p a t  f o r m u l a  
to  s a y  t h i s  i s  t h e  w a y  y o u  a r e  g o i n g  to g e t  t h e  p e o p l e  in  a l l  t h e s e  j o b s  
w h o  w i l l  do  i t  r i g h t  o r  do i t  t h e  w a y  I t h i n k  i t  o u g h t  to  be  d o n e .  A l l I  
c a n  do i s  to t a l k  a r o u n d  t h e  c o u n t r y ,  a n d  b r i n g  t h e  t i n y  l i t t l e  b i t  o f  
p r e s s u r e  t h a t  o n e  p e r s o n  c a n  b r i n g  to b e a r ,  u p o n  t h i s  r e o r i e n t a t i o n  of  
a p p r o a c h .  T h a t ' s  a l l  we c a n  do w i t h  a n y  o f  o u r  g r e a t  n a t i o n a l  p r o b l e m s ,  
e v e r y o n e  t r y i n g  in  h i s  o w n  w a y  to s q u a r e  i t  o f f  a l i t t l e  b e t t e r .  I t  i s  n o t  
a m a t t e r  f o r  o n e  p e r s o n  o r  o f  a n  e l e c t i o n .  I t ' s  j u s t  a m a t t e r  o f  g e t t i n g  
e n o u g h  p e o p l e  c o n v i n c e d  o f  t h i s ,  a n d  t a l k i n g  a b o u t  i t ,  a n d  g r a d u a l l y  p r o -  
d u c e  a s l i g h t  v e e r i n g  o f  t h e  n e e d l e  s o  t h a t  i t  c o m e s  a l i t t l e  c l o s e r  to  
p o i n t i n g  t o w a r d  t h e  t r u t h .  

T h a t ' s  no t  a v e r y  g o o d  a n s w e r ,  b u t  f r a n k l y  I c a n ' t  s u g g e s t  a n y  p e r -  
f e c t  s o l u t i o n  to a q u e s t i o n  a s  b r o a d  a s  t h a t  o n e  i s .  

DR. HUNTER: M r .  K e y s e r l i n g ,  I d o n ' t  i n t e n d  to t a k e  i s s u e  w i t h  
y o u  o n  t h e  q u e s t i o n  o f  y o u r  o c c u p a t i o n a l  s t a t u s ,  bu t  a s  a p o l i t i c i a n  y o u  
h a v e  g i v e n  us  a lo t  o f  s t r o n g  b e e f  to  c h e w  o n .  T h a n k  y o u  v e r y m u c h .  

(19 J u n e  1 9 5 6 - - 4 5 0 ) K / i j k  
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