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C O L O N E L  LACKAS:  G e n e r a l  Ho l l i s ,  G e n t l e m e n .  As  you p r o b a b l y  
r e a l i z e ,  in  the  s e l e c t i o n  of s p e a k e r s  e v e r y  e f fo r t  is  m a d e  to o b t a i n  m e n  
of d i s t i n c t i o n  t n G o v e r n m e n t ,  e d u c a t i o n ,  and i n d u s t r y .  T h i s  m o r n i n g  we 
have  a d i s t i n g u i s h e d  s c h o l a r ,  a m a n  who has  he ld  h igh  p o s i t i o n s  in  the  
e d u c a t i o n  f i e ld .  In  add i t ion ,  he  has  s e r v e d  the  G o v e r n m e n t  on v a r i o u s  
b o a r d s  and  c o m m i t t e e s .  He is a l s o  the a u t h o r  of a c o n s i d e r a b l e  n u m b e r  
of books  in  the f i e l d s  of e c o n o m i c s  and publ ic  po l i cy ;  and he has  had  
t i m e  to be  the  e d i t o r  of s e v e r a l  s c h o l a r l y  j o u r n a l s .  

We a r e  i n d e e d  f o r t u n a t e  in  h a v i n g  as  ou r  s p e a k e r  th i s  m o r n i n g  on 
the s u b j e c t  " T a x a t i o n  and R e v e n u e :  C u r r e n t  T a x  P r o b l e m s "  a m a n  who 
h a s  s p e c i a l i z e d  in th i s  a r e a  and who h a s  had c o n s i d e r a b l e  e x p e r i e n c e  in  
t a l k i n g  about  t h e s e  k inds  of p r o b l e m s .  T h e r e f o r e  it  g i v e s  m e  g r e a t  
p l e a s u r e  to p r e s e n t  to th i s  c l a s s  of 1958 the C h a i r m a n  of the E c o n o m i c s  
D e p a r t m e n t  of H a r v a r d  U n i v e r s i t y ,  D r .  S e y m o u r  H a r r i s .  

DR.  HARRIS:  M r .  C h a i r m a n ,  G e n e r a l  Ho l l i s ,  and G e n t l e m e n :  I t ' s  
a g r e a t  p r i v i l e g e  to be  h e r e .  Now I t h ink  I ' v e  b e e n  to e v e r y  w a r  c o l l e g e  
in  the  c o u n t r y  e x c e p t  the N a v a l  C o l l e g e .  T h e y  m u s t  know tha t  I w a s  in  
the  A r m y ,  and t h e y  n e v e r  i nv i t e  m e .  

D o n ' t  b e  too  m u c h  i m p r e s s e d  b y  a l l  the  b o o k s  I ' v e  w r i t t e n .  One of 
m y  c o l l e a g u e s  once  i n t r o d u c e d  m e  to an  a u d i e n c e  in  W a s h i n g t o n  and sa id :  
"You a l l  know S e y m o u r  H a r r i s .  You have  a l l  r e a d  h i s  b o o k s  o r  w r i t t e n  
one fo r  h i m .  " One of m y  f r i e n d s  who r e a d s R u s s i a n  to ld  m e  tha t  a f t e r  
the  w a r  t h e r e  w a s  an a r t i c l e  in P r a v d a  w h i c h  c o m m e n t e d  on the A m e r i c a n  
e c o n o m i s t s  who though t  tha t  not  on ly  c o u l d  c a p i t a l i s m  be  s a v e d ,  bu t  who 
s a i d  i t  c o u l d  be i m p r o v e d .  T h e y  sa id :  " A m o n g  t h e s e  e c o n o m i s t s  tha t  
we h a v e  in m i n d  a r e  t h r e e  e c o n o m i s t s  f r o m  H a r v a r d .  One  is  P r o f e s s o r  
A l v i n  H a n s e n ,  the s e c o n d  i s  P r o f e s s o r  H a r r i s ,  and the  t h i r d  i s  P r o -  
f e s s o r  S e y m o u r .  " 

I ' v e  b e e n  w a r n e d  tha t  if  I t a l k  m o r e  than  f o r t y - f i v e  m i n u t e s ,  I s h a l l  
be  u n p o p u l a r ;  so  I ' m  going  to t r y  awfu l l y  h a r d  to s t a y  w i t h i n  t h o s e  f o r t y -  
f ive  m i n u t e s .  If  I l e a v e  a n y t h i n g  out y o u ' l l  know why.  What  I ' v e  b e e n  
a s k e d  to do is  to d e l i v e r  in f o r t y - f i v e  m i n u t e s  wha t  we g e n e r a l l y  t ake  
a y e a r  fo r  in m o s t  c o l l e g e s .  So tha t  you m u s t n ' t  e x p e c t  too m u c h .  But  
I ' l l  t r y  to c o v e r  any  po in t s  tha t  I o m i t t e d  l a t e r  on. 
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Now, the  f i r s t  p r o b l e m ,  it  s e e m s  to m e ,  i s ,  Why do we h a v e  to h a v e  
t a x e s ?  Wel l ,  of c o u r s e  the  a n s w e r  is obv ious .  You have  to have  c e r t a i n  
s e r v i c e s .  But  w h e n  you e s t a b l i s h  a t ax  s y s t e m ,  wha t  do you  look  f o r ?  

A d a m  Smi th ,  fo r  e x a m p l e ,  w r i t i n g  in 1776, s a i d  a good  d e a l  about  
the  f ac t  tha t  i t ' s  v e r y  i m p o r t a n t  to have  t a x e s  b e c a u s e  you  h a v e  to have  
r e v e n u e  and th i s  i s  one  w a y  to get  r e v e n u e .  He a l s o  s a i d  tha t  we wan t  
a t ax  s y s t e m  tha t  is  jus t ;  tha t  d o e s n ' t  h i t  one g r o u p  m o r e  s e r i o u s l y  than  
a n o t h e r  g r o u p .  

S e c r e t a r y  H u m p h r e y ,  t e s t i f y i n g  b e f o r e  the  S e n a t e  F i n a n c e  C o m -  
m i t t e e  t h i s  s u m m e r ,  s a id  tha t  as  f a r  as  he  c o u l d  s e e ,  t h e r e  is  on ly  one 
o b j e c t i v e  of tax  p o l i c y  and tha t  is  to r a i s e  r e v e n u e ;  tha t  n o t h i n g  e l s e  
m a t t e r s .  T h i s  i s  a r a t h e r  e x t r e m e  p o s i t i o n .  I don ' t  t h i n k  i t ' s  one  t h a t ' s  
g e n e r a l l y  a c c e p t e d ,  at  l e a s t  b y  e c o n o m i s t s .  

I wou ld  s a y  tha t ,  if we a r e  t r y i n g  to i n t r o d u c e  the m o s t  e f f e c t i v e  
tax  s y s t e m ,  what  we t r y  to do is  t h i s :  O b v i o u s l y  we  h a v e  to have  r e v e n u e ,  
and tha t  is  a v e r y  i m p o r t a n t  o b j e c t i v e ,  but  we  t r y  a l s o  to be  f a i r  a m o n g  
d i f f e r e n t  g r o u p s .  

Of course, this is not so much a question of economics as a question 
of ideology. What one man considers fair is unfair to somebody else. 
If you happen to be an advanced Democrat, you may say, "We want a 
highly progressive tax system, a tax system that takes a larger part of 
the income of the wealthy groups than of the poor and impoverished 
people. " On the other hand, if you happen to be a rightist Republican, 
you are more likely to feel that the only thing that matters is to have a 
tax system that does not interfere with incentive; and therefore you 
would not put a heavy burden on those who do most of the saving, namely, 
the relatively high-income group. 

This is, as I say, p a r t l y  an ideological problem. It's also partly 
an economic problem, because, obviously, one thing you do take into 
account is the effect of taxes on output. In England, for example, in 
the last ten years there's been a good deal of talk about the fact that the 
tax rate is so heavy even on workers that many workers prefer not to 
work overtime, because if they do, they feel the government takes such 
a large part of the additional shilling that there's no incentive to work. 
And obviously, if you're a rich man and have to pay, say, 80 or 90 per- 
cent of this marginal income, you may also be wondering whether it's 
worthwhile taking the risk and working so hard. So incentives, of 
course, are really an economic problem. 
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Now, in  r e c e n t  y e a r s  t h e r e ' s  b e e n  a t e n d e n c y  to e m p h a s i z e  m o r e  
and m o r e  a r e l a t e d  and  p e r h a p s  a m o r e  i m p o r t a n t  a s p e c t  of t ax  po l i cy ,  
and tha t  i s  wha t  we  c a l l  the f i s c a l  e f f e c t  of t a x e s .  By  tha t  wha t  we 
r e a l l y  m e a n  i s ,  What  does  the tax  s y s t e m  do to the  e c o n o m y ?  We 
m e a n  tha t  b e c a u s e  we know m o r e  and m o r e  tha t  the  t ax  sy s t em,  does  
a f fec t  the  e c o n o m y  in a l l  k inds  of w a y s .  We have  l e a r n e d  tha t  by h a v i n g  
a p r o p e r  t ax  s y s t e m ,  we c a n  i n c r e a s e  output ,  and  we can  s top  a d e c l i n e .  
If  we have  the  w r o n g  k ind  of t ax  s y s t e m ,  we t end  to d e p r e s s  output  w h e n  
we m i g h t  h a v e  had  a h i g h e r  output .  

F o r  e x a m p l e ,  t ake  the p r e s e n t  s i t u a t i o n .  At  the  p r e s e n t  t i m e  in -  
f l a t i o n  c o n c e r n s  u s .  I ' l l  s a y  a w o r d  about  i n f l a t i on  wi th  t a x e s  a l i t t l e  
l a t e r  on. But ,  o b v i o u s l y ,  we have  had  a c o n s i d e r a b l e  i n f l a t i on .  In the 
l a s t  two y e a r s  p r i c e s  have  gone up m o r e  than  s i x  p e r c e n t .  

Now, th i s  i s  a l m o s t  a r e c o r d  f o r  p e a c e t i m e ,  e s p e c i a l l y  w h e n  the  
F e d e r a l  G o v e r n m e n t ' s  budge t  is  b a l a n c e d .  I t ' s  r a t h e r  s u r p r i s i n g  tha t  
s u c h  a l a r g e  p r i c e  i n c r e a s e  o c c u r r e d  when  the  F e d e r a l  budge t  i s  b a l a n c e d ,  
b e c a u s e  g e n e r a l l y  p r i c e s  i n c r e a s e  w h e n  the G o v e r n m e n t  s p e n d s  m o r e  
m o n e y  t han  it  c o l l e c t s  in  t a x e s .  T h e r e f o r e  m o r e  m o n e y  is  c r e a t e d  f o r  
the G o v e r n m e n t ,  t h i s  m o n e y  is  s p e n t  in c o m p e t i t i o n  w i th  e x i s t i n g  m o n e y ,  
and  p r i c e s  t end  to r i s e .  Tha t  is  p a r t l y  b e c a u s e  of the  f ac t  tha t  a g a i n s t  
t h i s  r i s e  in the  s u p p l y  of m o n e y  t h e r e  is  not  a c o r r e s p o n d i n g  i n c r e a s e  
of output  of goods  and s e r v i c e s .  

W h e n  output  i s  h igh,  w h e n  o p e r a t i o n  is  at  a r e l a t i v e l y  fu l l  c a p a c i t y ,  
an  i n c r e a s e  in  the  s u p p l y  of m o n e y  b r i n g s  about  a r i s e  of p r i c e s .  As  
a m a t t e r  of f ac t ,  in  the  l a s t  y e a r  and a ha l f  the  G o v e r n m e n t  has  i n c r e a s e d  
the  s u p p l y  of  m o n e y  v e r y  l i t t l e ,  as  l i t t l e  as  we  have  e v e r  had  in s u c h  a 
p r o s p e r o u s  p e r i o d ;  but ,  n e v e r t h e l e s s ,  w e ' v e  had  a s e r i o u s  r i s e  of p r i c e s .  
The  e x p l a n a t i o n  of th is  in p a r t  is  tha t  the  e x i s t i n g  s u p p l i e s  of m o n e y  have  
b e c o m e  m o r e  a c t i v e .  P e o p l e  t end  to s p e n d  a d o l l a r  q u i c k e r  t han  t h e y  
u s e d  to.  The  a v e r a g e  d o l l a r  c i r c u l a t e s  m o r e  r a p i d l y .  T h i s  a l s o  c a n  
b r i n g  about  an  i n c r e a s e  in  p r i c e s .  

T h a t ' s  one  r e a s o n  the  a d m i n i s t r a t i o n  has  f a i l e d  to  s top  the  r i s e  of  
p r i c e s - - b e c a u s e s ,  a l t h o u g h  t h e y  have  b e e n  p r e t t y  s u c c e s s f u l  in  s t o p p i n g  
the  r i s e  in  the  supp ly  of m o n e y ,  t h e y  have  not  b e e n  s u c c e s s f u l  in  i n c r e a s -  
ing  the  a m o u n t  of s p e n d i n g .  

Now, if  you  ge t  the g e n e r a l  l ine  of m y  a r g u m e n t ,  then ,  of c o u r s e ,  
wha t  I ' m  t r y i n g  to s a y  is  tha t  if th i s  m o d e r n  f i s c a l  t h e o r y  is  c o r r e c t ,  
wha t  we r e a l l y  ought  to h a v e  now is  a r i s e  of t a x e s .  The  a r i t h m e t i c  i s  
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s i m p l e ,  b e c a u s e  if p e o p l e  a r e  s p e n d i n g  too  m u c h  m o n e y ,  and we do not  
s e e m  to be  ab le  to s top  th i s  r i s e  by  m o n e t a r y  po l i cy ,  t ha t  i s  b y  r e d u c i n g  
the  s u p p l y  of m o n e y  o r  k e e p i n g  it  f r o m  r i s i n g  so  m u c h ,  t hen  wha t  is  to  
be  d o n e ?  T h e  a n s w e r  is  t ake  s o m e  of th i s  m o n e y  a w a y  f r o m  p e o p l e .  
How is  m o n e y  t a k e n  f r o m  p e o p l e ?  T h r o u g h  t a x a t i o n .  

So as  an e c o n o m i s t  I wou ld  s a y  tha t  p r o b a b l y  t h e  c o r r e c t  p o l i c y  
t o d a y  would  be  an i n c r e a s e  in tax  r a t e s .  In  tha t  w a y  you wou ld  have  
the m o s t  e f f e c t i v e  f i s c a l  p o l i c y  in d e a l i n g  wi th  th i s  p r o b l e m  of i n f l a t i on .  

Bu t  as  a p o l i t i c a l  e c o n o m i s t  I a m  not  so s u r e  tha t  th i s  i s  c o r r e c t ,  
b e c a u s e ,  as  you a l l  know,  bo th  the D e m o c r a t i c  and the  R e p u b l i c a n  
p a r t i e s ,  bo th  s e e k i n g  v o t e s ,  a r e  j u s t  v y i n g  wi th  e a c h  o t h e r  to s e e  who 
c a n  c o m e  up f i r s t  wi th  a r e d u c t i o n  of t a x e s ,  not  a r i s e  of t a x e s ,  b e c a u s e  
the a v e r a g e  A m e r i c a n  t h inks  in  t e r m s  of the  tax  he h a s  to pay  and d o e s n ' t  
s e e  the r e l a t i o n s h i p  b e t w e e n  the  t a x e s  he pays  and the  in f l a t ion .  

Now, the  a v e r a g e  A m e r i c a n  is  v e r y  m u c h  d i s c o u r a g e d  o v e r  the  r i s e  
of p r i c e s ,  the  in f l a t ion ,  and i s  a g a i n s t  any  p a r t y  tha t  is  he ld  r e s p o n s i b l e  
f o r  th i s  r i s e  in the  cos t  of l iv ing .  T h e r e f o r e  you  wou ld  t h ink  the  a v e r a g e  
A m e r i c a n  wou ld  a l s o  be  in f a v o r  of a r i s e  in t a x e s  so long  as  the  i n f l a -  
t i on  c o n t i n u e s .  But  t h a t ' s  not  t r u e ,  b e c a u s e  the  a v e r a g e  A m e r i c a n  is  
e i t h e r  i g n o r a n t  of the  r e l a t i o n s h i p  of t h e s e  two p r o b l e m s  o r  e l s e ,  e v e n  
if the  a v e r a g e  A m e r i c a n  s e e s  t h e s e  two p r o b l e m s  in g e n e r a l ,  h e ' s  s i c k  
of t a x e s  and the one  th ing  he  w a n t s  to do is  to r e d u c e  t a x e s .  

I t h i n k  the  m a j o r  e x p l a n a t i o n  is  tha t  the a v e r a g e  A m e r i c a n  d o e s n ' t  
l i ke  t a x e s  and d o e s n ' t  l ike  i n f l a t i on .  So t h e r e  is  a c o n f l i c t  h e r e ,  w h i c h  
is  f a i r l y  s e r i o u s .  I t h ink  as  a p o l i t i c a l  e c o n o m i s t  wha t  I would  c e r t a i n l y  
s u g g e s t  wou ld  be  to take  into a c c o u n t  the  p o l i t i c a l  d i f f i c u l t i e s ;  tha t  the  
one th ing  we s h o u l d  not have  is a d e c l i n e  of t a x e s .  But  I t h ink  to p u s h  f o r  
a r i s e  of t a x e s  in the p r e s e n t  s i t u a t i o n ,  g i v e n  the  v i e w s  of the  a v e r a g e  
v o t e r ,  is  b e i n g  u n r e a l i s t i c .  And t h e r e f o r e  we  ought  to c o m p r o m i s e  p e r -  
haps  on k e e p i n g  tax  r a t e s  at  t h e i r  p r e s e n t  l e v e l  u n t i l  the in f l a t ion  s t o p s .  

Now, if we get  a r e c e s s i o n ,  t hen  I wou ld  th ink  tha t  t h e r e  wou ld  be 
a good dea l  to be s a i d  f o r  a cut  in  t a x e s ,  b e c a u s e  t hen  by cu t t i ng  t a x e s ,  
peop le  wou ld  have  m o r e  m o n e y  to s p e n d  and  th i s  wou ld  be  an  a n t i d e -  
p r e s s i o n  m e a s u r e .  But  as  long as i n f l a t i on  is a g r e a t  t h r e a t ,  a cut  in 
t a x e s  is  a m i s t a k e .  And by  a cut  in t a x e s  I m e a n  a cut  in t ax  r a t e s .  

Now, s u p p o s e  we had  a d e p r e s s i o n  o r  a r e c e s s i o n  in 1958. T h e n  
the o b j e c t i v e  wou ld  be to d e a l  wi th  the d e p r e s s i o n ,  and one w a y  of d e a l i n g  
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with a depression is to reduce taxes. This is a very easy policy to 
achieve, because people want lowei" taxes and the economist says lower 

taxes are the proper attack. 

In  1954, you m a y  r e c a l l ,  t h e r e  was  a r e c e s s i o n ,  wh ich  was  p a r t l y  
b r o u g h t  on by  a d e a r  m o n e y  po l i cy ;  and the  G o v e r n m e n t  i m m e d i a t e l y  
i n t r o d u c e d  one of the  m o s t  e l a b o r a t e  tax  r e d u c t i o n  p r o g r a m s  in  the  
h i s t o r y  of th i s  coun t ry .  Th i s  tax r e d u c t i o n  p r o g r a m  is  c o s t i n g  the  
F e d e r a l  G o v e r n m e n t  about  $9 b i l l i o n  a y e a r  today.  Th i s  is a v e r y  l a r g e  
tax  r e d u c t i o n .  But  th is  is  a v e r y  p o p u l a r  pol icy .  The  a d m i n i s t r a t i o n  
had p r o m i s e d  a tax cut,  and th i s  was  t h e i r  o p p o r t u n i t y  to a c h i e v e  it. 
So we had  a cut  in t a x e s  in 1954, wh ich  h e l p e d  end the  r e c e s s i o n .  It  
p l a y e d  a v e r y  i m p o r t a n t  p a r t  in b r i n g i n g  about the  end  of t h e  r e c e s s i o n .  

Now, you might say that a reduction at that time of $7.5 billion is 
not a big factor with a gross national product of $400 billion. But one 
mustn't forget that there are secondary effects. These tax cuts especially 
favor the businessman and therefore encourage him to invest more. So 
you have secondary effects. The net result was that the total amount of 
spending rose a great deal as a result of this particular tax policy. 

L e t  m e  jus t  s a y  a w o r d  about  the  r e l a t i o n s h i p  b e t w e e n  t a x e s  and 
spend ing .  You m a y  r e c a l l  tha t  in  1954 the  G o v e r n m e n t  not  on ly  cut  
t a x e s ,  but  t h e y  a l s o  cut spend ing .  If t h e y  had not  cut  spend ing ,  t h e y  
m i g h t  not  have  b e e n  able  to  cut  t a x e s .  You m a y  r e c a l l  tha t  t h e r e  was  
a l a r g e  cut  in  d e f e n s e  spend ing ,  of the  p r o p o r t i o n  of m o r e  t h a n  $10 b i l l i o n  
a y e a r .  T h i s  is  a m a j o r  cut .  

NoW, was this a wise policy? Well, there you run into difficuRy. 
Obviously, one objective of economic life is to have a stable monetary 
unit. We don't want inflation, because inflation interferes with production, 
makes people more speculative-minded. And inflation brings about in- 

justices. 

In f l a t i on  and  d e f l a t i o n  b r i n g  i n e q u i t i e s  and  t h e r e f o r e  c a u s e  p o l i t i c a l  
d i s t u r b a n c e s  and d i f f i c u l t i e s .  If you look  a r o u n d  the  w o r l d  and s e e  a 
g r e a t  a m o u n t  of in f l a t ion ,  you  h a v e  one of the  i m p o r t a n t  c a u s e s  of d i f f icul ty .  
D e f l a t i o n  wi th  f a l l i ng  p r i c e s  is  a l s o  t r o u b l e s o m e .  The de f l a t i on ,  f o r  ex-  
a m p l e ,  of the  e a r l y  1930 's  had  m u c h  to do wi th  the  r i s e  of p r i c e s .  

Now, in  G e r m a n y  a f t e r  the  w a r  you had  a r i s e  of p r i c e s  of a b i l l i on  
t i m e s .  T h a t ' s  l a r g e  c o m p a r e d  to our  p r i c e  r i s e .  In H u n g a r y  a f t e r  W o r l d  
W a r  II we had  the  l a r g e s t  r i s e  of p r i c e s  in the  h i s t o r y  of the  w o r l d - - 1 0  to 
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the  17th p o w e r .  T h a t ' s  qu i te  a r i s e  of p r i c e s .  You c a n  s e e  tha t  w o u l d  
c o n t r i b u t e  to  d i s c o n t e n t  and p o l i t i c a l  d i f f i c u l t i e s .  So we don ' t  wan t  i n -  
f l a t i o n  and we don ' t  wan t  d e f l a t i o n  if  we p o s s i b l y  c a n  p r e v e n t  t h e m .  

But  t h e r e ' s  a c o n f l i c t  s o m e t i m e s  b e t w e e n  o b j e c t i v e s .  The  w h o l e  
p r o b l e m  i s  c o n p l i c a t e d .  If you look  at the  p r o b l e m  of r e c o v e r y  in  1954, 
t h e r e  s h o u l d  be  no cut  in e x p e n d i t u r e s .  If  the  p r o b l e m  is i n c e n t i v e  to 
p r o d u c e ,  t h e r e  s h o u l d  be  a cut  in  t a x e s ,  b e c a u s e  the  b u s i n e s s m a n  s a y s  
h i s  t a x e s  a r e  too  h igh .  I f  you  look  at  the p r o b l e m  of de f l a t ion ,  you 
p r o b a b l y  s h o u l d  not  cut  the  e x p e n d i t u r e s ,  b e c a u s e  you want  to  s p e n d  m o r e  
m o n e y  in o r d e r  to k e e p  s p e n d i n g  up and s top  a d e c l i n e .  

But  t h e r e ' s  a n o t h e r  i s s u e  h e r e .  T h e r e ' s  the  i s s u e  of d e f e n s e .  
T h e r e ' s  a n o t h e r  i m p o r t a n t  o b j e c t i v e  of the A m e r i c a n  G o v e r n m e n t - - t o  
k e e p  the  d e f e n s e  at  an  a d e q u a t e  l e v e l .  I wou ld  s a y  on tha t  b a s t s - - a n d  
t h i s  i s  the  op in ion  of an  ~ r n a t e u r  and you  a l l  know m u c h  m o r e  abou t  
t h i s  t han  I d o - - t h a t  the  $10 b i l l i o n  cu t  in  d e f e n s e  w a s  a m i s t a k e ;  t h a t  
the  d e f e n s e  p r o b l e m  w a s  e v e n  m o r e  s e r i o u s  t h a n  the  p r o b l e m  of s t a b i l i t y  
of the  c u r r e n c y .  

T h i s  i s  a m a t t e r  of j u d g m e n t .  You m a y  d i s a g r e e  wi th  m e .  But  as  
a m a t t e r  of j u d g m e n t  I w o u l d  s a y  the  G o v e r n m e n t  wen t  too  f a r  in  d e a l i n g  
wi th  the  i n c e n t i v e  p r o b l e m  and c u t t i n g  G o v e r n m e n t  e x p e n d i t u r e s  and  
c o n c e n t r a t i n g  i t s  cut  v e r y  l a r g e l y  on the  m i l i t a r y .  

I t h i n k  the r e c e n t  cut  in m i l i t a r y  s p e n d i n g  i s  a l s o  a m i s t a k e ,  b e -  
c a u s e  I t h i n k  tha t  i t  r e f l e c t s  an  o v e r - w e i g h i n g  of  the  s h o r t - r u n  e c o n o m i c  
i s s u e .  As  a m a t t e r  of f ac t ,  the  cut  w a s  qu i te  i m p o r t a n t  on a l o n g - r u n  
v i e w p o i n t  too .  A f t e r  a l l ,  i s  it  w o r t h  s a v i n g  $10 b i l l i o n  a y e a r  if  t h i s  
m a k e s  the R u s s i a n s  so m u c h  m o r e  anx ious  o r  w i l l i n g  to t ake  a r i s k ?  
And  t h e y ' r e  m o r e  w i l l i n g  to t ake  a r i s k  if the  A m e r i c a n  d e f e n s e  i s  i n -  
a d e q u a t e .  

Now, l e t  m e  s a y  a w o r d  about  the  r e l a t i o n s h i p  b e t w e e n  F e d e r a l ,  
S ta te ,  and  l o c a l  t a x e s .  Of c o u r s e ,  a t  the p r e s e n t  t i m e  we d i s c u s s  p r i -  
m a r i l y  F e d e r a l  t a x e s ,  bu t  you  m u s t n ' t  f o r g e t  tha t  in m a n y  w a y s  S ta t e  
and  l o c a l  t a x e s  a r e  m u c h  m o r e  i m p o r t a n t .  T h e y ' r e  m o r e  i m p o r t a n t  
in  t h i s  s e n s e :  T h e y ' r e  m o r e  i m p o r t a n t  in the  s e n s e  tha t  t h e y ' r e  g r o w i n g  
m u c h  m o r e  r a p i d l y  t h a n  F e d e r a l  t a x e s .  S ince  1946, S ta te  and  l o c a l  t a x e s  
h a v e  i n c r e a s e d  b y  200 p e r c e n t .  T h e y  a r e  now r o u g h l y  a t  the l e v e l  of  
about  $40 b i l l i o n  a y e a r ,  and  m o s t  e x p e r t s  e x p e c t  t ha t  in 10 y e a r s  S ta te  
and  l o c a l  t a x e s  w i l l  be  at  the  l e v e l  of $60 b i l l i o n  a y e a r .  The  F e d e r a l  
G o v e r n m e n t  i s  now s p e n d i n g  $70 b i l l i o n  a y e a r .  
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T h e  r e a s o n  f o r  t h i s  is  tha t  t h e r e  a r e  a g r e a t  m a n y  s e r v i c e s  tha t  the  
State  and l o c a l  g o v e r n m e n t s  a r e  r e s p o n s i b l e  f o r - - r o a d b u i l d t n g ;  educa t i on .  
The  publ ic  s c h o o l s ,  fo r  e x a m p l e ,  m o s t  e x p e r t s  expec t ,  w i l l  r e q u i r e  $20 
b i l l i o n  a y e a r  w i t h i n  t e n  y e a r s ,  as  c o m p a r e d  wi th  r o u g h l y  $10 b i l l i o n  now. 
T h a t ' s  go ing  to be  f i n a n c e d  p r i m a r i l y  by  State  and  l o c a l  g o v e r n m e n t s .  
T h e n  t h e r e  a r e  the  subu rb i a ,  one of the  m o s t  s e r i o u s  p r o b l e m s .  We have  
s c a r c e l y  l a u n c h e d  a p r o g r a m ,  and the  b u r d e n  on State  and l o c a l  g o v e r n -  
m e n t s  w i l l  be  g r e a t .  

As  you know, t h e r e ' s  b e e n  m u c h  t a lk  about  s o m e  c o o p e r a t i o n  and 
i n t e g r a t i o n  b e t w e e n  the  F e d e r a l  and State  and l o c a l  g o v e r n m e n t s .  The  
P r e s i d e n t  of  the  U n i t e d  S ta tes  has  s e t  up a c o m m i t t e e  of h i s  own a s s i s -  
t an t s  and the  g o v e r n o r s  have  s e t  up a c o m m i t t e e  and t h e y ' r e  c o n s u l t i n g  
on  t h i s  i s s u e  at the p r e s e n t  t i m e .  

T h e  F e d e r a l  G o v e r n m e n t  f e e l s  qu i te  s t r o n g l y  tha t  the State  and  
l o c a l  g o v e r n m e n t s  shou ld  take  o v e r  m o r e  r e s p o n s i b i l l t i / e s  and  l e a v e  l e s s  
to the F e d e r a l  G o v e r n m e n t .  The  State  and l o c a l  g o v e r n m e n t s ,  h o w e v e r ,  
s ay :  " W e ' l l  be  g lad  to t ake  on t h e s e  r e s p o n s i b i l i t i e s ,  but  y o u ' v e  got to  
s e e  that  we get  the  cash .  " T h e r e ' s  no u s e  hav ing  r e s p o n s i b i l i t i e s  if t h e y  
canno t  be  f i nanced .  

Wel l ,  how to  s o l v e  tha t  p r o b l e m ?  The  F e d e r a l  G o v e r n m e n t  in 1954 
s a i d  tha t  t h e y  would  v e r y  m u c h  l ike  to  do thi, s:  " W e ' r e  g iv ing  the  p e o p l e  
a t ax  cut of s e v e n  and a ha l f  b i l l i o n  d o l l a r s ,  " Mr .  E i s e n h o w e r  sa id .  " In  
t h e s e  c i r c u m s t a n c e s  why d o n ' t  we a l l o w  the  State  and l oca l  g o v e r n m e n t s  
to do m o r e ?  T h e r e  a r e  s e v e n  and a ha l f  b i l l i on  d o l l a r s  of t a x e s  a v a i l a b l e  
to t h e m  now. T h e y  can  u s e  t h e s e  t axes ,  and go ahead ;  depend  l e s s  on 
the  F e d e r a l  G o v e r n m e n t .  " 

But  th i s  is  n o n s e n s e ,  b e c a u s e ,  you see ,  a c t u a l l y  t h i s  m o n e y  is  not  
a v a i l a b l e  to the  State  and l o c a l  g o v e r n m e n t s .  It  is  not  a v a i l a b l e  to the  
S ta te  and l o c a l  g o v e r n m e n t s  b e c a u s e  e v e r y  Sta te  and e v e r y  l o c a l i t y  
w a t c h e s  v e r y  c a r e f u l l y  the  t axes  tha t  i t  l e v i e s  in  c o m p e t i t i o n  wi th  i t s  
i n d u s t r i a l  r i v a l s .  If fo r  e x a m p l e ,  the  State  of M a s s a c h u s e t t s  had  sa id :  
"Wel l ,  now, i s n ' t  th i s  w o n d e r f u l .  We can  r a i s e  a couple  of h u n d r e d  
m i l l i o n  d o l l a r s " - - a s  a m a t t e r  of fact ,  if  M a s s a c h u s e t t s  took  i t s  s h a r e  
of th is  F e d e r a l  t ax  cut, i t  would  have  enough  a d d i t i o n a l  r e v e n u e  to  
double  i ts  tax  r e v e n u e - - i t  w o u l d n ' t  d a r e  do it, b e c a u s e  M a s s a c h u s e t t s  
would  l o s e  i n d u s t r y  to C o n n e c t i c u t  and New Y o r k  Sta te .  M a s s a c h u s e t t s  
has  the  h i g h e s t  c o r p o r a t i o n  tax  in the  c o u n t r y  and one of the h i g h e s t  i n -  
c o m e  t a x e s  in the c o u n t r y .  J u s t  i m a g i n e  what  would  happen  ff t h e y  had  
e x e r c i s e d  t h e i r  r i g h t  to i n c r e a s e  t a x e s .  The  N a t i o n a l  A s s o c i a t i o n  of 
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Manufacturers and other groups would immediately have gone after 
Massachusetts and every businessman in the country would know that 
Massachusetts is not the place to establish a plant. And with textile 
plants closing down and moving out, where would Massachusetts be or 
Rhode Island and any of the other states if they tried to deal with the 
problem in this way? 

So if the Federal Government and the State and local governments 
want to deal with this problem in an honest and fair way, then what the 
Federal Government should do if they want the State and local govern- 
ments to assume more responsibility is to collect the money for these 
State and local governments and turn it back to them. This is what the 
President probably should have done with part of this cut of $7.5 billion. 
Then they would have gotten around this problem of interstate competition. 

Well, let me just deal wlth two other problems in the time that is 
available to me. One of them I have already touched on, but I want to 
dwell a little further on it in relation to taxes and spending. That is 
the problem of inflation. That is one of tne most serious problems and 
this is an area where the whole tax and spending program of the Govern- 
ment becomes very important. 

As  I s a id  b e f o r e ,  one of the  f e a t u r e s  of the p r e s e n t  i n f l a t i on  is  the  
fac t  tha t  we h a v e  it d e s p i t e  G o v e r n m e n t  b u d g e t a r y  s u r p l u s e s .  O r d i n a r i l y  
i n f l a t i o n  is  s u p p o s e d  to be  a s s o c i a t e d  wi th  what  the  G o v e r n m e n t  does .  
I n f l a t i o n  i s  a l w a y s  the  G o v e r n m e n t ' s  faul t .  T h e  E i s e n h o w e r  a d m i n i s t r a t i o n  
c a n  h o n e s t l y  say:  "You c a n ' t  b l a m e  us ,  b e c a u s e ,  a f t e r  a l l ,  we a r e  s p e n d -  
ing  l e s s  m o n e y  than  we c o l l e c t  and u s i n g  s o m e  of it to pay  off the n a t i o n a l  
debt .  " 

Then why do you have inflation? Well, we have inflation in part 
because the Government has not done a very good job of controlling in- 
flation. And that's partly because of the fact that it depended too much 
upon monetary policy, as I have just suggested. 

I a m  s u r e  m a n y  of you w i l l  say ,  "Wel l ,  i s n ' t  t h e  r e a l  c a u s e  of i n -  
f l a t i on  t h e s e  wage  i n c r e a s e s ? "  T h e r e ' s  no doubt  about  i t  tha t  w a g e  in -  
c r e a s e s  c o n t r i b u t e  to the  in f l a t ion .  Now, why do w a g e  i n c r e a s e s  con -  
t r i b u t e  to the i n f l a t i o n ?  B e c a u s e  if you have  a f u l l - e m p l o y m e n t  e c o n o m y ,  
and you h a v e  the  p e o p l e  s p e n d i n g  m o r e  m o n e y  than  is  g iven  you b y  the  
f low of goods  at  the  c u r r e n t  p r i c e  l eve l ,  t hen  o b v i o u s l y  p r i c e s  b e g i n  to 
r i s e .  But  if you  have  r e l a t i v e l y  fu l l  e m p l o y m e n t ,  the  w o r k e r  i s  in  a 
good b a r g a i n i n g  pos i t i on ,  b e c a u s e  t h e r e  a r e  a l w a y s  p l e n t y  of a l t e r n a t i v e  



jobs. And the businessman, with rising prices, is in a position where 
he can pttss a large part of these costs on to the tax collector. And in 
a full-employment economy, with everybody wanting more and more 
goods, he can also pass these costs on to the consumer. So in a sense 
you have a conspiracy between the employer and the worker, and they're 
all conspiring against the rest of us--teachers, Army and Navy people-- 
who have relatively fixed incomes, and anybody who's living on a pension. 
This becomes a very serious problem. 

Now, don't ask me how you're going to stop this. It's a very difficult 
problem to deal with. 

I think one thing you can say is that perhaps if somehow or other we 
could make it a little bit more difficult for the employer to pass the wage 
increase on in higher prices, it might help. This might be done partly 
by antitrust administration. It might be done partly by not so freely 
allowing increases in wages to be deducted from gross income reported 
for taxes. If that were done, it would put some restraint on wage In- 
creases that are not justified by a rise in the productivity, because if~ 
that case the employee would be more likely to oppose a wage increase 
which could also bring on inflation. There's no doubt about that. It is 
one possibility. 

Now, of course, obviously, another approach, aside from the rise 
in taxes that I mentioned before, is for the Government to spend less 
money. This is possible within some limits. But here again you run 
up against another relevant objective of this Government. The Govern- 
ment wants to provide services, and military security is one of these 
services. 

The  G o v e r n m e n t  m i g h t  a l s o  f e e l  that  it wan t s  to do m o r e  f o r  e d u c a -  
t ion  o r  h e a l t h  o r  r o a d b u i l d i n g ,  Al l  t h e s e  r e q u i r e  the  u s e  of r e s o u r c e s .  
T h i s  s p e n d i n g  c o m p e t e s  wi th  p r i v a t e  spend ing ,  and th i s  t e n d s  to b r i n g  
about  h i g h e r  p r i c e s  than  o t h e r w i s e  would  p r e v a i l .  

So we have to reconcile the objectives of giving good service, the 
kinds of service that only the Government can give, against the danger 
of inflation. This again becomes partly an ideological issue and is not 
m e r e l y  e c o n o m i c .  

Now, I can  t h ink  of a n u m b e r  of o t h e r  th ings  tha t  you cou ld  p o s s i b l y  
do to cut  down on the  in f l a t ion .  I think,  f o r  e x a m p l e ,  th i s  t e n d e n c y  to 
put m o r e  r e s p o n s i b i l i t y  on State  and l o c a l  g o v e r n m e n t s  m a y  be a m i s t a k e ,  
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b e c a u s e ,  you s e e ,  the  Sta te  and l o c a l  g o v e r n m e n t s  d e p e n d  p r i m a r i l y  
f o r  r e v e n u e  on the  k inds  of t a x e s  tha t  t end  to be  p a s s e d  on to the  c o n -  
s u m e r - - t h e  s a l e s  tax,  the  e x c i s e  tax,  the l i c e n s e  tax,  and  so  on. T h i s  
i s  w h e r e  t h e y  get  m o s t  of t h e i r  m o n e y .  T h e s e  t a x e s  a r e  p a s s e d  on to 
the  c o n s u m e r  and t h e r e f o r e  a r e  i n f l a t i o n a r y .  If  you  look  at  a c o s t  of  
l i v ing  index  n u m b e r ,  f o r  e x a m p l e ,  you wi l l  f ind tha t  the  l a r g e s t  i n -  
c r e a s e s  in p r i c e s  a r e  e x a c t l y  in t h o s e  c o m m o d i t i e s  on w h i c h  the  Sta te  
and l o c a l  g o v e r n m e n t s  have  i n c r e a s e d  t h e i r  t a x e s  g r e a t l y  in  r e c e n t  y e a r s .  

A n o t h e r  f i e l d  w h e r e  we m i g h t  do s o m e  good and cu t  down  the  r i s e  
of p r i c e s  wou ld  be ,  f o r  e x a m p l e ,  to d e a l  wi th  the  p r o b l e m  of f a r m  p r i c e  
s u p p o r t .  O u r  p r e s e n t  p o l i c y  is  s tup id .  We s u p p o r t  the  p r i c e  of f a r m  
p r o d u c t s  and b r i b e  the  f a r m e r  into  p r o d u c i n g  l e s s ,  so tha t  the p r i c e  of 
a l l  t h e s e  t h ings  goes  up.  

Now, I ' m  not a r g u i n g  a g a i n s t  s o m e  he lp  to the  f a r m e r ,  b e c a u s e  I 
t h ink  the f a r m e r  o v e r  the y e a r s  has  t a k e n  the  b r u n t  of t h e s e  e c o n o m i c  
a d j u s t m e n t s .  I would  be  g e n e r a l l y  in f a v o r  of s o m e  s u p p o r t  f o r  the  
f a r m e r .  But  I t h ink  tha t  it  wou ld  be  m u c h  m o r e  s e n s i b l e  to do it in  
a n o t h e r  w a y - - t o  s a y  to the  f a r m e r :  "We wi l l  g u a r a n t e e  you s u c h - a n d -  
s u c h  an i n c o m e .  You p r o d u c e  as m u c h  as  you want  to.  " T h e n  p r o d u c t s  
wou ld  c o m e  on the m a r k e t  and p r i c e s  wou ld  fa l l .  In the  p r i c e  of a c o t t o n  
s h i r t ,  f o r  e x a m p l e ,  ha l f  g e n e r a l l y  is the  p r i c e  of co t ton .  If  you  c o u l d  
get  the p r i c e  of co t ton  down by  25 o r  50 p e r c e n t ,  th i s  cou ld  have  a c o n -  
s i d e r a b l e  e f fec t  on the  p r i c e  of t e x t i l e  p r o d u c t s .  And so it is  w i th  a l l  
o t h e r  f a r m  p r o d u c t s ,  i n c l u d i n g  food p r o d u c t s .  

So I s a y  tha t  i t ' s  m u c h  b e t t e r  f o r  the  G o v e r n m e n t  to s p e n d  i t s  m o n e y  
b y  g u a r a n t e e i n g  i n c o m e  and le t  the e f f ec t  of f a r m  p o l i c y  be  i n c r e a s e d  
output  and  l o w e r  p r i c e s .  Th i s  wou ld  h a v e  a f a v o r a b l e  e f f ec t  on the  p r i c e  
levels. 

In  m e d i c i n e  we  have  one  of the  l a r g e s t  r i s e s  in  p r i c e s  in r e c e n t  
y e a r s ,  Now, why  is t h a t ?  Tha t  i s  b e c a u s e  we  have  had  th i s  t r e m e n d o u s  
g r o w t h  of h e a l t h  i n s u r a n c e .  V i r t u a l l y  e v e r y  A m e r i c a n  h a s  s o m e  f o r m  
of h e a l t h  i n s u r a n c e .  T h i s  pu ts  a g r e a t  d e a l  of p r e s s u r e  upon  th i s  p a r -  
t i c u l a r  m a r k e t .  We s p e n d  m u c h  m o r e  m o n e y  on m e d i c i n e ;  y e t  we do 
not  ge t  a c o r r e s p o n d i n g  r i s e  in the  supp ly  of d o c t o r s ,  h o s p i t a l s ,  n u r s e s ,  
and  m e d i c a l  s u p p l i e s  of v a r i o u s  k inds ;  and,  o b v i o u s l y ,  t h i s  i s  i n f l a t i o n a r y .  
If  we a r e  to have  a po l i cy ,  a n e w  p r o g r a m  of f i n a n c i n g  m e d i c i n e  t h r o u g h  
i n s u r a n c e ,  t h e n  we  ought  to c o m b i n e  tha t  ~rith a p o l i c y  f o r  g e t t i n g  m o r e  
r e s o u r c e s  in to  m e d i c i n e .  T h i s  can  be  done wi th  a l i m i t e d  a m o u n t  of 
G o v e r n m e n t  s t i m u l u s  of p r i v a t e  p r o g r a m s  of m e d i c a l  i n s u r a n c e .  
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Now, that gives you a few ideas about how tax and spending policies 
are related to inflation and how these different objectives clash. We 
have to worry about the stability of the currency. We have to worry 
about incentives; about the services that governments have to provide. 
These objectives are frequently in conflict and we have to make decisions 
among these variods objectives. The decisions that are made will be 
determined partly by economic considerations, that is, the effect on 
output; but they will also be determined partly by ideological considera- 
tions, that is, what your view of a good society is. And there an econo- 
mist cannot be of very much use. This is a society of individual de- 
cisions. An economist can only tell you what the effect is going to be 
on the economy. 

I was asked by Dr. Kress to say something about public credit. 
will devote the last ten minutes to that problem. Is the public credit 
bad? How important is the public credit? 

Well ,  obv ious ly ,  the  publ ic  c r e d i t  i s  a v e r y  i m p o r t a n t  m a t t e r ,  b e -  
c a u s e  what  we m e a n  by  publ ic  c r e d i t  i s ,  Can the  G o v e r n m e n t  b o r r o w  
m o n e y ?  Can the  G o v e r n m e n t  b o r r o w  m o n e y  u n d e r  f a v o r a b l e  t e r m s  ? 
Obv ious ly ,  i f  the  G o v e r n m e n t  i s  unab le  to b o r r o w  m o n e y ,  w e ' r e  in  a 
bad  way,  b e c a u s e  the  G o v e r n m e n t  w o u l d n ' t  be  ab le  to g ive  the  s e r v i c e s  
that we require. 

We can, of course, collect money through taxes. But the Govern- 
ment, after all, has to borrow and is borrowing all the time. Even if 
it has a surplus, as it has had the last two years, it still has to go out 
and borrow $20 or $30 billion a year, because every year a large amount 
of debt matures and the Government has to pay it off by borrowing an 
equal sum, This is one of the really tough problems that the Secretary 
of the Treasury has to deal with. 

Now, those of you who have been watching the prices of assets-- 
common stocks, Government bonds and so forth--know very well that 
we had a rather phenomenal change in the bond market in the last few 
years, particularly in the last year. For a period of about 20 or 25 
years the price of bonds tended to rise. That's the same thing as saying 
that the rate of interest declined, because if you buy a$1,000bondand 
you get tour percent that's $40, that's font percent. Suppose this 
bond rises to a price of $2,000. Then the $2,000 bond, on which you 
receive $40, yields only twoperce~t. This is justexactly what happened 
between 1930 and 1951= The average return on bonds declined from 
about four percent to two percent. 
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How is  that  p o s s i b l e ?  E s p e c i a l l y  how i s  it po s s ib l e  in  v iew of the 
fact  tha t  the G o v e r n m e n t  i n c r e a s e d  i ts  debt f r o m ,  Say, $20 b i l l i on  to 
$250 b i l l ion ,  which m e a n s  they  sold much  m o r e  of th i s  c o m m o d i t y ,  debt. 
G e n e r a l l y  with p lenty ,  the p r i c e  fa l l s ,  not r i s e s .  Why did the p r i c e  of 
t h e s e  bonds r i s e ?  

One r e a s o n  was  that  the  Gove rnmen t  at the s a m e  t ime  m a n u f a c t u r e d  
a g r e a t  dea l  of money,  which was  used  to buy  t h e s e  bonds .  The G o v e r n -  
men t  man ipu l a t ed  the m a r k e t .  Th i s  was  the D e m o c r a t i c  po l icy .  The 
Repub l i c i ans  d idn ' t  l ike  it ,  and one of t h e i r  p r i m a r y  a i m s  was  to r e v e r s e  
th i s  po l i cy .  In 1953 they  began  r e v e r s i n g  it .  T h e y  began  r e v e r s i n g  i t  by  
showing an u n w i l l i n g n e s s  to suppor t  the bond m a r k e t .  In  o the r  words ,  
t hey  sa id  that  anybody who buys  bonds should  s e l l  t h e m  in a f r e e  m a r k e t .  
In t h e i r  v iew t h e r e  should  be no a t t empt  on the pa r t  of the G o v e r n m e n t  
to keep up the p r i c e s  of these  bonds by  m a n u f a c t u r i n g  money  to buy  
them.  

Well ,  once you r e m o v e  that  p e g - - a n d  it was  only  r e m o v e d  in a 
l i m i t e d  w a y - - t h i s ,  of course ,  would tend to have the effect  of r e d u c i n g  
the p r i c e  of bonds;  and thaUs  the s a m e  th ing  as  a r i s e  in the r a t e  of 
i n t e r e s t .  If the  p r i c e  now drops  f r o m  $200 to $100, the r e t u r n  would 
r i s e  f r o m  two pe r cen t  to four  p e r c e n t , t h e  r e t u r n  s t i l l  be ing  $40. T h i s ,  of 
c o u r s e ,  has  h a p p e n e d - - n o t  to that  ex tent  but t h e r e ' s  b e e n  one of the  
m o s t  s e r i o u s  dec l ines  in the p r i c e  of bonds in 1956-57 that  th i s  c o u n t r y  
has  e v e r  expe r i enced ,  c e r t a i n l y  in the l a s t  gene ra t i on ,  a mos t  s i g n i f i c a n t  
dec l ine .  

Now, tha t  looks l ike  a d e t e r i o r a t i o n  of the public  c r e d i t  pos i t ion  of 
the Gove rnmen t .  The G o v e r n m e n t  is  now e x p e r i e n c i n g  m o r e  d i f f i cu l ty  
in b o r r o w i n g  money .  The effect  of t he se  po l i c i e s  has  b e e n  that  the  cos t  
of the na t iona l  debt has  gone up rough ly  f r o m  $6 to $7 .5  b i l l i on  a y e a r .  
And if a l l  our  G o v e r n m e n t  bonds had to be  r e d e e m e d  at  the c u r r e n t  r a t e  
of i n t e r e s t ,  as  they  wi l l  be e v e n t u a l l y  b e c a u s e  e v e r y  y e a r  a l a r g e  po r t i on  
of them become  due, if th i s  r a t e  of i n t e r e s t  r e m a i n s  at the p r e s e n t  l eve l ,  
the na t iona l  debt, i n s t e ad  of cos t ing  us  about $6 b i l l i on  a y e a r ,  would 
cos t  $10 or  $11 b i l l i on  a y e a r .  

The  G o v e r n m e n t  is  w o r r i e d  about th i s .  T h e y ' r e  not quite s u r e  
what t hey  want to do, b e c a n s e  if they  let  th i s  go on, t h e i r  c r e d i t  s u f f e r s ,  
the r a t e  of i n t e r e s t  r i s e s ;  and t h e y ' r e  going to have m o r e  d i f f i cu l t i e s  on 
tha t  s c o r e .  On the o the r  hand, if they  say ,  " L e t ' s  s top it, " then  t hey  
have to m a n u f a c t u r e  m o r e  money,  and t hey  add to the inf la t ion .  So th i s  
is  a p r e t t y  tough dec i s i on  for  any S e c r e t a r y  of the  T r e a s u r y ;  and I m u s t  
s a y  I 'd  jus t  as  soon not be S e c r e t a r y  of the T r e a s u r y  r i gh t  now. 
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T h a t ' s  the  p r o b l e m  as it l ooks  at  the  p r e s e n t  t i m e .  And,  w h a t ' s  
m o r e ,  the  S ta t e  and  l o c a l  g o v e r n m e n t s  a r e  s u f f e r i n g  e v e n  m o r e  t h a n  
the F e d e r a l  G o v e r n m e n t .  You w o u l d  be  s u r p r i s e d  at the d i f f i c u l t i e s  
s c h o o l  d i s t r i c t s  a r e  h a v i n g  in b o r r o w i n g .  T h e i r  c o s t s  of m o n e y  h a v e  
gone up m u c h  m o r e  t h a n  the  F e d e r a l  c o s t .  

Now, w h y  s h o u l d  tha t  be  s o ?  In  the  f i r s t  p l a c e ,  t h e s e  Sta te  and 
l o c a l  g o v e r n m e n t s  a r e  b o r r o w i n g  m u c h  m o n e y ,  p a r t l y  to b u i l d  s c h o o l s  
and  h i g h w a y s .  A n o t h e r  r e a s o n  i s ,  the  Sta te  and l o c a l  g o v e r n m e n t s  h a v e  
b e e n  in  an  e s p e c i a l l y  f a v o r a b l e  p o s i t i o n  b e c a u s e  t h e i r  s e c u r i t i e s  a r e  
tax  e x e m p t  and t h e r e f o r e  t h e y  c a n  b o r r o w  at l o w e r  r a t e s .  A r i c h  m a n ,  
f o r  e x a m p l e ,  who h a s  to pay  80 o r  90 p e r c e n t  on h i s  m a r g i n a l  i n c o m e  
c a n  b u y  a Sta te  o r  l o c a l G o v e r n m e n t  bond  and pay  no t a x e s  on i t .  And 
so  if  he  ge t s  t h r e e  p e r c e n t  w i thou t  h a v i n g  to pay  t a x e s ,  t h a t ' s  the  s a m e  as  
if he w e r e  e a r n i n g  15 p e r c e n t  on an a s s e t  on w h i c h  he  wou ld  have  to 
pay  80 p e r c e n t  tax .  So th i s  m e a n s  tha t  t h e s e  p e o p l e  b u y  t h e s e  s e c u r i t i e s  
in  l a r g e  n u m b e r s .  

But ,  a f t e r  a l l ,  t h e r e  a r e  on ly  a l i m i t e d  n u m b e r  of p e o p l e  who have  
to p a y  80 o r  90 p e r c e n t  on t h e i r  m a r g i n a l  i n c o m e s ;  and if  g o v e r n m e n t s  
keep  on i s s u i n g  t h e s e  s e c u r i t i e s  m o r e  and m o r e ,  t h e y  f i n a l l y  h a v e  to 
a p p e a l  to the  p e o p l e  wi th  l o w e r  i n c o m e s ,  s a y  $15, 000 i n c o m e s ,  to  b u y  
t h e m .  And  the  a d v a n t a g e  of b u y i n g  t h e m  at a $15, 000 i n c o m e  is  not  
n e a r l y  so  g r e a t  as  wi th  an i n c o m e  of $100, 000. And t h e r e f o r e  the  t a x -  
e x e m p t  p r i v i l e g e  b e c o m e s  l e s s  and  l e s s  i m p o r t a n t ,  and  t h e r e f o r e  t h e s e  
S ta te  and l o c a l  g o v e r n m e n t s  have  to i s s u e  t h e i r  s e c u r i t i e s  a t  h i g h e r  and 
h i g h e r  r a t e s  of i n t e r e s t .  

Now, l e t  m e  s a y  s o m e t h i n g  in  a m o r e  g e n e r a l  w a y  about  the  s t a t e  
of  the  pub l i c  c r e d i t .  I would  e x p e c t  tha t  e v e r y b o d y  is w o r r i e d  about  
the  n a t i o n a l  deb t .  Mos t  p e o p l e  t h i n k  i t  is  too h igh .  We l l ,  I ' m  one  w h o  
d o e s n ' t  b e l i e v e  tha t .  Of c o u r s e ,  the  n a t i o n a l  debt  c a n  be  h igh  e n o u g h  
so  tha t  t h e r e  c o u l d  be  t r o u b l e ,  w h e r e  t h e r e  is  d a n g e r .  T h e r e ' s  no 
doubt  about  tha t .  But  le t  u s  l ook  at  the  p i c t u r e  in  a b r o a d  w a y .  

If  we go b a c k ,  f o r  e x a m p l e ,  to  the  e a r l y  d e p r e s s i o n ,  w h e n  the  
n a t i o n a l  debt  w a s  v e r y  s m a l l ,  about  $20 b i l l i o n ,  we pa id  about  $. 5 b i l l i o n  
a y e a r  i n t e r e s t .  Now we p a y  $7 b i l l i o n  i n t e r e s t .  T h a t ' s  an  i n c r e a s e  of 
$ 6 . 5  b i l l i o n  tha t  we have  to pay  to f i n a n c e  o u r  debt .  How s e r i o u s  is  th i s  ? 

I t  i s n ' t  v e r y  s e r i o u s ,  r e a l l y ,  b e c a u s e  we m u s t  not f o r g e t  t ha t  t h e n  
we had  a g r o s s  n a t i o n a l  p r o d u c t  of about  $60 b i l l i o n  and  now we h a v e  a 
g r o s s  n a t i o n a l  p r o d u c t  c o n s i d e r a b l y  o v e r  $400 b i l l i o n .  We have  had  a 
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r i s e  of output  of $350 b i l l i on ,  and a r i s e  in the c o s t  of f i n a n c i n g  the  
debt  of $ 6 - $ ~ / b i l l i o n .  Th i s  r i s e  i s  not  go ing  to w r e c k  the  c o u n t r y .  

And  I m u s t  say ,  as  m u c h  as  I a d m i r e  G e n e r a l  B r a d l e y - - I  t h i n k  he  
was  a m o s t  d i s t i n g u i s h e d  s o l d i e r  and c i t i z e n - - I  w a s  t r o u b l e d  once  o r  
t w i c e  w h e n  as  C h i e f  of Staff  he  b e g a n  w o r r y i n g  tha t  the  N a t i o n  w a s  go-  
ing  to be  b a n k r u p t  b e c a u s e  of the n a t i o n a l  debt ,  and  t h e r e f o r e  t ha t  the 
m i l i t a r y  ought  to be  a l i t t l e  b i t  m o r e  c a r e f u l  about  a s k i n g  f o r  c a s h  to  
t ake  c a r e  of o u r  s e c u r i t y .  If  I w e r e  the  Ch ie f  of Staff,  I would  be  i n -  
c U n e d  to s ay :  " T r y  to get  as  m u c h  m o n e y  as  you  c a n  f o r  d e f e n s e .  L e t  
s o m e b o d y  e l s e  w o r r y  about  wha t  the  n a t i o n a l  deb t  i s  go ing  to do to  the  

, !  
e c o n o m y .  

I wou ld  point  out  to you tha t  s i n c e  1946 the  b u r d e n  of the n a t i o n a l  
deb t  in r e l a t i o n  to n a t i o n a l  i n c o m e  has  f a l l e n  by  m o r e  t h a n  o n e - h a l f .  
In  o t h e r  w o r d s ,  the  i n t e r e s t  p a y m e n t s  in r e l a t i o n  to the g r o s s  n a t i o n a l  
p r o d u c t  a r e  on ly  abou t  ha l f  as  l a r g e  as  t h e y  w e r e  t e n  y e a r s  ago .  T h a t ' s  
l a r g e l y  b e c a u s e  w e ' v e  had  a r i s e  of output ,  w h i c h  b r i n g s  the  g r o s s  
n a t i o n a l  p r o d u c t  up;  and w e ' v e  had  a r i s e  of p r i c e s ,  w h i c h  a l s o  b r i n g s  
the  g r o s s  n a t i o n a l  p r o d u c t  up in d o l l a r  t e r m s .  Wel l ,  t h a t ' s  a p r o b l e m ,  
I a m  s u r e ,  tha t  I i g n o r e d  m o r e  than  any  o t h e r  in  t h e s e  l a s t  two m i n u t e s .  

L e t  m e  end  up s i m p l y  b y  s a y i n g  tha t  I know I ' v e  c o v e r e d  t h i s  in  a 
v e r y  s u p e r f i c i a l  and h u r r i e d  way .  

C O L O N E L  LACKAS:  G e n t l e m e n ,  P r o f e s s o r  H a r r i s  i s  p r e p a r e d  
to a n s w e r  y o u r  q u e s t i o n s .  

QUESTION:  You s a i d  tha t  a good m a n y  e c o n o m i s t s  a r e  c o n c e r n e d  
about  a r e c e s s i o n  o r  de f l a t i on .  Would  you c a r e  to g ive  us  y o u r  c o m m e n t  
about  the  p o s s i b i l i t y  of o n e ?  

DR.  HARRIS:  I ' d  be  g l ad  to, but  don ' t  go out  and b u y  s t o c k s  on 
th i s  b a s i s  o r  s e l l  t h e m .  When  anybody  c o m e s  down and  a s k s  m e  f o r  
i n v e s t m e n t  a d v i c e ,  I f r e q u e n t l y  s a y  tha t  m y  own i n v e s t m e n t  r e c o r d  h a s  
not  b e e n  v e r y  good.  

H i s t o r i c a l l y  I would  s a y  th i s :  Tha t  we  h a v e  n e v e r  in  A m e r i c a n  
h i s t o r y  had  a p e r i o d  of r i s i n g  i n t e r e s t  r a t e s  fo r  s u c h  a long  p e r i o d  tha t  
h a s n ' t  b e e n  f o l l o w e d  by  s o m e  b u s i n e s s  r e a c t i o n .  Now, I ' m  not  go ing  to 
s a y  tha t  w e ' r e  go ing  to have  a r e c e s s i o n .  I w o u l d  s a y  tha t  if we  d o n ' t  
h a v e  a r e c e s s i o n ,  th i s  wou ld  be  the  f i r s t  t i m e  in  A m e r i c a n  h i s t o r y  tha t  
t h i s  h a s  h a p p e n e d  in tha t  k ind  of s i t u a t i o n .  

14 



I would  a l s o  s a y  tha t  I don ' t  t h ink  that  any r e c e s s i o n  we wou ld  h a v e  
would  be of the  p r o p o r t i o n s  of 1929 o r  e v e n  1937, b e c a u s e  a $100 b i l l i o n  
of G o v e r n m e n t  s p e n d i n g  s u p p o r t s  the  e c o n o m y  f loo r .  T h e n  l a b o r  i s  w e l l  
o r g a n i z e d  to  keep  w a g e s  f r o m  fa l l ing .  We have  a f a r m  s u p p o r t  p r o g r a m .  
We h a v e  a s o c i a l  s e c u r i t y  p r o g r a m .  And  w h a t ' s  m o r e ,  the  e c o n o m i s t s  
and the G o v e r n m e n t  a r e  m u c h  m o r e  a w a r e  of t h e s e  p r o b l e m s  and how 
to dea l  wi th  t h e m  than  they  w e r e  25 y e a r s  ago.  So in s h o r t ,  if you wan t  
m y  g u e s s ,  m y  g u e s s  would  be that  we would  p r o b a b l y  have  s o m e  k ind  
of r e c e s s i o n - - i n  fac t ,  t h e r e  a r e  s o m e  s i g n s  of i t  a l r e a d y - - b u t  I d o n ' t  
t h ink  it shou ld  be  v e r y  s e r i o u s ;  though  it  would  be  s e r i o u s  enough  to 
b r i n g  s o m e  ac t i on  on the  p a r t  of the  G o v e r n m e n t .  

QUESTION: You m e n t i o n e d  the  p r o b l e m  w h i c h  the S ta t e s  have  in  
r a i s i n g  r e v e n u e  and k e e p i n g  t h e m s e l v e s  c o m p e t i t i v e  wi th  o t h e r  S ta tes  
w h i c h  h a v e  s i m i l a r  b u s i n e s s  a t t r a c t i o n  p r o b l e m s .  In the  l ight  of tha t ,  
would  you f a v o r  F e d e r a l  g r a n t s - i n - a i d ,  if  that  is  to  be  one m e t h o d  of 
so lu t ion ,  on the  b a s i s  o f  the  S ta t e s  who m o s t  n e e d  the  a d d i t i o n a l  r e v e n u e ,  
o r  on the  b a s i s  of the  popu la t ion  of the  S t a t e s ?  

DR. HARRIS: Popu la t ion ,  of c o u r s e ,  is  one i n d e x  of n e e d ;  but  you 
w o u l d n ' t  j u s t  put i t  on a p e r  c ap i t a  b a s i s .  Th is  aga in  i s  p a r t l y  an i d e o -  
l o g i c a l  i s s u e .  My own f e e l i n g  is tha t  on the  g r a n t s - i n - a i d  we ought  to 
t ake  in to  accoun t  to s o m e  ex ten t  the  e c o n o m i c  c a p a c i t y  of the  Sta te .  

Now, t ake  s c h o o l s  fo r  e x a m p l e .  We have  a F e d e r a l  s c h o o l  p r o g r a m .  
M i s s i s s i p p i  has  about  one q u a r t e r  of the  c a p a c i t y  to f i nance  s c h o o l s  as  
c o m p a r e d  wi th ,  say,  a State l ike  New York .  That  s u g g e s t s  to m e  tha t  
if  you had  a F e d e r a l  p r o g r a m ,  say ,  a s c h o o l  c o n s t r u c t i o n  p r o g r a m ,  
t h e r e  ought  to be  a d i f f e r e n c e  in  the  a m o u n t  p e r  c a p i t a  of m o n e y  we 
g ive  to M i s s i s s i p p i  as c o m p a r e d  to what  we g ive  New Y o r k .  

Now, what's m o r e ,  we wi l l  f ind tha t  M i s s i s s i p p i  m a k e s  a m u c h  
g r e a t e r  e f fo r t  in  s u p p o r t i n g  h e r  s c h o o l s  than  New Y o r k .  Tha t  is ,  a l a r g e r  
p a r t  of h e r  i n c o m e  is  going  to s c h o o l s  than  i s  go ing  to the  s c h o o l s  in New 
York ,  that  i s ,  of the i n c o m e  of the  peop le .  

So m y  r e s e r v a t i o n s  about  g r a n t s - i n - a i d  a r e  the  fo l lowing :  T h e y  
t end  to e n c o u r a g e  a p a r t i c u l a r  p a t t e r n  of spend ing .  What  h a p p e n s  is 
that  t he  G o v e r n m e n t  has ,  say ,  a h i g h w a y  p r o g r a m .  The  S ta t e s  t e n d  to 
a l l o c a t e  a l a r g e  p a r t  of t h e i r  r e s o u r c e s  on r o a d s  b e c a u s e  t h e y  want  to 
get  in on th i s  s u b s i d y .  

Now, one of the  r e a s o n s  we a r e  hav ing  s e r i o u s  e d u c a t i o n a l  p r o b l e m s  
in  State  and l o c a l  g o v e r n m e n t s  is  that  the F e d e r a l  G o v e r n m e n t  is p r o v i d i n g  
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v i r t u a l l y  n o  m o n e y  fo r  s c h o o l s  e x c e p t  fo r  the  m a j o r  d e f e n s e  a r e a s .  
So the  p a t t e r n  of s p e n d i n g  c h a n g e s  wi th  m o r e  s p e n t  on h i g h w a y s ,  m o r e  
on old age a s s i s t a n c e  and o t h e r  k inds  of a s s i s t a n c e ,  and  l e s s  s p e n t  on 
s c h o o l s .  

I t ' s  s t r a n g e  tha t  in  the  r e c e n t  c o n s t r u c t i o n  p r o g r a m  tha t  the  F e d e r a l  
G o v e r n m e n t  s p o n s o r e d ,  wh ich  the  R e p u b l i c a n s  a r e  s p o n s o r i n g  and the  
D e m o c r a t s  as wel l ,  the D e m o c r a t s  had  a b i l l  w h i c h  on the  who le  t e n d e d  
l e s s  in  the  d i r e c t i o n  of f a v o r i n g  the p o o r  S ta tes  t han  the  R e p u b l i c a n s ,  
t h a t ' s  r a t h e r  a r e v e r s a l  of f o r m ,  b e c a u s e  g e n e r a l l y  i t ' s  the  D e m o c r a t s  
who want  to he lp  the  poo r .  Th i s  t i m e  it was  the  R e p u b l i c a n s  who w a n t e d  
to he lp  the  poo r .  

QUESTION: I would  l ike  to go b a c k  to  y o u r  s t a t e m e n t  of the  p r o b -  
l e m  aga in .  We have  e v i d e n c e  tha t  p r o d u c t i o n  is  d e c l i n i n g ,  tha t  s t e e l  
p r o d u c t i o n  is  b e l o w  capac i ty ,  p r i c e s  of n o n f e r r o u s  m e t a l s  a r e  d e c l i n -  
ing° and  p r i c e s  of h o u s e s  a r e  d e c l i n i n g .  Is  it p o s s i b l e  tha t  we m a y  
have  a new type  of r e c e s s i o n  w h e r e  we have  i n f l a t e d  p r i c e s  but  at the  
s a m e  t i m e  an  a c t u a l  r e c e s s i o n ?  

DR.  HARRIS: T h a t ' s  a good ques t i on .  Th i s  i s  one  of the  p r o b l e m s  
tha t  t r o u b l e s  C o n g r e s s  a good dea l .  T h e r e  was  m u c h  t a l k  in  the  Sena te  
F i n a n c e  h e a r i n g s  on tha t  v e r y  p r o b l e m ,  wi th  say ,  u n e m p l o y m e n t ,  o r  at 
l e a s t  p r o d u c t i o n  b e l o w  fu l l  p r o d u c t i o n  in m a n y  i n d u s t r i e s .  H o u s i n g  i s  
one and  a u t o m o b i l e s  a n o t h e r  and i r o n  and s t e e l  is  a n o t h e r ;  and ye t  we 
e x p e r i e n c e  r i s i n g  p r i c e s ?  The  e x p l a n a t i o n  of th i s  i s  not  too e a s y .  

You  s e e ,  i t  i s n ' t  qu i te  as  s~mple  as  s o m e  p e o p l e  th ink .  You go 
in to  a r e a l l y  s e r i o u s ,  e x t r e m e  in f la t ion ,  l ike ,  say ,  the  G e r m a n  e x p e r i e n c e  
a f t e r  W o r l d  W a r  I, and you have  a s o m e w h a t  s i m i l a r  s i t ua t i on ,  w h e r e  a 
good d e a l  of e m p l o y m e n t  p e r s i s t e d  b e c a u s e  the  G e r m a n s  c o u l d n ' t  get  the  
r a w  m a t e r i a l s  and  whatno t .  P r o d u c t i o n  was  at a v e r y  low l e v e l  and  ye t  
t h e y  h ad  th i s  t r e m e n d o u s  r i s e  of p r i c e s .  So ou r  own e x p e r i e n c e  is  in  
a s m a l l  d e g r e e  s ~ m i l a r  to the  G e r m a n  e x p e r i e n c e ;  you m i g h t  say ,  a f t e r  
W o r l d  W a r  I. 

T h a t ' s  why s o m e  of t h e s e  S e n a t o r s  d u r i n g  t h e s e  h e a r i n g s  e m b a r r a s s e d  
the  R e p u b l i c a n  m e m b e r s  of the  a d m i n i s t r a t i o n  w h e n  t h e y  c a m e  in and  
t e s t i f i e d  by  s a y i n g  to t h e m :  "Why a r e  you so  w o r r i e d  about  cu t t i ng  down 
the  s u p p l y  of m o n e y ?  T h i s  i s  not  r e a l l y  a c l a s s i c a l  i n f l a t i o n .  As  a 
m a t t e r  of fac t ,  t h e r e  a r e  no s h o r t a g e s .  " T h e y  s a id .  " T h e r e  a r e  ex -  
c e s s e s .  " Sena to r  K e r r  kep t  on th i s  l ine  f o r  two days  wi th  S e c r e t a r y  
H u m p h r e y ,  t r y i n g  to ge t  S e c r e t a r y  H u m p h r e y  to a d m i t  tha t  a c t u a l l y  th i s  
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i s  not  a p e r i o d  of s h o r t a g e s ,  that  th i s  is  a p e r i o d  of e x c e s s e s ,  and t h e r e -  
f o r e  the  a d m i n i s t r a t i o n  shou ld  abandon  m o n e y  p o l i c i e s  w h i c h  cut  down 
the  supp ly  of m o n e y .  

QUESTION: Would you c a r e  to c o m m e n t  on w h e t h e r  the  m o n e y  
po l i cy  of the  G o v e r n m e n t  has  had  a s i g n i f i c a n t  e f fec t  on s t i m u l a t i n g  
c o r p o r a t i o n s  to f i n a n c e  t h e i r  e x p a n s i o n  out of t h e i r  own e a r n i n g s  ? 

DR. HARRIS: Of c o u r s e ,  th i s  is  a n o t h e r  h i g h l y  c o n t r o v e r s i a l  poin t .  
You see ,  what  the  D e m o c r a t i c  S e n a t o r s  w e r e  s a y i n g - - a n d  th i s  was  one  
of t h e i r  o b j e c t i o n s  to the  d e a r  m o n e y  p o l i c y - - w a s  tha t  the  l a r g e  c o r p o r a -  
t ion  was  b e c o m i n g  m o r e  and m o r e  i m p o r t a n t .  T h e y  f i n a n c e  t h e m s e l v e s  
v e r y  l a r g e l y  wi th  i n t e r n a l  funds .  T h e y  do not pay  out a l a r g e  p a r t  of 
t h e i r  p r o f i t s  in d i v i d e n d s  but  u s e  th i s  m o n e y  to expand .  T h e y  have  
s p e c i a l  a d v a n t a g e s  t h e r e f r o m .  Al l  of t h e s e  c o r p o r a t i o n s  have  a c c e s s  
to the  banks  and the  i n s u r a n c e  c o m p a n i e s .  T h e y  b o r r o w  f r o m  b a n k s  
and i n s u r a n c e  c o m p a n i e s .  

Now, the  c h a r g e  tha t  the  D e m o c r a t i c  S e n a t o r s  m a d e  was  that  th i s  
is  jus t  e x a c t l y  what  you would  e x p e c t  of a R e p u b l i c a n  a d m i n i s t r a t i o n - -  
a d e a r  m o n e y  p o l i c y - - t h a t  th i s  cuts  down the  supp ly  of m o n e y  and 
f a v o r s  the b ig  b u s i n e s s .  

H e r e  you have  t h e s e  b ig  c o r p o r a t i o n s  wi th  p l en ty  of r e s o u r c e s  of 
t h e i r  own tha t  t h e y  can  u s e  fo r  e x p a n s i o n  if  t h e y  want  to. And not  on ly  
that ,  but  t h e y  have  s p e c i a l  a c c e s s  to the banks .  And  not  on ly  that ,  but  
t h e y  a r e  g e n e r a l l y  in a p o s i t i o n  w h e r e  t hey  can  take  d e a r  m o n e y ,  pay  
f ive  p e r c e n t  i n s t e a d  of four  p e r c e n t ,  o r  f ive  p e r c e n t  i n s t e a d  of t h r e e  p e r -  
cen t ;  and they  donl t  have  to w o r r y  about  the i n c r e a s e  in  the  cos t  of m o n e y  
b e c a u s e  t h e y c a n p a s s t h i s  o n t o  the c o n s u m e r ,  b e c a u s e  t h e y  a r e  in a 
good p o s i t i o n  to do that ,  T h e y l r e  l a r g e l y  m o n o p o l i s t i c ,  T h i s  was  the  
D e m o c r a t i c  pos i t i on .  

C o n s i d e r  a l i t t l e  s c h o o l  d i s t r i c t  that  is  t r y i n g  to  bu i ld  a s choo l .  
T h e y  cant t  p a s s  t h i s  on to anybody  e x c e p t  t r y  to p a s s  it on to t h e i r  own  
t a x p a y e r s .  And  th i s  i s  r e a l l y  a tough th ing  to do at  p r e s e n t .  

I n v e s t m e n t ,  you know, has  b e e n  on a r e c o r d  l e v e l  f o r  y e a r s .  T h i s  
i s  a n o t h e r  p r o b l e m  about  the  in f la t ion .  You  s e e ,  the  R e p u b l i c a n  ad -  
m i n i s t r a t i o n  t r i e s  to s top  the  i n f l a t i on  by  r e d u c i n g  the  supp ly  of m o n e y .  
The  who le  c l a s s i c  t h e o r y  of r e d u c i n g  the  supp ly  of m o n e y  is  to i n c r e a s e  
the r a t e  of i n t e r e s t .  You i n c r e a s e  the  r a t e  of i n t e r e s t  b e c a u s e  you want  
to s top i n v e s t m e n t  o r  cut i t  down. 
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Now, y o u r  q u e s t i o n  r e a l l y  c o m e s  down to t h i s :  I s  t h i s  r e a l l y  the  
way  to dea l  wi th  i n f l a t i o n ?  If you wan t  to s top  in f la t ion ,  do y o u  r e a l l y  
cut  down the  ~mount  of i n v e s t m e n t ?  You  m u s t n ' t  f o r g e t  tha t  t he  o n e  
t h ing  tha t  cu t s  cos t  and  t h e r e f o r e  t ends  to b r i n g  p r i c e s  down As i n c r e a s e d  
i n v e s t m e n t ,  q u i c k e r  o b s o l e s c e n c e ,  e tc .  So that  if you  cut  down i n v e s t -  
m e n t  by  r e d u c i n g  the supp ly  of money ,  you a l s o  cut  down s o m e t h i n g  that  
t e n d s  to r e d u c e  c o s t s  and  b r i n g  p r i c e s  down. And so you m i g h t  a r g u e  
tha t  a d e a r  m o n e y  p o l i c y  is  not  the  way to s top an  in f l a t ion .  

QUESTION: You have  i n d i c a t e d  tha t  you f e e l  tha t  if t h e r e  s h o u l d  
be a f u tu r e  r e c e s s i o n ,  it p r o b a b l y  w o n ' t  be  a v e r y  s e v e r e  one.  Do you 
th ink  that  in the  long  run  it would  be good fo r  the c o u n t r y  to have  s u c h  
a r e c e s s i o n ?  

The  p r e s e n t  a d m i n i s t r a t i o n ,  you know, has  b e e n  a c c u s e d  by  the  
D e m o c r a t i c  c o m m e n t a t o r s  of wan t ing  to b r i n g  on a r e c e s s i o n  on the  
t h e o r y  tha t  it would  be a good th ing .  In  o t h e r  w o r d s ,  t h e y ' r e  a r g u i n g  
that  m a y b e  y o u ' r e  h a v i n g  a bad  in f l a t i on  now; tha t  the  m o r e  you go up, 
the  m o r e  y o u ' r e  go ing  to fa l l ,  and t h e r e f o r e  the  p r o p e r  th ing  to  do is  
to keep  it f r o m  going  up too m u c h .  

Now, if  in o r d e r  to do tha t  you h a v e  to t ake  the  r i s k  of a s m a l l  de -  
c l i ne ,  th i s  is  a l l  to the  good. With a s m a l l  d e c l i n e  you can ,  f o r  e x a m p l e ,  
p r e v e n t  e v e n  a g r e a t e r  d e c l i n e  l a t e r .  As  a m a t t e r  of fac t ,  you could  
look  t h r o u g h  the  i n t e r e s t i n g  h e a r i n g s  of the  Sena te  F i n a n c e  C o m m i t t e e  
tha t  w e r e  h e l d  th i s  s u m m e r  and you would  f ind tha t  t h e r e ' s  a good d e a l  
of t e s t i m o n y  t h e r e  on that  i s s u e - - w h e t h e r  it w o u l d n ' t  be  p r e f e r a b l e  to 
have  a s m a l l  r e c e s s i o n  r a t h e r  than  a g r e a t  i n f l a t ion .  

Of c o u r s e ,  no R e p u b l i c a n  o r  D e m o c r a t  would  say  th i s ,  but  t h e r e  
a r e  m a n y  peop l e  who b e l i e v e  that  if you had  a r e c e s s i o n - - w e  h a v e  now, 
say,  t h r e e  m i l l i o n  peop le  u n e m p l o y e d - -  s u p p o s i n g  you get  th i s  up to f ive  
m i l l i o n  peop le  u n e m p l o y e d ,  wou ldn ' t  i t b e  a good t h i n g ?  T h i s  is  the one  t h ing  
that  could  s top  t h e s e  d e m a n d s  fo r  i n c r e a s e s  i n w a g e s .  T h a t ' s  a n o t h e r  p o s i -  
t ion  t aken  by m a n y  peop le ,  a l though  no po l i t i c i an ,  o r  v e r y  few, would  d a r e  
say  th i s  pub l ic ly ,  though e c o n o m i s t s  have  s a i d  it p u b l i c l y  m a n y  t i m e s .  

QUESTION: You m e n t i o n e d  e a r l i e r  the  c o l l e c t i o n  by  the  G o v e r n -  
m e n t  of t a x e s  in  e x c e s s  of i t s  n e e d s  and p a s s i n g  t h e s e  t axes  on b a c k  to 
the  S ta tes  f o r  t h e i r  l o c a l  n e e d s .  But  w o u l d n ' t  tha t  put  c o n t r o l  of the 
State  o p e r a t i o n s  i n d i r e c t l y  o r  p r o b a b l y  d i r e c t l y  in  the  hands  of the  
F e d e r a l  G o v e r n m e n t  ? 
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D R .  H A R R I S :  T h a t ' s  a good q u e s t i o n ,  b e c a u s e  t h e s e  a r e  t h ings  
tha t  w o r r y  peop l e  a g r e a t  d e a l  and th i s  is  one a r g u m e n t  a g a i n s t  F e d e r a l  
i n t e r v e n t i o n .  Th i s  is  t r u e  of the p r e s e n t  s c h o o l  c o n s t r u c t i o n  p r o g r a m - -  
the f e a r  tha t  th i s  m i g h t  be  g iv ing  the  F e d e r a l  G o v e r n m e n t  c o n t r o l  of 
e d u c a t i o n .  T h i s  is  not  a p r o b l e m  of f inanc ing ,  a y e s - o r - n o  m a t t e r .  Of 
c o u r s e ,  if  the  p r i c e s  r i s e  enough,  t h e r e ' s  no doubt tha t  the  F e d e r a l  
G o v e r n m e n t  does  t ake  o v e r .  T h i s  a lways  does  h a p p e n  w h e n  t h e r e  is  r e a l  
t r o u b l e ,  l i ke  a w a r ,  w h e n  the G o v e r n m e n t ' s  p o s i t i o n  b e c o m e s  m u c h  
m o r e  i m p o r t a n t .  

Now, how r i s k y  is  i t?  How m u c h  d a n g e r  is  t h e r e  that  if the  F e d e r a l  
G o v e r n m e n t  c o l l e c t e d  th i s  m o n e y ,  it could  do i t  in s u c h  a way  tha t  i t  
would  f i na l l y  t ake  o v e r  c o n t r o l  of a l l  the  f u n c t i o n s  ? Could  it, f o r  e x -  
a m p l e ,  s a y  to the  State  E d u c a t i o n  C o m m i s s i o n e r :  " Y o u ' v e  got to t e a c h  
a c o u r s e  in  A m e r i c a n  h i s t o r y  w h i c h  shows  that  e v e r y t h i n g  tha t  the  
R u s s i a n s  do is  w r o n g "  o r  s o m e t h i n g  of that  s o r t  o r  "You m u s t  t e a c h  a 
c o u r s e  in  A m e r i c a n  h i s t o r y  wh ich  s h o w s  that  A b r a h a m  L i n c o l n  and 
T e d d y  R o o s e v e l t  w e r e  h e r o e s  and F r a n k l i n  R o o s e v e l t  was  a r a s c a l " 7  
T h i s  i s  t he  s o r t  of th ing  tha t  peop l e  w o r r y  about .  

W e ' v e  had  a g r e a t  m a n y  e d u c a t i o n a l  p r o g r a m s  on the  p a r t  of the  
U n i t e d  S ta tes  G o v e r n m e n t  and t h e r e  have  b e e n  v i r t u a l l y  no c h a r g e s  tha t  
the  G o v e r n m e n t  has  e v e r  r e a l l y  i n t e r f e r e d  in the  a d m i n i s t r a t i o n .  

I was  a s k e d  by  a h igh  o f f i c i a l  in W a s h i n g t o n  why m y  State  of M a s s a -  
c h u s e t t s  d o e s  the  fo l lowing ,  and t h e y ' r e  v e r y  m u c h  annoyed  tha t  th i s  is  
t r u e :  In  the  s o c i a l  s e c u r i t y  p r o g r a m ,  which  the  F e d e r a l  G o v e r n m e n t  
p r o v i d e s  the  c a s h  fo r  f r o m  i t s  own t axes ,  the  F e d e r a l  G o v e r n m e n t  i s  
unab l e  to f o r c e  the  State  of M a s s a c h u s e t t s  to r e q u i r e  an e d u c a t i o n a l  
r e q u i r e m e n t  f o r  anybody  who w o r k s  in  the Soc ia l  S e c u r i t y  A d m i n i s t r a t i o n  
in M a s s a c h u s e t t s .  Now, you would  th ink  tha t  t h i s  is  s o m e t h i n g  tha t  the  
F e d e r a l  G o v e r n m e n t  would  h a v e  a r i g h t  to do, w o u l d n ' t  y o u ?  T h e y  a r e  
p r o v i d i n g  the  ca sh .  Why is  th i s  t r u e  in M a s s a c h u s e t t s  ? I t ' s  t r u e  b e -  
c a u s e  the  l oca l  p o l i t i c i a n s  a r e  d e t e r m i n e d  tha t  e v e r y b o d y  s h o u l d  h a v e  
a c r a c k  at  a job and  e d u c a t i o n  d o e s n t t  m a t t e r ,  and  s o m e  of the  p e o p l e  
t h e y ' r e  i n t e r e s t e d  in  f ind ing  jobs  fo r  don~t h a p p e n  to h a v e  the  r e q u i s i t e  
e d u c a t i o n .  

So the  d a n g e r  m a y  be e x a c t l y  the  r e v e r s e  w h e n  the  F e d e r a l  G o v e r n -  
m e n t  ge t s  in to  t h i s - - t h a t  it d o e s n ' t  t ake  o v e r  enough  c o n t r o l .  I t h ink  
y o u ' l l  a g r e e  tha t  at  l e a s t  t h e y  ought  to have  tha t  a m o u n t  of c o n t r o l .  In 
t h e i r  p r o g r a m  what  t h e y  g e n e r a l l y  r e q u i r e  i s  s o m e  c iv i l  s e r v i c e  s t a n d a r d s  
of  h i r i n g  and so  fo r th .  U n e m p l o y m e n t  i n s u r a n c e ,  wh ich  I t h ink  w o r k s  

_1 1 9  



v e r y  b a d l y  in  m a n y  w a y s ,  w o r k s  b a d l y  p a r t l y  b e c a u s e  the  F e d e r a l  
G o v e r n m e n t  r e f u s e s  to s e t  s t a n d a r d s ;  j u s t  l e t s  the S t a t e s  do as  t h e y  
p l e a s e .  T h e  r e s u l t  is  tha t  we h a v e  a p r o g r a m  t h a t ' s  not  n e a r l y  a s  good 
as  it  m i g h t  be  if the  F e d e r a l  G o v e r n m e n t  w e r e  s e t t i n g  s t a n d a r d s .  

QUESTION: I note that you are quite concerned about the adequacy 
of defense spending. In view of all the social programs that are de- 
manded of the Federal Government, do you feel that we can now increase 
Federal spending for defense without increasing taxes ? 

DR. HARRIS: Well, I would say yes. Of course, if the defense 
program is ~mportant enough, I think we might even be able to cut down 
on some other spending programs. I don't think myself that that would 
be necessary. 

As a m a t t e r  of f ac t ,  the  w e l f a r e  p r o g r a m s  of the U n i t e d  S t a t e s  
G o v e r n m e n t  r e l a t i v e  to the  g r o s s  n a t i o n a l  p r o d u c t  have  f a l l e n  g r e a t l y  
s i n c e  b e f o r e  the  w a r .  In  o t h e r  words~ the  F e d e r a l  w e l f a r e  p r o g r a m s  
h a v e  b e c o m e  m u c h  l e s s  i m p o r t a n t  as  c o m p a r e d  to wha t  t h e y  w e r e  b e f o r e  
the  w a r  in  r e l a t i o n  to the g r o s s  n a t i o n a l  p r o d u c t  o r  in r e l a t i o n  to F e d e r a l  
R e v e n u e .  The  r e a s o n  f o r  tha t  is  in p a r t  tha t  d e f e n s e  is  t a k i n g  up so  m u c h  
a d d i t i o n a l  G o v e r n m e n t  s p e n d i n g .  

Now, why is the situation so serious ? For example, take the last 
four or five years. In the last four or five years we have had a rise 
of gross national product of $50 billion. All the experts say that with 
good management we're going to have a rise of the gross national product 
of $150 or $200 billion in the next ten years. Automatically the Federal 
Government would get $40 billion of additional revenue without changing 
its tax structure or increasing the tax rates. 

Now, why shouldn't some part of these $40 billion be mortgaged 
for defense if this is necessary? I am absolutely convinced, as I've 
watched this thing carefully, that a large part of this cut in Federal 
spending for defense has been a result of the pressure by the budget 
economizers who believe that it's more important to keep the tax rates 
down than to have adequate defense. 

Present-day taxes are not greatly damaging the economy. We have 
an average rise of output in real terms of three percent a year, or two and 
one half percent per capita. This is tremendous. This means we double our 
income every 30 years. This is what's been happening. So you see that 
the present tremendous increase in taxes hasn't really had any serious 
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e f f e c t  on i n c e n t i v e .  If  i t  h a s ,  why  h a v e  w e  h a d  t h i s  f u l l  e m p l o y m e n t  
and  r i s i n g  s t a n d a r d s  a l l  t h e s e  y e a r s  ? 

So I t h ink  we  c a n  e x a g g e r a t e  the  b u r d e n  of t a x e s .  I m y s e l f  w o u l d  
be  i n c l i n e d  to s p e n d  m o r e  m o n e y  on d e f e n s e ,  o r  at l e a s t  r e c o m m e n d  m o r e  
s p e n d i n g  on d e f e n s e ,  e v e n  if  i t  i n v o l v e d  a s o m e w h a t  h e a v i e r  t ax  b u r d e n .  
As I s ay ,  it d o e s n ' t  n e e d  to i n v o l v e  a h e a v i e r  t ax  b u r d e n ,  b e c a u s e  we  
can  t ake  i t  out of the  g r o w t h  in  the  e c o n o m y .  We can ,  f o r  e x a m p l e ,  h a v e  
m o r e  n o n d e f e n s e  s p e n d i n g ,  we c a n  have  m o r e  d e f e n s e  s p e n d i n g ,  and ye t  
we c a n  s t i l l  h a v e  a cut  in  tax  r a t e s  in  the  nex t  t e n  y e a r s .  

QUESTION:  You m e n t i o n e d  e a r l i e r  the  r i s e  in  i n f l a t i on  of t h r e e  p e r -  
c e n t  o v e r  the  l a s t  y e a r ,  I b e l i e v e .  Do you f e e l  tha t  i t  i s  p o s s i b l e  to 
h a v e  a s t a b l e  e c o n o m y  o v e r  a p e r i o d  of t i m e  wi thou t  e i t h e r  a s e r i o u s  
d e p r e s s i o n  o r  a s o - c a l l e d  c r e e p i n g  i n f l a t i o n ?  

DR.  HARRIS:  T h a t ' s  a good q u e s t i o n  and i t ' s  a h a r d  one  to a n s w e r .  
F r o m  1948 u n t i l  the  o u t b r e a k  of the  K o r e a n  W a r  w e  had  s t a b l e  p r i c e s .  

And  f r o m  1953 u n t i l  1955 we had  r e a l l y  v i r t u a l l y  s t a b l e  p r i c e s .  T h e r e ' s  
no doubt  about  t h a t .  But  I t h ink  th i s  w a s  p r o b a b l y  a c c i d e n t a l .  F o r  ex -  
a m p l e ,  i n  the  1953-1955 p e r i o d  we had  th i s  b ig  d e c l i n e  in  a g r i c u l t u r a l  
p r i c e s .  T h i s  w a s  wha t  m a d e  p o s s i b l e  the  s t a b l e  p r i c e s .  

I t h i n k  we r e a l i z e  m u c h  m o r e  than  in the pas t  h o w  w e  c a n  s t a b i l i z e  
o u r  e c o n o m y .  I m e a n ,  we  have  a f a i r l y  good i d e a  of wha t  i s  r e q u i r e d  
a s  e c o n o m i s t s .  But  t h a t ' s  not enough .  We h a v e  a l s o  to  c o n v i n c e  the  
p o l i t i c i a n s .  And  e v e n  tha t  i s  not  enough ,  b e c a u s e  the  p o l i t i c i a n s  h a v e  
to c o n v i n c e  the  pub l i c .  The  p o l i t i c i a n s  a r e  not  go ing  to do what  t h e y  
know is  r i g h t  i f  the  p u b l i c  i s n ' t  c o n v i n c e d ,  b e c a u s e  t h e n  t h e y ' r e  go ing  
to l o s e  v o t e s .  

Now, you  t a k e  t h i s  p r e s e n t  c o n t r o v e r s y  as  to wha t  i s  the  b e s t  
e c o n o m i c  p o l i c y .  What  i s  the  c o n f l i c t ?  Wel l ,  the  c o n f l i c t  c o m e s  down 
to a c o n s i d e r a b l e  e x t e n t  to t h i s :  On the  w h o l e  the  D e m o c r a t s  t a k e  the  
p o s i t i o n  tha t  if you  t r y  to s t a b U z e  the  e c o n o m y  too h a r d - - w h i c h  i s  wha t  
t h e y  c l a i m  the  R e p u b l i c a n s  a r e  t r y i n g  to d o - - y o u  d o n ' t  h a v e  tha t  p r e c i s e  
c o n t r o l  of the  e c o n o m y  w h i c h  w i l l  r e s u l t  in  a s t a b l e  p r i c e  l e v e l .  If you 
t r y  too h a r d  to s t a b i l i z e  the p r i c e  l e v e l ,  you  a r e  e n d a n g e r i n g  t h e  e c o n o m y  
and  p e r h a p s  m a y  b r i n g  about  a f a l l  of p r i c e s  and a d e p r e s s i o n .  So the  
D e m o c r a t i c  S e n a t o r s  s a id :  " L e t ' s  not  be  so p r e c i s e .  Why not  h a v e  a 
one p e r c e n t  r i s e  in  the  c o s t  of l i v ing  in  a y e a r  if i t  i s  a c c o m p a n i e d  by  a 
f ive  p e r c e n t  r i s e  in  o u t p u t ? "  
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So tha t  th i s  i s  a c o n c r e t e  way  in  w h i c h  th i s  a r g u m e n t  i s  r e f l e c t e d .  
The  D e m o c r a t s  and t h e i r  a d v i s o r s  f e e l  tha t  we have  p r e t t y  good c o n t r o l ,  
we know what  we want  to do; but  ou r  i n s t r u m e n t s  a r e  not  too p r e c i s e .  
T h e r e f o r e  if  you t r y  to s t a b i l i z e  the  e c o n o m y  too  e a r n e s t l y ,  you a r e  
go ing  to b r i n g  about  a d e p r e s s i o n .  And t h e y  say ,  ' tLe t t s  h a v e  a l i t t l e  
i n c r e a s e  in  the  c o s t  of l i v ing  and have  a r i s e  of output .  I t ' s  b e t t e r  to  
h a v e  a r i s e  of output ,  a f ive  p e r c e n t  i n c r e a s e  in  output  o r  a t h r e e  p e r -  
cen t  i n c r e a s e  in  output ,  and  a one p e r c e n t  in p r i c e s  t h a n  h a v e  a two o r  
f ive  p e r c e n t  faU in  p r i c e s  and  a d e p r e s s i o n ,  wh ich  m i g h t  cos t  $100 
b i l l i o n .  

QUESTION:  You have  i n d i c a t e d  tha t  p e r h a p s  a b e t t e r  p o l i c y  r e l a -  
t i ve  to f a r m e r s  would  be  to g u a r a n t e e  t h e m  an i n c a m e  r a t h e r  than  to 
have  p r i c e  s u p p o r t .  W o u l d n ' t  th i s  have  a t e n d e n c y  to d e c r e a s e  f a r m  
output  r a t h e r  than  to i n c r e a s e  i t ?  

DR. HARRIS: Wel l ,  th i s  g u a r a n t e e  of i n c o m e  would  be  in  t e r m s  
of p r i c e s .  In  o t h e r  w o r d s ,  I m e a n  that  you wou ldn t t  g u a r a n t e e  a f a r m e r  
a $5 ,000  i n c o m e  if he went  out of b u s i n e s s .  The  t h e o r y  is  tha t  th i s  i s  
r e l a t e d  to the  a m o u n t  that  he  p r o d u c e s .  In  o t h e r  w o r d s ,  you would  say ,  
f o r  e x a m p l e ,  VTYou p r o d u c e  as  m u c h  whea t  a s  you l ike .  You s e l l  tha t  
whea t  on the f r e e  m a r k e t  at, say ,  one d o l l a r  a b u s h e l - - t h e  d i f f e r e n c e  
b e t w e e n  a d o l l a r  and two d o l l a r s ,  v, And t h e n  if t h e y  f ind,  f o r  e x a m p l e ,  
tha t  t h e y  a r e  g e t t i n g  too m u c h  i n c o m e  as  a r e s u l t  of t h i s ,  t h e y  w i l l  say,  
" H e r e a f t e r  we w i l l  on ly  g u a r n a t e e  you a p r i c e  of $ 1 . 8 0 . "  

QUESTION: I g a t h e r e d  tha t  you would  d i f f e r  w i th  Mr .  H u m p h r e y  
in y o u r  d e f i n i t i o n  of a tax  and tha t  you would  add to the c o l l e c t i o n  of 
m o n e y  the c o n t r o l  of m o n e y ,  tha t  is ,  if you add to the  tax, you r e d u c e  
the  v e l o c i t y  of m o n e y .  If  I am c o r r e c t  in that ,  t h e n  do you f u r t h e r  b e -  
l i e v e  tha t  you cou ld  a c c o m p l i s h  the  s a m e  th ing  t h r o u g h  wage  and p r i c e  
c o n t r o l s  and  e x c e s s  p rof i t  c o n t r o l s ?  

DR. HARRIS: ThatVs an i n t e r e s t i n g  q u e s t i o n .  I s u p p o s e  if  you  w e r e  
f a c i n g  it  s e r i o u s l y  enough,  thatVs what  you wou ld  h a v e  to do. T h a t ' s  
what  you do in  w a r t i m e .  You t e l l  b u s i n e s s m e n  tha t  t h e y  cant t  r a i s e  
t h e i r  p r i c e s .  If we had  a war ,  t h e r e ' s  no doubt  tha t  a l l  t h e s e  t h ings  
would  be done in  a m o r e  s e r i o u s  way  than  t h e y  w e r e  done  in  Wor ld  W a r  
H. 

As  to  how f a r  you can  go now, I would  m y s e l f  t h ink  tha t  it would  be  
u n w i s e  to t r y  to c o n t r o l  w a g e s  and p r i c e s  at t he  p r e s e n t  t i m e ,  I don ' t  
t h ink  the s i t u a t i o n  is s e r i o u s  enough  fo r  tha t .  R e m e m b e r  I s a i d  I would  
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be  w i l l i n g  p e r h a p s  to put a l i t t l e  p r e s s u r e  on the  e m p l o y e r  in  r e l a t i o n  
to  t axes ,  so tha t  he w o u l d n ' t  be  a b s o l u t e l y  s u r e  he cou ld  p a s s  t h e m  on 
to Unc le  Sam e v e r y  t i m e  he  a l l ows  a wage  i n c r e a s e .  Th i s  would  t e n d  
to cut down s o m e  on wage  d e m a n d s .  It would  t end  to cut  down on in -  
f l a t i o n a r y  p r e s s u r e s ,  e s p e c i a l l y  wi th  s o m e  of the  c o r p o r a t i o n s .  

Now, if  you had  an i n c r e a s e  in the p r i c e  l e v e l  of, say,  10 p e r c e n t  
a y e a r  in p e a c e t i m e ,  I would  be i n c l i n e d  to go f u r t h e r .  T h i s  wou ld  be 
a m a t t e r  of j u d g m e n t .  You m i g h t  not.  You m i g h t  say,  "I don ' t  c a r e  if 
p r i c e s  go up i00 p e r c e n t .  I don ' t  want  the G o v e r n m e n t  t e l l i n g  m e  how 
to f ix  p r i c e s  o r  w a g e s  o r  any th ing  of the s o r t . "  Wel l ,  th i s ,  of c o u r s e ,  
would  be  a q u e s t i o n  of what  the publ ic  wan ted .  I t h ink  if the  p r i c e s  
wen t  up 10 p e r c e n t  in  e a c h  y e a r ,  you would  h e a r  the  publ ic  y e l l i n g  f o r  
p r i c e  c o n t r o l .  E n o u g h  p o l i t i c i a n s  would  h a v e  t h e i r  e a r  to the  g r o u n d  
to p l e a d  fo r  it .  

COLONEL LACKAS: Dr .  H a r r i s ,  on b e h a l f  of the  Co l l ege  and the  
facu l ty ,  I want  to t h a n k  you f o r  a c l e a r  and p r e c i s e  s t a t e m e n t  on t a x a -  
t i on  and  r e v e n u e .  You have d e m o n s t r a t e d  that  the e c o n o m i s t s ,  in  con-  
t r a s t  to the  p o l i t i c i a n ,  can  th ink  about  t h e s e  th ings  d i s p a s s i o n a t e l y .  

(6 Jan 58--4, 200)B/ l i t  
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