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AN INTRODUCTION TO THE R E V I E W  OF BASIC ECONOMICS 

26 Augus t  1958 

DR.  KRESS:  G e n e r a l  Mundy,  A d m i r a l  C l a r k ,  and G e n t l e m e n :  
Th i s  m o r n i n g  we s h a l l  c o n c e r n  o u r s e l v e s  with a d i s c u s s i o n  of b a s i c  
e c o n o m i c s  and the  e c o n o m i c s  r e v i e w  c o u r s e  u n d e r  the s e v e r a l  
h e a d i n g s  that  you s e e  no ted  on that  e a s e l  b o a r d ,  n a m e l y :  

(1) What  e c o n o m i c s  i s .  

(2) The  r e a s o n s  why we s t u d y  e c o n o m i c  t h e o r y  h e r e  in the  
I n d u s t r i a l  C o l l e g e .  

(3) How the course is presented. 

(4) What  i s  i t s  f u t u r e  va lue  to y o u ?  

What  E c o n o m i c s  Is 

E c o n o m i c s  is  s i m p l y  the s t u d y  of m a n ' s  m a t e r i a l  w a n t s - - h i s  
m a t e r i a l  w a n t s - - n o t  h i s  s o c i a l  wan t s ,  not  h is  e m o t i o n a l  wan t s ,  not 
h i s  p s y c h o l o g i c a l  w a n t s - - j u s t  h i s  m a t e r i a l  o n e s .  

E c o n o m i c s  i s  one  of the s o c i a l  s c i e n c e s ,  and as  s u c h  s u f f e r s  
when  c o m p a r e d  to the n a t u r a l  s c i e n c e s  as  to de f in i t i on .  E c o n o m i c s  
has  no l a b o r a t o r y  in which  to c o n d u c t  i t s  r e s e a r c h - - u n l e s s  you r e g a r d  
the Wide wor ld  as  i t s  w o r k s h o p .  It h a s  no e x p e r i m e n t a l  p o p u l a t i o n - -  
u n l e s s  you r e g a r d  the  whole  h u m a n  r a c e  as  s u c h .  Both a r e  u n w i e l d y  
w o r k s h o p s .  E c o n o m i c s  l a c k s  e x a c t n e s s  as  to i t s  f o r e c a s t i n g  p o s s i -  
b i l i t i e s  in a p a r t i c u l a r  s i t ua t i on ,  s i n c e  h u m a n  b e i n g s  have  t h e  c a p a c i t y  
to s a y  "no"  when  a l l  the da ta  i n d i c a t e  a p o s i t i v e  a n s w e r .  

But if we use  the  d i c t i o n a r y ,  we find that  a s c i e n c e ,  any  s c i e n c e ,  
c o n s i s t s  of d e m o n s t r a t e d  t r u t h s ,  o r  o b s e r v e d  f a c t s ,  bound t o g e t h e r  
in a s y s t e m  of g e n e r a l  l a w s ,  and which  s y s t e m  i n c l u d e s  the m e a n s  
fo r  the d i s c o v e r y  of new t r u t h s .  By th i s  de f in i t i on ,  then ,  e c o n o m i c s  
is  a s c i e n c e .  C e r t a i n l y  a g r o w i n g  n u m b e r  of h i g h l y  e d u c a t e d  p e r s o n s  
a r e  s p e n d i n g  t h e i r  l i f e t i m e s  p u r s u i n g  i t s  ends ;  and e a c h  of us h e r e  
th is  m o r n i n g  has  a whole  s e r i e s  of c u r r e n t l y  p e r s o n a l  e c o n o m i c  
p r o b l e m s .  

It is  i n t e r e s t i n g  tha t  e c o n o m i c s  was  c a l l e d  " p o l i t i c a l  e c o n o m y "  
g e n e r a l l y ,  even  a f t e r  the t u r n  of th i s  c e n t u r y .  T o d a y  t h e r e  is a g a i n  
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a n  i n c r e a s i n g  t e n d e n c y  to c o n s i d e r  e c o n o m i c  f a c t s  in  r e l a t i o n  to  t h e  
n a t i o n a l  s t a t e .  You  m a y  d e b a t e  t h e  d e t a i l s  o f  t h i s  c o n c e p t  w i t h  y o u r  
e c o n o m i c s  i n s t r u c t o r s  d u r i n g  t h e  a f t e r n o o n  d i s c u s s i o n  p e r i o d s .  

S c h o o l s  o f  E c o n o m i c  T h o u g h t  

T h e r e  i s  no  d o u b t  bu t  t h a t  m o d e r n  e c o n o m i c s  b e g i n s  w i t h  A d a m  
S m i t h ' s  " W e a l t h  o f  N a t i o n s ,  " p u b l i s h e d  in  1776.  S m i t h  w a s  t h e  f i r s t  
m a n  to  g i v e  u s  a t h o r o u g h l y  i n t e g r a t e d  s y s t e m  o f  e c o n o m i c s  g e a r e d  
to a n  e v o l v i n g  i n d u s t r i a l  s o c i e t y .  

W r i t i n g  on  e c o n o m i c s ,  o f  c o u r s e ,  g o e s  b a c k  m a n y  c e n t u r i e s  
b e f o r e  t h e  C h r i s t i a n  e r a .  M a n y  l i k e  to  r e f e r  to  P l a t o ,  A r i s t o t l e ,  
and  X e n o p h o n  a s  f o r m a l  w r i t e r s  on  e c o n o m i c  t o p i c s .  T h e y  m a d e  
i m p o r t a n t  f r a g m e n t a r y  c o n t r i b u t i o n s  b o t h  to  p o l i t i c a l  and  to  e c o n o m i c  
t h e o r y .  I l i k e  to  go  b a c k  e v e n  f u r t h e r .  T h e  C o d e  of  H a m m u r a b i ,  
c o m p o s e d  r o u g h l y  a b o u t  2000  B.  C . ,  s e t  s t a n d a r d  w a g e s  f o r  s k i l l e d  
w o r k e r s  and  f i x e d  c a t t l e  p r i c e s  f o r  t h e  p e o p l e  of  B a b y l o n .  A d v a n c i n g  
1500 y e a r s ,  to  551 B. C . ,  we f i nd  C o n f u c i u s  a r g u i n g  f o r  g o v e r n m e n t  
f i x i n g  of  p r i c e s ,  s t a t e  a id  and r e l i e f  f o r  t h e  a g e d ,  e q u a l i t y  and  u n i v e r -  
s a l i t y  o f  t a x a t i o n ,  and  t h e  a b o l i t i o n  o f  t a r i f f s .  

T h e  e c o n o m i s t s  of  t he  M i d d l e  A g e s  w e r e  b a s i c a l l y  p h i l o s o p h e r s - -  
f o r  t h a t  m a t t e r ,  w h a t  e c o n o m i s t  t o d a y  i s  n o t - - a n d  t h e y  w e r e  c o n c e r n e d  
w i t h  i d e a l  m a n  and i d e a l i s t i c  t r e a t m e n t  f o r  a l l  m a n k i n d .  B u t  i t  i s  to  
A d a m  S m i t h  t h a t  c r i t i c s  of  o u r  m o d e r n  e c o n o m y  s t i l l  t u r n  to  f i nd  a 
" w h i p p i n g  b o y .  " He  and  h i s  f o l l o w e r s ,  o f t e n  c a l l e d  c l a s s i c i s t s ,  a r e  
a c c u s e d  in  t h e  n a m e  of  f r e e d o m ,  of  l a i s s e z - f a i r e ,  o f  t u r n i n g  t h e  m o d e r n  
g r e e d y  e n t r e p r e n e u r ,  s e e k i n g  o n l y  to  m a x i m i z e  h i s  p r o f i t s ,  l o o s e  on  
m a n k i n d ,  and  a s  h a v i n g  c l o t h e d  h i m  w i t h  a c e r t a i n  d e g r e e  of  r e s p e c -  
t a b i l i t y .  No a m o u n t  of  e x p l a n a t i o n  t h a t  A d a m  S m i t h  s i m p l y  s a w  t h a t  
t h e  s t a t e  h a d  i n t e r f e r e d  t o o  m u c h  w i t h  m e n '  s l i v e s  and  l e f t  t h e m  s t a g -  
n a t e d ,  o r  t h a t  h e  w a s  a p r o f e s s o r  of  m o r a l  p h i l o s o p h y  in E d i n b u r g h  
and  r e m a i n e d  in  g o o d  s t a n d i n g  w i t h  h i s  c o l l e a g u e s  f o r  a l i f e t i m e ,  w i l l  
p l a c a t e  t h o s e  who  t o d a y  c a s t i g a t e  S m i t h  and  t r y  to r e t u r n  to  t he  v e r y  
s t a t e  c o n t r o l  t h a t  he  h e l p e d  t h r o w  o v e r .  

I w i l l  n o t  w e a r y  y o u  t h i s  m o r n i n g  w i t h  a r e h e a r s a l  of  t h e  v a r i o u s  
s c h o o l s  of e c o n o m i c s  t ha t  h a v e  f o l l o w e d  S m i t h .  T h e i r  n a m e s  a r e  
l e g i o n .  Bu t  I do  w a n t  to  m a k e  a p o i n t  t h a t  I t h i n k  i m p o r t a n t .  

The socialist school of Karl Marx was preceded by a formidable 

group known as the Pre-Marxian Socialists and included several 
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a r i s t o c r a t i c  and r i c h  m e n ,  such  as the Count H e n r i  de S a i n t - S i m o n ;  
Robe r t  Owen,  an E n g l i s h  t ex t i l e  tycoon;  P i e r r e  J o s e p h  P r o u d h o n ;  
and the G e r m a n  J e w i s h  a r i s t o c r a t  F e r d i n a n d  L a s a l l e .  K a r l  Marx ,  
then,  1818-1883,  was not the f i r s t  w r i t e r  on the e c o n o m i c s  of 
s o c i a l i s m ;  and he is  c e r t a i n l y  not the l a s t .  

Marx  wanted to he lp  the c o m m o n  m a n  by i n c r e a s i n g  his  l eve l  
of l iv ing .  Some  of t oday ' s  s o c i a l i s t s  want  to i n c r e a s e  the c o m m o n  
m a n ' s  t axes  in o r d e r  that  the o m n i p o t e n t  s t a t e  can he lp  h i m  spend  h is  
m o n e y  in b e t t e r  ways  than he would spend  it h i m s e l f .  

In the va r i ous  m a i n  s c h o o l s  of e c o n o m i c s  that  a r e  i den t i f i ed  
u n d e r  such  n a m e s  as  the c l a s s i c i s t s ,  the p o s t c l a s s i c i s t s ,  the r e v i -  
s i o n i s t s ,  the h i s t o r i c a l  group,  and the s o c i a l i s t s ,  we find d i s t i n g u i s h e d  
A m e r i c a n  e c o n o m i s t s  be long ing  to each .  But no p a r t i c u l a r  A m e r i c a n  
s c h o o l  of e c o n o m i c  th ink ing  has  a r i s e n .  We have  p e r h a p s  c o n t r i b u t e d  
as  m u c h  to the s t a t i s t i c a l  s choo l ,  of m o r e  r e c e n t  y e a r s ,  as  to any 
o t h e r  s i n g l e  group.  

As I have  sa id ,  A m e r i c a  has  p r o d u c e d  m a n y  g r e a t  e c o n o m i s t s ,  
both w r i t e r s  and t e a c h e r s ,  but p e r h a p s  A m e r i c a ' s  gen ius  l i e s  in the 
p r a c t i c a l  app l i c a t i on  of e c o n o m i c  i deas  to e v e r y d a y  l iv ing.  At any 
r a t e ,  we have p r o d u c e d  no a l t e r n a t e  A m e r i c a n  " e c o n o m i c  s y s t e m s "  
as such.  I want  to refer" to two A m e r i c a n s  this  m o r n i n g ,  and only  
to t w o - - o n e  s t i l l  l iv ing,  and who a l m o s t  was s c h e d u l e d  to occupy  th is  
p l a t f o r m  d u r i n g  the c u r r e n t  c o u r s e .  

A m o n g  the " i n s t i t u t i o n a l i s t s "  we find the n a m e  of the A m e r i c a n ,  
T h o r s t e i n  Veblen ,  c a r e f u l l y  e n s h r i n e d .  The A m e r i c a n  E c o n o m i c  
A s s o c i a t i o n  devo ted  a whole  p r o g r a m  to h i m  jus t  l a s t  y e a r ,  in P h i l a -  
de lph ia ,  at the t i m e  of the  annual  m e e t i n g s .  But e c o n o m i s t s  and 
p h i l o s o p h e r s  a l ike  c h a r a c t e r i z e  Veb len  as a c r i t i c  of m o d e r n  A m e r i c a ,  
but without  h i m s e l f  o f f e r ing  a c o m p l e t e  e c o n o m i c  s y s t e m  as an a l t e r -  
na t ive  to that  which  he c r i t i c i z e d .  He is  p r o b a b l y  b e s t  known fo r  h i s  
book "The  T h e o r y  of the L e i s u r e  C l a s s ,  " pub l i shed  in 1899. 

The  second  m a n  that  I wish  to r e f e r  to th is  m o r n i n g  i s  John  
Kenne th  Galb ra i t h ,  p r e s e n t l y  t e a c h i n g  at H a r v a r d  U n i v e r s i t y .  F o r  
s e v e r a l  y e a r s  he s e r v e d  F o r t u n e  Magaz ine  as an ed i t o r ,  and en joys  
the gift of r e a d a b l e  wr i t i ng .  A few y e a r s  ago he f o r m u l a t e d  h is  t h e o r y  
of " c o u n t e r v a i l i n g  power ,  " which se t  the e c o n o m i c  wor ld  into two 
oppos ing  c a m p s - - o n e  camp  deny ing  h is  c e n t r a l  t h e s i s ,  and the o t h e r  
b e l i e v i n g  that  the t h e o r y  exp la ined  m u c h  of our  d i f f i cu l ty  today.  
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G r e a t l y  o v e r s i m p l i f i e d ,  the t h e o r y  of c o u n t e r v a i l i n g  p o w e r  
r o u g h l y  ho lds  tha t  if any  one of the  f a c t o r s  of p r o d u c t i o n - - l a n d ,  l a b o r ,  
o r  c a p i t a l - - b e c o m e s  too p o w e r f u l ,  the o t h e r  two t e m p o r a r i l y  c o m b i n e  
to r e d u c e  the o v e r s t r e n g t h  of the t h i rd .  Or  p e r h a p s  we shou ld  l i s t  
the  t h r e e  opponen t s  as  m a s s  p r o d u c t i o n ,  m a s s  buying ,  and g o v e r n m e n t  
c o n t r o l  of both.  To m e  th i s  t h e o r y  has  a g r e a t  d e a l  of appea l .  

Th i s  s a m e  w r i t e r  t oday  has  a new book,  c a l l e d  "The  Aff luent  
Soc ie ty ,  " wh ich  was  not  w r i t t e n  fo r  e c o n o m i s t s ,  but wh ich  i s  ge t t i ng  
v e r y  wide  c o m m e n t .  I t ' s  in i t s  t h i r d  p r i n t i n g  in  fou r  m o n t h s .  

Why We Study E c o n o m i c s  at the I n d u s t r i a l  C o ! l e~e .  

T u r n i n g  now to ou r  s e c o n d  top ic ,  y o u r  c o u r s e  wi l l  be the s ix th  
t i m e  that  a r e v i e w  of b a s i c  e c o n o m i c s  has  b e e n  g iven  at the I n d u s t r i a l  
C o l l e g e .  Whi le  m a n y  c h a n g e s  have  been  m a d e  in the d e t a i l s  of the 
c o u r s e  and in i t s  a d m i n i s t r a t i o n ,  the old F r e n c h  p r o v e r b  ho lds  h e r e  
a l so :  "The  m o r e  th ings  change ,  the m o r e  they  a r e  the s a m e .  " We 
have  l abe led  the c o u r s e  as a r e f r e s h e r  c o u r s e ,  a r e v i e w  c o u r s e ,  and 
a c o u r s e  in b a s i c  e c o n o m i c s .  But, u n l e s s  y o u r  c l a s s  b e c o m e s  the  
e x c e p t i o n  that  p r o v e s  the r u l e ,  a l l  c l a s s e s  find the r e v i e w  w o r t h w h i l e .  

Our  o v e r a l l  o b j e c t i v e ,  then,  is to r e c a l l  to y o u r  mind  b a s i c  
e c o n o m i c  t h e o r y  that  e v e r y d a y  o p e r a t i v e  cond i t i ons  have  long s i n c e  
r e l e g a t e d  to i ts  r e m o t e  r e c e s s e s .  M o r e  p a r t i c u l a r l y ,  we want  you to 
r e l a t e  th is  t h e o r y  to y o u r  own a c t u a l  e x p e r i e n c e .  E v e n  m o r e ,  we want  
you to apply  th i s  t h e o r y  t h roughou t  the b a l a n c e  of y o u r  c o u r s e .  S u r e l y  
e igh t  m o r n i n g s  and ten a f t e r n o o n s  a r e  not too long for  s u c h  a r e v i e w .  

No p a r t  of y o u r  c o u r s e  wi l l  be v e r y  f a r  r e m o v e d  f r o m  e c o n o m i c  
t h e o r y ,  but s e v e r a l  p a r t s  wi l l  r e f l e c t  t h e o r y  in a s p e c i a l  way.  F o r  
e x a m p l e ,  the P r o d u c t i o n  Sec t ion  of the M a t e r i a l s  M a n a g e m e n t  Unit ,  
i l l u s t r a t e s  app l ied  e c o n o m i c  cos t  t h e o r y ,  and the P r o c u r e m e n t  Sec t ion  
i l l u s t r a t e s  p r i c e  t h e o r y  in ac t ion .  But you r e t u r n  m o r e  p r e c i s e l y  to 
b a s i c  e c o n o m i c s  as  appl ied  to da i ly  l iv ing  in the E c o n o m i c  S t ab i l i z a t i on  
C o u r s e ,  in F e b r u a r y  and M a r c h ;  and to wor ld  e c o n o m i c s  in the c o u r s e  
which  fo l lows  i t - - E c o n o m i c  Capab i l i t y  for  C o n f l i c t - - i n  M a r c h  and A p r i l .  

My f i v e - y e a r - o l d  g r a n d d a u g h t e r ,  when  she  does  not u n d e r s t a n d  
what is  be ing  sa id  to h e r ,  of ten  s a y s ,  "Give m e  a ' f o r  i n s t a n c e ' .  " 
So le t  m e  give you one o r  two e x a m p l e s  as  to the a p p l i c a t i o n  of th is  
b a s i c  r e v i e w  c o u r s e  in e c o n o m i c s  to the b a l a n c e  of y o u r  y e a r ' s  work .  
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If we  w e r e  to  f o l l o w  a c a d e m i c  p r a c t i c e ,  we  w o u l d  p e r h a p s  l a b e l  
t h e  r e v i e w  o f  b a s i c  e c o n o m i c s  a s  E c o n o m i c s  I and  H. T h i s  w o u l d  be  
f o l l o w e d  b y  E c o n o m i c s  I I I - - S t u d i e s  D e a l i n g  w i t h  M o n e t a r y  and  F i s c a l  
P r a c t i c e s .  At  t h e  I n d u s t r i a l  C o l l e g e  we  c a l l  t h i s  u n i t  E c o n o m i c  
S t a b i l i z a t i o n .  It  t o o  d e a l s  w i t h  m o n e y  and  f i s c a l  m a t t e r s ,  no t  a s  t h e o r y ,  
bu t  a s  c o n t r o l s ,  a p p l i e d  in  d a i l y  p r a c t i c e - - d a i l y  p r a c t i c e  in  t i m e  o f  
p e a c e ,  in  t i m e  of  c o l d  w a r ,  and  in  t i m e  of  r e a l  w a r .  

C h a r t  1, p a g e  6 . - - H e r e  a t  t h e  I n d u s t r i a l  C o l l e g e  of  t h e  A r m e d  
F o r c e s  we  add  d u r i n g  t h i s  c o u r s e  t h e  s t u d y  of  a d d i t i o n a l  c o n t r o l s - -  
d i r e c t  c o n t r o l s - - w h i c h  up  to  now h a v e  b e e n  u s e d  in  t i m e  of  a c t u a l  w a r - -  
W o r l d  W a r  I, W o r l d  W a r  II ,  and  K o r e a .  

Now,  b e f o r e  y o u  c o n c l u d e  t h a t  t h e r e  w i l l  be  n o  m o r e  g e n e r a l  w a r s  
and  t h e r e f o r e  n o  n e e d  to  u n d e r s t a n d  d i r e c t  c o n t r o l s ,  l e t  m e  r e m i n d  
y o u  t h a t  t h e  P r e s i d e n t  o f  t h e  U n i t e d  S t a t e s  a t  a r e c e n t  p r e s s  c o n f e r e n c e  
p o i n t e d  ou t  t h a t  d i r e c t  p r i c e  and  w a g e  c o n t r o l s  m a y  a g a i n  b e c o m e  
n e c e s s a r y  i f  t h e  c r e e p i n g  i n f l a t i o n  t h a t  we a r e  c u r r e n t l y  e x p e r i e n c i n g  
c o n t i n u e s  to  p e r s i s t .  (You  m a y  h a v e  n o t i c e d  in  the  m o r n i n g  p a p e r  t h a t  
t h r e e  F e d e r a l  R e s e r v e  b a n k s  h a v e  i n c r e a s e d  t h e i r  r e d i s c o u n t  r a t e s  
f r o m  o n e  and  t h r e e - f o u r t h s  to  2 p e r c e n t ,  t h i s  m e a n s  t h a t  m o n e y  i s  
b e i n g  t i g h t e n e d  up  o n c e  m o r e  b e c a u s e  t h e  i n f l a t i o n  h a s  no t  s t o p p e d .  ) 
A l s o  i t  i s  g e n e r a l l y  a g r e e d  t h a t  a f u l l  s e t  o f  t h e  s t r i c t e s t  k i n d s  o f  
d i r e c t  c o n t r o l s - - w o u l d  b e c o m e  n e c e s s a r y  a s  r e h a b i l i t a t i o n  m e a s u r e s  
f o l l o w i n g  a t o m i c  a t t a c k .  

Of  c o u r s e ,  d a i l y  m o n e t a r y  c o n t r o l s - - t h e  i n d i r e c t  o n e s - - a s  u s e d  
by  t h e  F e d e r a l  R e s e r v e  B o a r d  h a v e  n e v e r  b e e n  s o  i m p o r t a n t  a s  in  t h e  
l a s t  f ew  m o n t h s .  I g a v e  y o u  a n  e x a m p l e  a m o m e n t  a g o .  T h e s e  a r e  
e f f o r t s  o n  t h e  p a r t  o f  t h e  B o a r d  to  c o n t r o l  t h e  b u s i n e s s  c y c l e .  T h e y  
a r e  r e c o r d e d  by  a p p r o p r i a t e  f i s c a l  p o l i c y  on  t h e  p a r t  of  t h e  T r e a s u r y .  

You  m a y  w o n d e r  w h y  we do  n o t  g i v e  E c o n o m i c s  I I I  i m m e d i a t e l y  
f o l l o w i n g  E c o n o m i c s  I and  H, i n s t e a d  of  l e t t i n g  f o u r  m o n t h s  i n t e r v e n e .  
S o m e  a d v o c a t e  s u c h  a p r o c e d u r e .  O t h e r s  h a v e  c o u n s e l e d  a n  i n t e r v e n -  
i n g  p e r i o d  d u r i n g  w h i c h  to  a l l o w  t h e  b a s i c  m a t e r i a l  to  be  t h o u g h t  
t h r o u g h ,  to  be  r e c o n s i d e r e d ,  to  r i p e n  in  t h e  m i n d .  I b e l o n g  to  t h e  
l a t t e r  g r o u p .  I a m  c e r t a i n  t h a t  i n t u s - s u s c e p t i o n  i s  a s  o r d e r l y  a m e n t a l  
p r o c e s s  a s  i t  i s  a b i o l o g i c a l  o n e .  
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MAJOR E L E M E N T S  OF A DIRECT STABILIZATION PROGRAM 
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1. LIMITS P R I C E  AND WAGE INCREASES 

2. REASONABLE ABSORPTION OF COST INCREASES 
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4. D I F F E R E N T I A L  PRICING 
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So in your  ba s i c  e c o n o m i c s  r e v i e w  l e a r n  as  m u c h  as you can 
about m o n e y  and i ts  func t ions ,  about banks ,  and the p r i n c i p l e s  upon 
which the F e d e r a l  R e s e r v e  S y s t e m  o p e r a t e s - - a l l  th is  in o r d e r  that  you 
wi l l  get  the fu l l e s t  u n d e r s t a n d i n g  f r o m  the m o n e y  and f i s c a l  l e c t u r e s  
and s e m i n a r s  d u r i n g  the E c o n o m i c  p r a c t i c e s ,  but at the po l i cy  l e v e l - -  
n e v e r t h e l e s s ,  on p o l i c i e s  and p r a c t i c e s  ba sed  on e c o n o m i c  b a s i c  
t h e o r y  and b a s i c  l e g i s l a t i o n .  

When you s tudy  g r o s s  na t iona l  p r o d u c t  as out l ined  in your  r e a d i n g  
text ,  and have  l i s t e n e d  to Dr .  G e r h a r d  Col in  out l ine  a p r o g r a m  for  
a p r o p o s e d  e x p a n s i o n  of our  n a t i o n a l  p r o d u c e  accoun t ing  s y s t e m  as a 
m e a n s  of b e t t e r  u n d e r s t a n d i n g  what  the e c o n o m y  is  doing,  you wi l l  
be l ay ing  the g r o u n d w o r k  fo r  r e s e a r c h  which you m u s t  do in the 
E c o n o m i c  Capab i l i t y  fo r  Conf l ic t  Unit .  T h e r e  you m u s t  d e t e r m i n e ,  
s tudy,  and i n t e r p r e t  na t iona l  i n c o m e  a c c o u n t s  and g r o s s  na t iona l  p roduc t  
a c c o u n t s  for  m a n y  na t ions ,  f r i e n d  and foe a l ike .  

How the Bas ic  E c o n o m i c s  C o u r s e  is P r e s e n t e d - - I t s  Con ten t  

B e g i n n i n g  on page 9 of the O r i e n t a t i o n  C u r r i c u l u m  Book, you wi l l  
find a s e r i e s  of s e v e n  bas i c  e c o n o m i c s  l e c t u r e s ,  with t h e i r  s c o p e s  ar~ 
the n a m e s  of the s p e a k e r s .  One of the c h a n g e s  that  we m a d e  s e v e r a l  
y e a r s  ago was in  the s c o p e  of the m o r n i n g  l e c t u r e s .  We now ask  the 
s p e a k e r  to s t r e s s  c u r r e n t  p r o b l e m s  and p r a c t i c e s ,  l e a v i n g  the u n d e r -  
l y i n g  t h e o r y  to the t ex tbooks  and to the a f t e r n o o n  d i s c u s s i o n  g roups .  
This ,  in  tu rn ,  m e a n s  that  you r  u n d e r s t a n d i n g  of the l e c t u r e  wi l l  be 
enhanced  by c a r e f u l  p r e r e a d i n g  of the da i ly  a s s i g n m e n t .  

The l e c t u r e r  on Money and M o n e t a r y  P r o b l e m s ,  Dr.  G a r d i n e r  
C. Means ,  s c h e d u l e d  fo r  T h u r s d a y ,  fo r  e x a m p l e ,  is coau thor ,  with 
Adolf  B e r l e ,  of the book " M o d e r n  C o r p o r a t i o n s  and P r i v a t e  P r o p e r t y .  " 
W r i t t e n  in 1932, th is  book was one of the f i r s t  to c h a l l e g e  our  e a r l i e r  
c o r p o r a t i o n  c o n c e p t s .  S i m i l a r l y  fo r  the  l e c t u r e s  on Banking ,  E c o n o m i c  
I n d i c a t o r s ,  Na t iona l  Accoun t ing ,  I n t e r n a t i o n a l  E c o n o m i c  Ins t i t u t i ons ,  
F o r e i g n  T r a d e ,  and Taxat ion ,  e a c h  s p e a k e r  is  p a r t i c u l a r l y  c h o s e n  for  
e x p e r t n e s s  in the f ie ld  of h is  l e c t u r e .  

You have  a week ly  s c h e d u l e  for  the c u r r e n t  week.  W h e n e v e r  it 
is d i f f e r e n t  f r o m  the  c u r r i c u l u m  book, be guided by the week ly  s c h e d u l e ,  
s i n c e  it is l a t e r  in t i m e .  You wi l l  no te ,  too, that  the b i o g r a p h i c a l  data  
fo r  each  s p e a k e r  a r e  inc luded .  Make a p r a c t i c e  of r e a d i n g  t h e s e  b iog-  
r a p h i e s ,  so  that  you can  judge the  s p e a k e r ' s  r e m a r k s  in the l ight  of h is  
b a c k g r o u n d .  
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F o l l o w i n g  the m o r n i n g  l e c t u r e ,  you wi l l  have  an  o p p o r t u n i t y  to 
d i s c u s s  the m a t e r i a l  p r e s e n t e d  with the l e c t u r e r  h i m s e l f  d u r i n g  a 
3 0 - m i n u t e  q u e s t i o n  p e r i o d .  At 1:30 in the a f t e r n o o n  you  wi l l  m e e t  in 
e igh t  d i s c u s s i o n  g r o u p s .  E a c h  d i s c u s s i o n  g roup  wi l l  be led by an 
e c o n o m i c s  i n s t r u c t o r ,  l a r g e l y  b o r r o w e d  f r o m  the l o c a l  u n i v e r s i t i e s .  
Zfou wi l l  have  had t i m e  s i n c e  the l e c t u r e  to d i g e s t  the m o r n i n g  t a lk  
and to note  po in t s  that  a r e  s t i l l  not  c l e a r  o r  s e e m  c o n t r o v e r s i a l .  
P r o p o u n d  t h e s e  to the e c o n o m i c s  i n s t r u c t o r ,  as  we l l  as  o t h e r  q u e s t i o n s  
b a s e d  on the r e a d i n g  a s s i g n m e n t  for  the day .  

R e m e m b e r  that  t h e s e  a r e  d i s c u s s i o n  p e r i o d s .  The  e c o n o m i c s  
i n s t r u c t o r  wi l l  not  l e c t u r e  to you.  If you do not  q u e s t i o n  h i m ,  he  wi l l  
t u rn  the t a b l e s  and q u e s t i o n  you.  So defend  y o u r s e l v e s  by hav ing  m a n y  
q u e s t i o n s  r e a d y .  

The  e c o n o m i c s  i n s t r u c t o r  wi l l  be a s s i s t e d  by a m o d e r a t o r ,  a 
m e m b e r  of o u r  p e r m a n e n t  r e s i d e n t  f acu l ty .  You w e r e  i n t r o d u c e d  to 
t h e s e  m o d e r a t o r s  a few m i n u t e s  ago.  Most  of the d i s c u s s i o n  l e a d e r s  
find that  t hey  c a n  only  get  h e r e  in the a f t e r n o o n .  So you wi l l  not get  
a c q u a i n t e d  with m o s t  of t h e m  un t i l  1:30 th i s  a f t e r n o o n .  We have  two 
e x c e p t i o n s  f r o m  ou r  m i l i t a r y  s e r v i c e s .  We have  C o l o n e l  John  L a c k a s ,  
of the A r m y ,  a p e r m a n e n t  f a cu l t y  m e m b e r ,  who h a s  done  th is  w o r k  fo r  
t h r e e  y e a r s  and L i e u t e n a n t  Co lone l  W i l l i a m  McDona ld ,  of the A i r  F o r c e ,  
s t a t i o n e d  at H e a d q u a r t e r s ,  who is  b e g i n n i n g  th is  y e a r .  

Now t h e r e  a r e  a l w a y s  the 10 p e r c e n t  who do not  get  the w o r d .  You 
have  two p u b l i c a t i o n s  which  c o n t a i n  the r e q u i r e d  d a i l y  r e a d i n g .  T h e y  
a r e  P a m p h l e t ,  R-201 ,  " B a s i c  E c o n o m i c  ( R e f r e s h e r  N o t e s } , "  and what  
we c a l l  the B r o o k i n g s  T e x t - - " A n  I n t r o d u c t i o n  to E c o n o m i c  R e a s o n i n g .  " 

In add i t ion ,  e a c h  of you has  b e e n  fu~:nished a copy  of J a m e s '  
" P r i n c i p l e s  of E c o n o m i c s .  " Th i s  is a r e v i e w  type of book fo r  e x a m -  
ina t ion  p r e p a r a t i o n .  It con t a in s  m u c h  m a t e r i a l  that  i s  not in the 
r e q u i r e d  r e a d i n g .  So the two books  that  I have  exh ib i t ed  a r e  r e q u i r e d  
r e a d i n g .  The J a m e s  book is  s t r o n g l y  r e c o m m e n d e d  when  you a r e  
s o m e w h a t  doubtfu l  about  a point  be ing  r a i s e d .  In the J a m e s '  b o o k i n d e x  
you can u s u a l l y  find that  point  and thus  can  c h e c k  it .  

In y o u r  s tudy  r o o m s  a r e  a d d i t i o n a l  r e a d i n g  m a t e r i a l s  fo r  t h o s e  
who need  m o r e  ex t ended  r e a d i n g ,  fo r  those  who want  to do an e s p e c i a l l y  
good job.  F o r  t hose  of you who a r e  e n g i n e e r s  o r  who a r e  e n g i n e e r i n g -  
m i n d e d ,  r e a d  S a m u e l s o n  and do not r e a d  any  o t h e r  add i t i ona l  a u t h o r .  
T h o s e  of you who a r e  not  e n g i n e e r i n g - m i n d e d ,  r e a d  any th ing  but 
S a m u e l s o n .  



What a Knowledge  of E c o n o m i c s  
Will  Mean to You in the  lduture 

Not only wi l l  an u n d e r s t a n d i n g  of the  p r i n c i p l e s  of e c o n o m i c s  be 
of s e r v i c e  to you th roughou t  tl~is c o u r s e ;  it wi l l  undoub ted ly  p r o v e  to 
be of m u c h  l o n g e r  and l a s t i ng  v a l u e - - I  wi l l  v en tu r e  to say,  a l i f e t i m e  
value .  

One of the th ings  that  we s tudy  in  b a s i c  e c o n o m i c s  is the t h e o r y  
of w a g e s .  Al l  of us a r e  m u c h  i n t e r e s t e d  in our  r a t e  of pay and i t s  
con t inuous  a d j u s t m e n t .  Wage p r a c t i c e s  have  b e e n  s o m e w h a t  upse t  
of la te  y e a r s  by the ac t i ons  of l abo r  un ions .  But in the long r u n - - l e t  
m e  s a y  p a r e n t h e t i c a l l y  that  " the long run"  is  a t e r m  v e r y  d e a r  to 
e c o n o m i s t s ,  e s p e c i a l l y  when c o r n e r e d ;  they  wi l l  a sk  you, " A r e  you 
s p e a k i n g  of the long run  o r  the s h o r t  r u n ? "  and t h e y ' r e  s p e a k i n g  of 
the oppos i t e  one to what you a r e - - h o w e v e r ,  in the long run ,  wages  m u s t  
be paid to those  who e a r n  them;  and no one w i s h e s  to be s h o r t c h a n g e d .  

So, if a l l  p r o d u c t i o n  is in ba l ance ,  and ff the wage r a t e s  a r e  
c o r r e c t l y  ad ju s t ed ,  a l l  wages  wi l l  be jus t  su f f i c i en t  to pay fo r  a l l  goods  
p r o d u c e d .  But w o r k e r s  who m a k e  tanks  and m i l i t a r y  a i r p l a n e s ,  m i l i t a r y  
o r d n a n c e ,  and m i l i t a r y  gu idance  s y s t e m s  get  wages ;  but t h e i r  p roduc t  
is  not  exchanged  fo r  o t h e r  p r o d u c t s .  T h e i r  p r o d u c t i o n  goes  into a 
pool  fo r  m i l i t a r y  s t o r a g e  or  e v e n  d e s t r u c t i o n .  They,  t h e r e f o r e ,  m u s t  
bid a g a i n s t  o t h e r  w o r k e r s  whose  p r o d u c t s  a r e  exchanged  fo r  a s h a r e  of 
the c o n s u m e r  goods .  

To the ex ten t  that  t axes ,  paid by e v e r y o n e ,  ba l ance  the wages  of 
the m i l i t a r y  p r o d u c t i o n  w o r k e r s ,  t h e r e  is no d i f f icu l ty .  _And as  long 
as  the G o v e r n m e n t  b o r r o w s  any add i t i ona l  m o n e y  n e e d e d  f r o m  those  
who wish  to s ave ,  t h rough  the m e d i u m  of buying G o v e r n m e n t  bonds ,  
t h e r e  is  no inf la t ion .  But the m o m e n t  the G o v e r n m e n t  b o r r o w s  f r o m  
the c o m m e r c i a l  banks  by exchang ing  bonds  fo r  loans ,  that  m o m e n t  the 
m o n e t a r y  p r i n t i n g  p r e s s e s  have  s t a r t e d  to run.  The "quan t i ty  t h e o r y  
of m o n e y "  is  in o p e r a t i o n - - " T h e  value  of m o n e y  v a r i e s  i n v e r s e l y  wi th  
i ts  quant i ty .  " 

When m o n e y  is  i n c r e a s e d  in quan t i ty  without  a c o r r e s p o n d i n g  
i n c r e a s e  in the p r o d u c t i o n  of goods  and s e r v i c e s ,  the c o u r s e  of the 
g e n e r a l  p r i c e  l e v e l  can  only be upward .  This  is  what  our  e n e m i e s  
m e a n  when  they  s ay  they  wil l  f o r c e  us to spend o u r s e l v e s  into bank-  
rup t cy .  The long cold war ,  s i n c e  1947, has  b e e n  v e r y  c o s t l y  but 
p r o s p e r i t y  has  m a d e  it p o s s i b l e  to m e e t  t h e s e  d e f e n s e  c o s t s  wi thout  
de f i c i t  f inanc ing .  
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F u r t h e r  In f la t ion  

But t h e r e  is a n o t h e r  f e a t u r e  of ou r  e c o n o m y  that  m a n y  f ee l  is  
i n f l a t i o n a r y  in c h a r a c t e r .  It is  the E m p l o y m e n t  Act  of 1946. Th i s  
a c t ' s  s t a t ed  p u r p o s e s  a r e  to f o s t e r  f r e e  c o m p e t i t i v e  e n t e r p r i s e ;  
p r o m o t e  the g e n e r a l  w e l f a r e ,  so  as  to a f ford  u s e f u l  e m p l o y m e n t  
o p p o r t u n i t i e s ;  and to p r o m o t e  m a x i m u m  e m p l o y m e n t ,  m a x i m u m  p r o -  
duc t ion ,  and m a x i m u m  p u r c h a s i n g  p o w e r .  

Th i s  ac t  when  o r i g i n a l l y  p r o p o s e d  was  known as  the F u l l  E m p l o y -  
m e n t  Act ,  and c e r t a i n  p r e l i m i n a r y  d r a f t s  a r e  sa id  to have  con t a ined  
f e a t u r e s  which  would have  r e q u i r e d  the G o v e r n m e n t  to p r o v i d e  a job 
f o r  anyone  who a sked  fo r  it .  Such p r o v i s i o n s  would have  a u t o m a t i c a l l y  
bui l t  i n f l a t ion  into the e c o n o m y .  T h e s e  p r o v i s i o n s  w e r e  e l i m i n a t e d .  
But u n d e r  the ac t ,  as  it is w r i t t e n ,  e c o n o m i s t s  a r e  d iv ided  as  to w h e t h e r  
the p r o m o t i o n  of m a x i m u m  e m p l o y m e n t ,  m a x i m u m  p r o d u c t i o n ,  and 
m a x i m u m  p u r c h a s i n g  p o w e r  can  be c a r r i e d  out wi thout  a s low,  c r e e p i n g  
in f l a t i on  of p r i c e s  and c o n s e q u e n t l y  a l o w e r i n g  of the va lue  of the d o l l a r .  

Unt i l  r e c e n t l y ,  no th ing  had to be done to c a r r y  out the p r o v i s i o n s  
of the E m p l o y m e n t  Act .  P r o s p e r i t y  was r a m p a n t .  What of the f u t u r e ?  
One A d m i n i s t r a t i o n  could be m o r e  a s s i d u o u s  in a d m i n i s t e r i n g  th i s  ac t  
than  a n o t h e r .  At any  r a t e ,  you  wi l l  have  m a n y  a f u t u r e  o c c a s i o n  to 
p o n d e r  the va lue  of the d o l l a r s  that  c o m e  into y o u r  p o s s e s s i o n .  

P r o s p e c t s  for  D e f l a t i o n  

Another of our review topics is "business cycle theory. " Price 

levels can go down as well as up. We are in a recession now, and 

have been for 18 months. We had a recession in 1949-1950, but 

spending by the Government for Korean defense on a crash basis 

helped to turn the economy toward expansion once more. 

I have  h e r e  an e x c e l l e n t  s tudy  by the Na t iona l  P l a n n i n g  A s s o c i a t i o n  
ca l l ed  "The  E c o n o m y  of the A m e r i c a n  P e o p l e :  P r o g r e s s ,  P r o b l e m s ,  
P r o s p e c t s .  " I r e c o m m e n d  it to you m o s t  h e a r t i l y  and fo r  m a n y  r e a s o n s .  
But on page 140 we r e a d :  

"A d i s q u i e t i n g  q u e s t i o n  m a y  be l u r k i n g  in the mind  of the r e a d e r  
who has  fo l lowed us to th is  point .  He m a y  be conv inced  that  the 
A m e r i c a n  e c o n o m i c  s y s t e m  func t ions  we l l  today .  Why, then,  did it 
not p r o d u c e  the s a m e  r e s u l t  d u r i n g  the d e p r e s s i o n  of the 1930 ' s?  At 
that  t i m e ,  c e r t a i n  e c o n o m i s t s  w e r e  busy  exp l a in ing  why, u n d e r  the 
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c o n d i t i o n s  o f  A m e r i c a n  s o c i e t y ,  e c o n o m i c  s t a g n a t i o n  h a d  to  be  
e x p e c t e d .  In c o n t r a s t ,  t h e y  r e c e n t l y  h a v e  b e e n  e x p l a i n i n g  w h y  c o n -  
t i n u e d  p r o s p e r i t y  i s  a n  a l m o s t  i n n a t e  c h a r a c t e r i s t i c  of  t h e  A m e r i c a n  
e c o n o m y .  W h a t  a s s u r a n c e  i s  t h e r e  t h a t ,  o v e r n i g h t ,  A m e r i c a  m a y  n o t  
be  b a c k  in  a p e r i o d  of  s t a g n a t i o n ? "  

W e l l ,  t h e  a n s w e r ,  i n  t h i s  l i t t l e  b o o k l e t ,  and  t he  o n e  to  w h i c h  I 
s u b s c r i b e ,  i s  t h a t  o u r  s e r i e s  o f  b u i l t - i n  s t a b i l i z e r s  s h o u l d  p r e v e n t  
t o o  s e v e r e  a d e c l i n e .  Bu t  b e f o r e  I s p e a k  a b o u t  t h o s e  s t a b i l i z e r s ,  l e t  
m e  d o  s o m e t h i n g  e l s e .  

C h a r t  2, p a g e  1 2 . - - H e r e  we s e e  a c o m m o d i t y  p r i c e  i n d e x  c o v e r -  
i n g  o u r  m a j o r  w a r s .  It i s  t a k e n  f r o m  t h e  New Y o r k  T i m e s  and  e n d s  
a b o u t  t h e  y e a r  1955.  It s h o w s  t h a t  p r i c e s  go up t r e m e n d o u s l y  d u r i n g  
e v e r y  w a r ;  and  t h a t  f r o m  f ive  to  t e n  y e a r s  a f t e r  e a c h  w a r ,  e x c e p t i n g  
W o r l d  W a r  II, t h e y  c o m e  d o w n  a g a i n ,  o f t e n  to  t h e  b a s e  f r o m  w h i c h  t h e y  
s t a r t e d  to  go  up .  

E a c h  o n e  of  t h e s e  l i n e s  r e p r e s e n t s  o n e  of  o u r  m a j o r  w a r s .  T h e y  
a l l  s t a r t e d  f r o m  s o m e w h e r e  n e a r  t h i s  b a s e .  You  a l s o  s e e  t h a t  f r o m  
f i v e  to  t e n  y e a r s  a f t e r  e a c h  w a r  t h e y  c o m e  b a c k  a l m o s t  to  t h e  s t a r t i n g  
b a s e .  T h e  e x c e p t i o n  i s  W o r l d  W a r  II. You  n o t i c e  t h a t  p r i c e s  w e r e  
c o m i n g  d o w n  n i c e l y ,  w h e n  t he  K o r e a n  W a r  b r o k e  ou t .  T h e y  t h e n  r o s e  
to  a p o i n t  h i g h e r  t h a n  e v e r  and  h a v e  s t i l l  n o t  c o m e  d o w n .  In f a c t ,  t h e y  
h a v e  g o n e  u p .  

A t  t h e  p e a k  of  W o r l d  W a r  II t h e  i n d e x  r e a c h e d  a b o u t  170.  At  t h e  
t i m e  of  t h e  K o r e a n  o u t b r e a k  i t  h ad  d r o p p e d  to 151,  w h e r e u p o n  i t  w e n t  
up  h i g h e r  t h a n  e v e r - -  to  186 o r  1 8 7 - - a n d  had  d r o p p e d  b a c k  to 170 by  
1955 .  A n d ,  a s  I s a y ,  i t  s i n c e  h a s  g o n e  up a g a i n .  

Now,  t h i s  c h a r t  o r  g r a p h  i s  a n  e x c e l l e n t  i n d e x  of  p r i c e s  in  w a r -  
t i m e ,  and  I h a v e  c a u s e d  a c o p y  of  i t  to  be  p l a c e d  in  e a c h  of  y o u r  m a i l  
b o x e s  d u r i n g  t he  l a s t  h o u r .  You  m a y  w i s h  to  p r e s e r v e  i t  f o r  f u t u r e  
r e f e r e n c e .  

D o e s  t h i s  c h a r t  p r o p h e s y  c o n s i d e r a b l e  d e f l a t i o n  to  c o m e ?  My old  
m o t h e r  a l w a y s  to ld  m e  t h a t  no  one  i s  s o  b l i nd  a s  h e  w h o  w o n ' t  s e e .  H o w -  
e v e r ,  we h a v e  b u i l t  a w h o l e  s e r i e s  of  e c o n o m i c  s t a b i l i z e r s  i n to  o u r  
e c o n o m y ,  and  we f e e l  r a t h e r  c e r t a i n  t h a t  n o t h i n g  of  t h e  1 9 2 9 - 1 9 3 9  t y p e  
o f  d e p r e s s i o n  n e e d  o c c u r  a g a i n .  H o w e v e r ,  r e c e s s i o n  i s  s o m e t h i n g  e l s e .  
We h a v e  b e e n  in  a r e c e s s i o n  f o r  18 m o n t h s ,  and  a r e  a p p a r e n t l y  c o m i n g  
ou t  of  i t  and  w i t h o u t  m u c h  r e d u c t i o n  in  p r i c e s .  M u c h  wi l l  d e p e n d  on  t h e  
r e c e p t i o n  a c c o r d e d  by  t h e  p u b l i c  to  the  1959 a u t o m o b i l e s .  
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But let  us l i s t  the e c o n o m i c  s t a b i l i z e r s  that  a r e  bui l t  into the 
e c o n o m y .  I m a y  not have  al l  of t hem h e r e .  They  inc lude  u n e m p l o y -  
m e n t  p a y m e n t s ,  s o c i a l  s e c u r i t y  bene f i t s  to the old and the i n f i r m ,  
add i t i ona l  p e n s i o n  p a y m e n t s  bY i n d u s t r y ,  G o v e r n m e n t  g u a r a n t e e  of 
bank d e p o s i t s  and of d e p o s i t s  in bu i ld ing  and loan a s s o c i a t i o n s ,  sub-  
s i d i e s  to f a r m e r s ,  g u a r a n t e e d  m o r t g a g e s  on h o m e  loans ,  and the 
w i l l i n g n e s s  of the G o v e r n m e n t  to in i t i a t e  m a k e - w o r k  p r o g r a m s  to 
p r o v i d e  publ ic  e m p l o y m e n t  as p r i v a t e  e m p l o y m e n t  d r o p s  off. 

T i m e  Magaz ine  fo r  18 Augus t  1958 r e h e a r s e s  s o m e  of the s u g g e s -  
t ions  that  w e r e  m a d e  to o v e r c o m e  the c u r r e n t  r e c e s s i o n .  They  
inc luded  a tax cut r a n g i n g  a n y w h e r e  f r o m  $3 b i l l ion  to $10 bi l l ion,  
m a s s i v e  G o v e r n m e n t  i n t e r v e n t i o n  by tax cuts  and publ ic  works ,  r e p e a l  
to the 10 p e r c e n t  a u t o m o b i l e  e x c i s e  tax, and i n c r e a s e d  G o v e r n m e n t  
spend ing .  

The  a r t i c l e  goes  on to quote  the C h a i r m a n  of the P r e s i d e n t ' s  
Counc i l  of E c o n o m i c  A d v i s e r s ,  se t  up u n d e r  the E m p l o y m e n t  Act of 
1946, Raymond  Sau ln i e r ,  as  p l e a s e d  that  the e c o n o m y  can r igh t  i t s e l f  
without  m a s s i v e  G o v e r n m e n t  s p e n d i n g  o r  tax cu ts .  

Le t  us s e e  jus t  what was done  to r igh t  the e c o n o m y ,  a c c o r d i n g  to 
the a r t i c l e  quoted:  M i l i t a r y  p r o c u r e m e n t  s p e n d i n g  r o s e  f r o m  an annual  
r a t e  of $ 8 . 5  b i l l ion  in the th i rd  q u a r t e r  of 1957 to a r a t e  of m o r e  than  
$20 b i l l i on  in the  s e c o n d  q u a r t e r  of 1958. Equa l l y  i m p o r t a n t ,  c o n t r a c t  
l e t t i ng  was s p e e d e d  up. Hous ing  c o n s t r u c t i o n  was s t i m u l a t e d  t h rough  
c o n g r e s s i o n a l  a p p r o p r i a t i o n  of an e x t r a  $1 .9  b i l l i on  to the  G o v e r n m e n t  
l end ing  agency .  Most  i m p o r t a n t  was the  p r o v i s i o n  of an a v e r a g e  of 13 
weeks  e x t r a  u n e m p l o y m e n t  bene f i t s  fo r  t hose  who had  exhaus t ed  tb.eir 
r e g u l a r  b e n e f i t s .  M o r e  m o n e y  was put into h ighway  c o n s t r u c t i o n ;  the 
t r a n s p o r t a t i o n  tax on f r e i g h t  was e l i m i n a t e d ;  and you, the  m i l i t a r y ,  
and we, the  c iv i l  s e r v i c e ,  got a n i ce  pay  i n c r e a s e .  

T h e s e  he lp s ,  t o g e t h e r  with l e s s  tax r e c e i p t s  due to p o o r e r  business, 
caused  a $2 .8  b i l l i on  de f i c i t  in the Uni ted Sta tes  budget  fo r  the f i s c a l  
y e a r  jus t  c l o s e d ,  and the  p r o s p e c t  of a $12 b i l l ion  budget  de f i c i t  fo r  
next  y e a r .  The  T r e a s u r y  wi l l  have  to b o r r o w  th is  m o n e y ,  undoub ted ly  
f r o m  i n v e s t o r s  without  h~iving to r e s o r t  to c o m m e r c i a l  bank loans ,  but 
the to ta l  i n t e r e s t  p a y m e n t s  on the debt  wi l l  c e r t a i n l y  be i n c r e a s e d  by 
the  amoun t  of the i n t e r e s t  on the de f i c i t  f inanc ing .  

As we have  sa id ,  t h e s e  ac t i ons  a r e  s t a b i l i z e r s .  And they  s e e m  to 
work .  But an e c o n o m y  that  is  to g row m u s t  have  s o m e  add i t i ona l  
s t i m u l u s  than m e r e  s t a b i l i z a t i o n .  The s t i m u l u s  can  c o m e  f r o m  
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i n c r e a s e d  popula t ion;  from. new inven t i ons ;  f r o m  c h a n g e s  in t a s t e ,  
such  as the " s a c k "  in w o m e n ' s  d r e s s e s ;  o r  f r o m  i n c r e a s e d  s p e n d i n g  
fo r  d e f e n s e  and, of c o u r s e ,  s p e n d i n g  fo r  war .  

One f ina l  i t e m  and w e ' l l  t ake  a b r e a k .  The I n d u s t r i a l  C o l l e g e  
f inds  i t s e l f  c o n c e r n e d  da i ly ,  m o r e  and m o r e ,  with i n t e r n a t i o n a l  e c o -  
n o m i c  a f f a i r s .  It i s  p a r t  of the g rowing  " P a x  A m e r i c a n a ,  " long 
p r e d i c t e d ,  and now h e r e .  E v e r y  day  that  p a s s e s ,  the Uni ted  S ta te s  
f inds  i t s e l f  with m o r e  and new f o r e i g n  e c o n o m i c  p r o b l e m s .  You have  
h e a r d  the P r e s i d e n t  p r o p o s e  an e c o n o m i c  c o m m i s s i o n  fo r  the  N e a r  Eas t .  
You have  r e a d  of the p r o p o s a l s  of the State  D e p a r t m e n t  fo r  a l end ing  
a g e n c y  fo r  La t in  A m e r i c a .  You wi l l  have  a l e c t u r e  t o m o r r o w  on the 
t h e o r y  of f o r e i g n  t r a d e ,  and a n o t h e r  on next  T u e s d a y  on i n t e r n a t i o n a l  
e c o n o m i c  i n s t i t u t i o n s .  B e c a u s e  of the l i m i t  of t ime ,  n e i t h e r  i n t e r -  
n a t i o n a l  s p e a k e r  wil l  be able  to spend t i m e  on the n e w e r  E u r o p e a n  
c o m m u n i t i e s .  E u r o p e  is  m a k i n g  g r e a t  s t r i d e s  in he lp ing  h e r s e l f ,  with 
our  a s s i s t a n c e  in m a n y  c a s e s .  

C h a r t  3, page  1 5 . - - O n  th i s  c h a r t  you s e e  an ou t l ine  of the t h r e e  
E u r o p e a n  c o m m u n i t i e s .  They  a r e  the Coal  and S tee l  C o m m u n i t y ,  in 
f o r c e  in 1952; the E u r o p e a n  E c o n o m i c  C o m m u n i t y  ( C o m m o n  Market)," 
in f o r c e  only  s i n c e  1 J a n u a r y  1958; and the E u r o p e a n  A t o m i c  E n e r g y  
C o m m u n i t y  ( E u r a t o m ) ,  a l so  in f o r c e  1 J a n u a r y  1958. 

It should  be noted  that  t he se  t h r e e  c o m m u n i t i e s  have  the s a m e  
m e m b e r s h i p - - B e n e l u x ,  F r a n c e ,  G e r m a n y ,  and I taly.  The c r i s s - c r o s s  
l i ne s  i n d i c a t e  the m a n n e r  in which the A s s e m b l y ,  the Counc i l  of Min-  
i s t e r s ,  and the Cour t  of J u s t i c e  s e r v e  a l l  t h r e e  E u r o p e a n  C o m m u n i t i e s .  

On the f i r s t  of next  J a n u a r y  the E c o n o m i c  C o m m u n i t y ,  c o m p o s e d  
of t h e s e  s ix  c o u n t r i e s ,  wi l l  l o w e r  c o m m o n  t a r i f f  b a r r i e r s  by 10 p e r c e n t ;  
and it p r o p o s e s  to e l i m i n a t e  t h e m  e n t i r e l y  o v e r  the next  12 y e a r s .  
What wi l l  th i s  do to the t r a d e  of the United K ingdom i t s e l f ?  Wil l  she  be 
f o r c e d  to jo in  up? What wi l l  th is  change  in  t a r i f f s  and t r a d e  b a r r i e r s  
do in f o r c i n g  r e a r r a n g e m e n t s  of the f o r e i g n  t r a d e  of the Uni ted S t a t e s ?  
T h e s e  a r e  v e r y  i n t e r e s t i n g  and m o s t  i m p o r t a n t  q u e s t i o n s .  Th i s  wi l l  
g ive  you food fo r  fu tu re  thought  in the f ie ld  of e c o n o m i c S .  You wi l l  
find a copy of th is  c h a r t  in y o u r  m a i l  boxes .  On the r e v e r s e  s ide  t h e r e  
i s  m u c h  i m p o r t a n t  s t a t i s t i c a l  m a t e r i a l .  

Thank  you v e r y  m u c h .  

C O L O N E L  SILLS: Dr .  K r e s s  is  now r e a d y  for  your  q u e s t i o n s .  
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QUESTION: D r .  K r e s s ,  you  told us  of  s o m e  w a y s  a n d m e a n s  
to p r e v e n t  d e p r e s s i o n .  What  p r o c e d u r e s  and t e c h n i q u e s  h a v e  b e e n  
used  to p r e v e n t  i n f l a t i on  of p r i c e s  ? 

DR.  KRESS:  The  F e d e r a l  R e s e r v e  B o a r d ,  as  you r e m e m b e r ,  
a f e w - l n o n t h s  ago went  into a t i g h t - m o n e y  po l i cy .  S o m e  have  sa id  th i s  
v e r y  a c t i o n  b r o u g h t  on a s l o w - d o w n .  The  F e d e r a l  R e s e r v e  B o a r d  i t s e l f  
is  a w a r e  of th i s  c r i t i c i s m  and has  sa id :  "We do not  th ink  that  we 
b r ough t  on a r e c e s s i o n .  We had no c h o i c e  but to b r e a k  the  i n f l a t i on  
and t ake  the c o n s e q u e n c e s .  " As I sa id  a m o m e n t  ago,  t h r e e  of t h e  
twe lve  F e d e r a l  R e s e r v e  banks  have  i n c r e a s e d  the  r e d i s c o u n t  r a t e  in  
the l a s t  two w e e k s  f r o m  one and t h r e e - f o u r t h s  to 2 p e r c e n t ,  Th i s  i s  a 
s t ep  t o w a r d  f igh t ing  in f l a t ion .  To a n s w e r  you  m o r e  s p e c i f i c a l l y ,  we 
have  had v e r y  l i t t l e  e x p e r i e n c e ,  e x c e p t  t h r o u g h  the  m o n e t a r y  p o l i c i e s ,  
wi th  f igh t ing  in f l a t i on .  

S T U D E N T :  M a y  I a s k  one  m o r e 7  My q u e s t i o n  was  in r e g a r d  to 
the c o n t r o l  of p r i c e s  as  a f f e c t i n g  wage  e a r n e r s .  A r e  t h e r e  any  o t h e r  
m e t h o d s  o r  p r o c e d u r e s  in  the r e s e a r c h  s t a g e ,  s u c h  as  l a b o r - r e g u l a t e d  
p r i c e s ,  a d m i n i s t e r e d  p r i c e s  by i n d u s t r y ,  o r  c o n t r o l l e d  p r i c e s ?  As  
we have  s e e n  d u r i n g  th is  r e c e n t  r e c e s s i o n ,  p r i c e s  don ' t  tend to go 
down s i m p l y  b e c a u s e  a lot  of peop le  a r e  u n e m p l o y e d .  A r e  t h e s e  t e c h -  
n i q u e s  u n d e r  d e v e l o p m e n t ?  Wi l l  the G o v e r n m e n t  t ake  m o r e  r i g i d  
c o n t r o l ,  as  you s u g g e s t e d  it m i g h t ?  

DR.  KRESS:  The  C o m m i t t e e  fo r  E c o n o m i c  D e f e n s e ,  wh ich  was  
f o r m e d  in  1940 o r  1941, b e f o r e  Wor ld  W a r  H got s t a r t e d ,  i s  a c o m -  
m i t t e e  of b u s i n e s s m e n .  It ha s  m a d e  a whole  s e r i e s  of s t u d i e s  on the 
c u r r e n t  p r o b l e m s  and t h e y  a r e  e x c e l l e n t  o n e s .  

It was  p r o p o s e d  at the b e g i n n i n g  of the s e s s i o n  of C o n g r e s s  j u s t  
c l o s e d  tha t  the G o v e r n m e n t  i n i t i a t e  a m o n e t a r y  s tudy  on a w o r l d w i d e  
b a s i s ,  b e c a u s e  we h a v e n ' t  had one s i n c e  the one  o f  1907 to 1912, 
out of wh ich  we got the  F e d e r a l  R e s e r v e  S y s t e m .  But a g r e a t  d e a l  
ha s  happened  s i n c e  1912 in th i s  w o r l d  and a g r e a t  d e a l  ha s  h a p p e n e d  
in  the A m e r i c a n  p o s i t i o n .  I do th ink  we n e e d  s u c h  a m o n e t a r y  s tudy  
v e r y  bad ly .  The  C o n g r e s s  c o u l d n ' t  a g r e e  on who should  be on the 
c o m m i s s i o n ;  so they  le t  it a lone .  The  CED a n n o u n c e d  the r e c e i p t  of 
s o m e  e x t r a  m o n e y  fo r  th i s  th ing and has  i n i t i a t ed  a new m o n e t a r y  
s t udy .  I th ink s o m e t h i n g  w o r t h  whi le  wi l l  c o m e  of it .  It u n d o u b t e d l y  
wi l l  touch  on that  wage  q u e s t i o n .  

QUESTION:  D r .  K r e s s ,  What  i s  the r e a s o n i n g  by i n d u s t r y  and 
b u s i n e s s  in m a i n t a i n i n g  the p r e s e n t  l e v e l  of p r i c e s  ? 
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DR. KRESS: The law of supp ly  and d e m a n d  is  o p e r a t i n g  h e r e  
w i t h o u t  a q u e s t i o n  of doubt.  The only  t roub le  i s ,  t h e r e  have  been  big 
i n v e n t o r i e s  on hand and the peop l e  who own those  i n v e n t o r i e s  paid fo r  
t h e m  at c e r t a i n  p r i c e s .  T h e y  c a n ' t  a f ford  to r e d u c e  the p r i c e s  on t h e m  
v e r y  m u c h  without  t ak ing  a loss , ,  and t h e y ' r e  not in su f f i c i en t  d i f f i cu l ty  
ye t  to have  to take  that  l o s s .  

Now, o v e r  t i m e  they  wi l l  t ake  s u c h  a l o s s .  Wages  wi l l  get  r e d u c e d  
if the r e c e s s i o n  con t i nues ,  which  I don ' t  th ink  it will ,  and p r i c e s  wi l l  
ad jus t .  T h e r e  jus t  h a s n ' t  b e e n  su f f i c i en t  t i m e  fo r  a r e a d j u s t m e n t  of the  
p r i c e  l e v e l .  But t h e r e ' s  no way to p r e v e n t  it in a r e a l  d o w n - t u r n .  

Now, on the o t h e r  hand,  p s y c h o l o g i c a l l y ,  b u s i n e s s m e n  t r y  to 
m a i n t a i n  the p r i c e  l e v e l ,  b e c a u s e  if t hey  can  avoid hav ing  to r e d u c e  it ,  
t hey  d o n ' t  have  the g r e a t  p r o b l e m  of b r i n g i n g  it  back  up aga in  to what  
they  m i g h t  c o n s i d e r  a s a t i s f a c t o r y  l e v e l .  

The way we e c o n o m i s t s  s a y  it  i s  that  p r i c e s  a r e  " s t i c k y " .  But 
t hey  a r e  not  f i r m ,  in  the long run .  T h e y  wil l  m o v e .  T h e y  wi l l  change .  
It t a k e s  a l i t t l e  m o r e  t i m e  than  we h a v e  had.  

QUESTION: Do you th ink we can  e v e r  look f o r w a r d  to a r e d u c t i o n  
in the p r i c e  index  f o r  c o m m o d i t i e s 7  

DR. KRESS: When you s a y  " c o m m o d i t i e s ,  " what  do you m e a n 7  
T h a t ' s  a t e c h n i c a l  word .  Ac tua l ly ,  wor ld  c o m m o d i t i e s  a r e  down in  
p r i c e  v e r y  m u c h  now. In fact ,  t h e y ' r e  d i s g r a c e f u l l y  low as  f a r  as  the  
p r o d u c e r ' s  of t hose  th ings  a r e  c o n c e r n e d .  

QUESTION: You b r i e f l y  touched  upon e x c i s e  t axes  with r e s p e c t  
to a u t o m o b i l e s .  I b e l i e v e  the a u t o m o b i l e  i n d u s t r y  p r o b a b l y  used  the  
r e c e s s i o n  as  a m e a n s  to t r y  to push  the r e p e a l  of the  e x c i s e  tax on  
a u t o m o b i l e s .  I don ' t  know what the  d o l l a r  vo lume  would be; but w h e n  
i t ' s  b r o k e n  down on a p e r  cap i t a  ba s i s ,  it p r o b a b l y  d o e s n ' t  amoun t  to 
an  awful  lot p e r  head .  Do you f e e l  that  s o m e t h i n g  of that  n a t u r e  would 
r e a l l y  be a s t i m u l a n t  toward  boos t i ng  s a l e s  of a u t o m o b i l e s ?  

DR. KRESS: What I had in m i n d - - a n d  t h a t ' s  s p e c i f i c  t o o - - w a s  
that  the  e x c i s e  tax i s  10 p e r c e n t  on the b a s i c  p r i c e  of an a u t o m o b i l e ,  
wh ich  m e a n s  that  i t ' s  r ough ly  $200 on any c a r  that  you buy. The 
r e c e s s i o n  b e g a n  with the  a u t o m o b i l e  i n d u s t r y .  T h a t ' s  w h e r e  it s t i l l  is .  
Many say  we had an oppor tun i ty ,  at not m u c h  cos t ,  of f ind ing  out w h e t h e r  
a r e d u c t i o n  of $200 in  the  p r i c e  of an a v e r a g e  c a r  would s t i m u l a t e  
buying .  We d i d n ' t  t ake  that  oppor tun i ty .  
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QUESTION: I h e a r d  an e c o n o m i s t  m a k e  an o b s e r v a t i o n  that  t h e r e  
is  too m u c h  t o - d o  about  the n a t i o n a l  debt;  that  the e c o n o m y  could  p r o b -  
ab ly  s u p p o r t  a n a t i o n a l  deb t  t h r e e  o r  fou r  t i m e s  as  h igh as  it is  now.  
Is t h e r e  a p r o f e s s i o n a l  c o n s e n s u s  a m o n g  e c o n o m i s t s  as  to the l i m i t s  
of the n a t i o n a l  d e b t ?  

DR.  KRESS: Yes .  As f a r  as  the e c o n o m i s t s  a r e  c o n c e r n e d ,  wi th  
p e r h a p s  the New Eng land  mind  e x c e p t e d ,  as  long as that  debt  r i s e s  out 
of the o r d i n a r y  p r o c e s s i n g  of t h ings ,  i t s  not going to get  out of hand .  

Now, what  is  u s u a l l y  sa id  is  that  the n a t i o n a l  deb t  m u s t  be r e d u c e d .  
But,  who wants  it pald ? Suppose  the debt  w e r e  to be paid off t o m o r r o w  
m o r n i n g .  You own s o m e  p a r t  of it .  You 've  got s o m e  G o v e r n m e n t  bonds  
a r o u n d .  You 'd  have  to t u r n  t h e m  in in excl~ange fo r  m o n e y ,  wou ldn ' t  
y o u ?  What would you do with the m o n e y ?  

Wel l ,  I s u p p o s e  you 'd  go to the s t o c k  m a r k e t ;  as  would m a n y  o t h e r s .  
The  law of supp ly  and d e m a n d  would o p e r a t e  t h e r e  too.  P r i c e s  would 
go up so fas t  that  it would m a k e  y o u r  head  s w i m .  So that  what  s t o c k s  
you  got wou ldn ' t  be wor th  as  m u c h  at a l a t e r  t i m e ,  a f t e r  th ings  s e t t l e d  
down. 

You a r e  now p e r f e c t l y  con ten t  to keep  those  bonds  in y o u r  lock  box. 
Y o u ' r e  p e r f e c t l y  con ten t  to wi l l  t h e m  to y o u r  c h i l d r e n .  W h e r e  would you  
i n v e s t  the m o n e y  tha t  you now have  i n v e s t e d  in the d e b t ?  E v e r y b o d y ' s  
debt  i s  s o m e b o d y  e l s e ' s  i n v e s t m e n t .  Th i s  i s  not  to e n c o u r a g e  the 
f o r m a t i o n  of deb t .  The p r e s e n t  n a t i o n a l  debt  a r o s e  out of cond i t i ons  
beyond c o n t r o l .  

QUESTION:  I b e l i e v e  that  Ch ina ,  which  had s o m e  in f l a t ion  d u r i n g  
and a f t e r  the wa r ,  ha s  m o r e  r e c e n t l y  had a f a i r l y  s t a b l e  p r i c e  l e v e l .  
At the s a m e  t i m e  t h e y  have  had fu l l  e m p l o y m e n t  and an expand ing  e c o n -  
omy .  Is it not p o s s i b l e  that  we in o u r  A m e r i c a n  s o c i e t y  can  a l s o  have  
ful l  e m p l o y m e n t  and an expand ing  e c o n o m y ,  an expand ing  p r o d u c t i v e  
c a p a c i t y  wi thout  i n f l a t i o n ?  Must  we have  in f l a t ion  w h e r e  they  have  p r i c e  

s t a b i l i t y  ? 

DR. KRESS: T h e r e  aga in  w e ' v e  got s e v e r a l  th ings  to c o n s i d e r .  

N a t i o n a l i s t  Ch ina  showed l i t t l e  ab i l i ty  to c o n t r o l  the p r i c e  l e v e l .  
The  C o m m u n i s t s  c a m e  in and they  a u r e d  that  t r o u b l e  r igh t  qu ick .  But 
it was  a d r a s t i c  kind of so lu t i on  they  app l i ed .  I don ' t  th ink we can  apply  
that  kind of so lu t i on  in th is  c o u n t r y  u n l e s s  we change  ou r  f o r m  of 
g o v e r n m e n t  c o n s i d e r a b l y .  
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QUESTION: I f ind it d i f f i cu l t  to r a t i o n a l i z e  the fac t  that  we have  
b e e n  in a r e c e s s i o n  and a r e  St i l l  not c o m p l e t e l y  out of it and at  the 
s a m e  t i m e  we have  h i d  c r e e p i n g  i n f l a t i o n .  It has  not  d i s a p p e a r e d .  
To m y  mind  in the l o n e : r u n  t h e s e  two p h e n o m e n a  a p p e a r  to be 
m u t u a l l y  i n c o m p a t i b l e .  >Would you c a r e  to c o m m e n t  on that  ? 

DR. KRESS: T h e y ' a r e  m o d e r n  p h e n o m e n a  that  have  not  b e e n  
e x p e r i e n c e d  b e f o r e .  T h a t ' s  what  m a k e s  t h e m  so  d i f f i cu l t  to even  t a lk  
about ,  le t  a lone  do any th ing  about .  Th i s  is a new e x p e r i e n c e .  W e ' v e  
n e v e r  b e e n  t h r o u g h  th is  thing b e f o r e .  

W e ' r e  j u s t  f e e l i n g  o u r  way.  The  F e d e r a l  R e s e r v e  banks  a r e  push ing  
the r e d i s c o u n t  r a t e s  up. T h e y  can  push  t h e m  up a long way b e f o r e  we 
ge t  t ight  m o n e y .  But the p r o c e s s  i s  s t a r t i n g  in that  d i r e c t i o n  once  m o r e .  

QUESTION:  B a c k  about  s ix  m o n t h s  ago I r e a d  an a d v e r t i s e m e n t  
by one of the r a i l r o a d  c o m p a n i e s - - I  b e l i e v e  it was  the C h e s a p e a k e  and 
O h i o - - w h i c h  sa id  that  the c a u s e  of the p r e s e n t  d e p r e s s i o n  is  the fac t  
that  e a c h  of us is s p e n d i n g  47 c e n t s  l e s s  a day  than  we did at the p r e -  
v ious  peak  in the e c o n o m y .  Tha t  m a d e  no s e n s e  w h a t s o e v e r  to m e .  
Could t h e r e  have  b e e n  any  t r u t h  in that  ? 

DR. KRESS: Yes .  Sav ings  have  g o n e  up at an annua l  r a t e  of about  
$5 b i l l i on  o r  m o r e .  P e o p l e  a r e  j u s t  pu t t ing  t h e i r  m o n e y  in the bank and 
l e a v i n g  it t h e r e .  

QUESTION: T h e r e ' s  b e e n  a g r e a t  c h a n g e  in the l a s t  20 y e a r s  
f r o m  the c a s h - a n d - c a r r y  b a s i s  f o r  c o n s u m e r s  to c r e d i t .  I no t i c e  that  
in a lot  of the s t o r e s  a round  h e r e  they  want  to s e l l  on a budge t  a c c o u n t .  
Would you c o m m e n t  as  to what  p o s s i b l e  e f fec t  that  m a y  have  had on th i s  
r e c e s s i o n ?  Is it  tha t  we have  r e a c h e d  the s a t u r a t i o n  point  on c r e d i t  
fo r  c o n s u m e r s  ? 

DR. KRESS: Let  m e  r e v e r s e  that  a bi t .  I have  long b e e n  a 
p r o p o n e n t  of p e r m i t t i n g  c o n s u m e r  buy ing  on the i n s t a l l m e n t  p lan .  I 
th ink t h a t ' s  the on ly  way we e v e r  got the  s t a n d a r d  of l iv ing  up for  the 
a v e r a g e  p e r s o n  in the Uni ted  S t a t e s .  Ac tua l l y ,  i n s t a l l m e n t  c r e d i t  has  
f a l l e n  off a l i t t l e  d u r i n g  t h e s e  l a s t  18 m o n t h s ,  b e c a u s e  peop le  have  not  
c h o s e n  to go into new debt .  

QUESTION: It s e e m s  to m e  that  in the pas t  t h e r e ' s  b e e n  a g r e a t e r  
m a k i n g  of the e c o n o m i c  and p o l i t i c a l  d e c i s i o n s  in one body.  To what  
ex ten t  do you think e c o n o m i c  d e c i s i o n s  a r e  m a d e  c o n t r a r y  to pu re  
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e c o n o m i c  be l i e f s  fo r  p o l i t i c a l  r e a s o n s ?  In o t h e r  words ,  how f a r  do 
you th ink an e c o n o m i s t  m a y  be f o r c e d  into doing th ings  that  he d o e s n ' t  
b e l i e v e  a r e  good fo r  the e c o n o m y  b e c a u s e  the p o l i t i c a l  p o w e r  voted 
that  way ? 

DR. KRESS: Without  going into a long d i s c u s s i o n  of p o l i t i c a l  
t h e o r y ,  on which I have  no c l a i m s  to be ing  an e x p e r t ,  which I would 
r a t h e r  not do, and which  the  c l o c k  won ' t  a l low,  I th ink  that  b a s i c a l l y  
what  y o u ' r e  s a y i n g  is  that ,  in th is  c o u n t r y  at l e a s t ,  we a r e  m o r e  and 
m o r e  l iv ing  in u r b a n  s i t u a t i o n s .  None of us  can  go back to the f a r m  
v e r y  e a s i l y .  We have  t aken  a lot of peop le  off the f a r m .  E v e n  those  
who a r e  l iv ing  on the  land a r e  of ten  work ing  in  a f a c t o r y  s o m e w h e r e .  
P e o p l e  have  to eat  t h r e e  t i m e s  a day,  and those  f a c t o r y  w h i s t l e s ,  one  
way o r  a n o t h e r ,  have  go t to  be kept  blowing.  You jus t  c a n ' t  t i gh t en  y o u r  
bel t  and go back  to the land.  

QUESTION: T h i s  q u e s t i o n  goes  back  to i n s t a l l m e n t  c r e d i t  buy ing  and 
an i n t e r e s t i n g  s i t u a t i o n  that  I have  no t i ced  but h a v e n ' t  any a n s w e r  fo r .  
At the s a m e  t i m e  that  our  whole  s y s t e m  and e c o n o m y  of buying,  p a r t i c -  
u l a r l y  fo r  i nd iv idua l s  wants  in t e r m s  of what  we need  has  gone m o r e  
and m o r e  in to  i n s t a l l m e n t  buying  in the one a r e a  of food, it has  gone 
in  d i r e c t l y  the oppos i t e  d i r e c t i o n .  In the  old days  t h e r e  was  the s t o r e  
and c r e d i t .  Now i t ' s  the s u p e r m a r k e t  and e v e r y t h i n g  fo r  cash .  Does  
the e c o n o m i s t  have  an a n s w e r  fo r  t ha t ?  Does  it m a k e  a r e a l  d i f f e r e n c e  
in the s t a tu s  of ou r  e c o n o m y ?  

DR. KRESS: I 've  c o n j u r e d  about that  a good dea l .  My d o c t o r a l  
d i s s e r t a t i o n  was on the c o o p e r a t i v e  m o v e m e n t .  As  you m a y  know, 
S e c r e t a r y  B e n s o n  told the f a r m e r s  today that  t hey  should  expand t h e i r  
c o o p e r a t i v e s .  But the c i ty  c o o p e r a t i v e ,  the  s t o r e  c o o p e r a t i v e ,  which  
s u p p o s e d l y  was the  b a s i s  for  the  whole  c o o p e r a t i v e  s y s t e m ,  i s  p r a c -  
t i c a l l y  out of e x i s t e n c e .  T h e r e  a r e  four  s t o r e s  in town h e r e  now, and 
t h e y ' r e  kept  up only  by i d e a l i s t s .  T h e y ' r e  d e d i c a t e d  men .  Well ,  t h a t ' s  
f ine ,  b e c a u s e  t h e y ' r e  t h e r e  watch ing .  The m o m e n t  the cha ins  get  
a r b i t r a r y  and s t a r t  puttL-_g p r i c e s  up, t h e y ' r e  t h e r e  to b r ing  t h e m  back  
down again .  

So the  a n s w e r ,  as f a r  as  I s e e  it ,  is  that  m a x i m u m  e f f i c i e n c y  has  
a l r e a d y  a r r i v e d  in the  g r o c e r y  s t o r e ,  and t h e r e ' s  l i t t l e  m o r e  to be done .  
When the  big cha ins  a p p a r e n t l y  had e v e r y t h i n g  s e w e d  up, the i ndependen t  
c h a in s ,  the s u p e r m a r k e t s ,  c a m e  in and t w i s t e d  t h e i r  t a i l s .  E f f i c i e n c y  
is  the wa t chword .  The c h e a p e s t  way to get  y o u r  food is  to pay cash  in a 
big m a r k e t  l ike  that .  Y o u ' r e  jus t  about ge t t ing  it as  cheap  as y o u ' r e  
going to, e v e n  though the f a r m e r  m a y  not be qui te  conv inced  of that .  
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C O L O N E L  SILLS: Dr .  K r e s s ,  I th ink,  judg ing  f r o m  the n a t u r e  
and the n u m b e r  of the q u e s t i o n s  h e r e  th i s  m o r n i n g ,  we can  a n t i c i p a t e  
a v e r y  i n t e r e s t i n g  s e s s i o n  on e c o n o m i c s .  Thank you v e r y  m u c h .  

(i0 Oct. 1958--4,  2 2 5 ) B / b b n : m a s  
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