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C O L O N E L  P O R T E R :  A d m i r a l  C l a r k ,  G e n t l e m e n :  Good a f t e r n o o n ,  
and  w e l c o m e  to Unit  VH, E c o n o m i c  S t a b i l i z a t i o n .  I wan t  to s a y  at  the 
b e g i n n i n g  that  I c o n s i d e r  i t  to be  an  h o n o r  and a p r i v i l e g e  to be  p e r m i t -  
t ed  to s p e a k  to th i s  f i ne  g roup  of o u t s t a n d i n g  m e n  who a r e  r e a l l y  go ing  
p l a c e s - - p l a c e s  l i k e  K o r e a ,  V i e t n a m ,  and the  P e n t a g o n .  

T h i s  t a lk  today  on " E c o n o m i c  S t a b i l i z a t i o n  in  the M o d e r n  W o r l d "  
o p e n s  o u r  s t u d y  of Unit  VH, w h i c h  wi l l  be  c o n d u c t e d  c o n c u r r e n t l y  wi th  
the  un i t  on P u b l i c  S e r v i c e s .  We m i g h t  t e r m  th i s  t a lk  a p r e v i e w  of c o m -  
ing  a t t r a c t i o n s ,  s i n c e  i t  i s  a g l i m p s e  at  s o m e  of the m o r e  s i g n i f i c a n t  
a r e a s  w h i c h  we wi l l  s t udy  in g r e a t e r  d e t a i l  d u r i n g  the  nex t  m o n t h .  

T h e  c h a r t  on the e a s e l  s e t s  f o r t h  the o u t l i n e  of m y  p r e s e n -  
ta t iol , .  

A. Economic Controls. 

B, S t a b i l i z a t i o n  in W a r t i m e .  

C.  C u r r e n t  A m e r i c a n  Scene .  

D. I n t e r n a t i o n a l  E c o n o m i c  S t a b i l i z a t i o n ,  

I p r o p o s e  to de f ine  e c o n o m i c  s t a b i l i z a t i o n  and  d i s c u s s  the n e e d  f o r  and 
n a t u r e  of e c o n o m i c  s t a b i l i z a t i o n  c o n t r o l  m e a s u r e s .  T h e n  we wi l l  h a v e  
a look  at  p a s t  and p r o s p e c t i v e  A m e r i c a n  e c o n o m i c  s t a b i l i z a t i o n  p r o b -  
l e m s  in t i m e s  of a c t u a l  h o s t i l i t i e s ,  w h i c h  w i l l  be  f o l l o w e d  by a f ew  c o m -  
m e n t s  on the s t a b i l i z a t i o n  p r o b l e m s  f a c i n g  A m e r i c a  c u r r e n t l y .  A f t e r  
that  we  wi l l  t ake  a b r i e f  g l i m p s e  of s o m e  of the  c o m p l e x  i n t e r n a t i o n a l  
e c o n o m i c  s t a b i l i z a t i o n  p r o b l e m s  w h i c h  f a c e  the Un i t ed  S t a t e s  and  the  
f r i e n d l y  c o u n t r i e s  of the w o r l d  today .  We wi l l  not have  t i m e  f o r  a 
q u e s t i o n  p e r i o d  f o l l o w i n g  th is  ta lk ,  b e c a u s e  we  wi l l  hold o r i e n t a t i o n  
c o n f e r e n c e s  d u r i n g  the l a t t e r  p a r t  of the p e r i o d .  P l e a s e  a s s e m b l e  in  
y o u r  c o n f e r e n c e  r o o m s  i0  m i n u t e s  a f t e r  the c l o s e  of th is  ta lk .  T h e  
r o o m s  a r e  the s a m e  o n e s  you  have  f o r  P u b l i c  S e r v i c e s  and  a r e  l i s t e d  
in  y o u r  c u r r i c u l u m  b o o k s .  S ince  I have  no c h a n c e  to de f end  m y s e l f  in 
a q u e s t i o n  p e r i o d ,  I ' l l  be  p l e a s e d  and f l a t t e r e d  if any  of you  c a r e  to s e e  
m e  l a t e r  to d i s c u s s  o r  c l a r i f y  any  of m y  p o i n t s  o r  to c h a l l e n g e  any  of 
m y  s t a t e m e n t s .  
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In the O r i e n t a t i o n  Unit  l a s t  Augus t  and S e p t e m b e r ,  we r e v i e w e d  
g e n e r a l  e c o n o m i c  p r i n c i p l e s  and t h e o r y .  In Unit  VII we wi l l  s tudy  
the a p p l i c a t i o n  of e c o n o m i c  p r i n c i p l e s  to the n a t i o n a l  and i n t e r n a -  
t iona l  e c o n o m i c  s t a b i l i z a t i o n  p r o b l e m s  of the  day.  Some  a s p e c t s  
of the s u b j e c t  a r e  qu i te  c o n t r o v e r s i a l ,  as  you know. In t h e s e  c a s e s  
we i n v i t e  you to r e a d ,  to l i s t e n ,  to s tudy,  to th ink about  t h e s e  m a t -  
t e r s ,  to d i s c u s s  t h e m ,  and then  to f o r m  y o u r  own c o n c l u s i o n s .  

L e t ' s  t u r n  now to topic  A - - E c o n o m i c  S t a b i l i z a t i o n  C o n t r o l  M e a s -  
u r e s .  The  s tudy  of any s u b j e c t  shou ld  b e g i n  wi th  i t s  de f in i t ion .  I was  
r a t h e r  s u r p r i s e d  to f ind  that  I was  unab le  to l o c a t e  a de f in i t i on  of th i s  
s u b j e c t ,  E c o n o m i c  S tab i l i za t ion ,  about  w h i c h  we a l l  h e a r  and r e a d  so 
m u c h .  So, a f t e r  c o n s u l t i n g  W e b s t e r  f o r  h i s  s c h o l a r l y  de f in i t i on  of 
e a c h  of the  two w o r d s  s e p a r a t e l y ,  I have  m a d e  up m y  own de f in i t ion ,  

and  h e r e  i t  i s :  

C h a r t  1, page  4 . - - E c o n o m i a  S t a b i l i z a t i o n - - T h o s e  a c t i o n s  t aken  
by  a g o v e r n m e n t  o r  a c o m m u n i t y ,  a l o n e  or  in con junc t ion  wi th  o t h e r  
g o v e r n m e n t s  o r  c o m m u n i t i e s ,  wh ich  tend  to p r e v e n t  or  r e d u c e  ex-  
c e s s i v e  o r  u n n e c e s s a r y  f l u c t u a t i o n s  in  the  c o n d i t i o n s  affecthxg the 
p r o d u c t i o n ,  d i s t r i b u t i o n ,  and  c o n s u m p t i o n  of wea l th .  

E c o n o m i c  s t a b i l i z a t i o n  does  not  conno te  e c o n o m i c  r i g i d i t y  but  
i t  does  i n f e r  the a b s e n c e  of v io l en t  or  u n n e c e s s a r y  d i s t u r b a n c e s  to 
e c o n o m i c  e q u i l i b r i u m .  S tab i l i ty  does  not  i m p l y  the  a r r e s t  of a de -  
s i r a b l e  p r o c e s s  of change ,  no r  d o e s  i t  i n f e r  a s t a t i c  s i t ua t ion .  It 
d o e s  r e q u i r e ,  h o w e v e r ,  that  c h a n g e s  in  e c o n o m i c  cond i t i ons  be  g r a d -  
ua l  and o r d e r l y ,  in o r d e r  that  we m a y  a d j u s t  to t h e m  wi thout  undue  
so c i a l ,  p o l i t i c a l ,  o r  e c o n o m i c  d i s t r e s s .  

Now, a s s u m i n g  that  we a c c e p t  th i s  de f in i t i on  of e c o n o m i c  s t a b i -  
l i z a t i o n  and e c o n o m i c  s t ab i l i t y ,  we m a y  ask :  Why do we n e e d  o r  d e -  
s i r e  e c o n o m i c  c o n t r o l s  to m a i n t a i n  s t a b i l i t y ?  

L o o k i n g  f i r s t  a t  the s i t u a t i o n  in t i m e s  of ac tua l  conf l i c t ,  our  c o u n -  
t r y  has  found in  a l l  of ou r  w a r s  that  t h e r e  e x i s t s  a s t r o n g  p o s t - M - D a y  
t e n d e n c y  f o r  p r i c e s  to get  out of hand,  fo r  s h o r t a g e s  to deve lop ,  and 
fo r  p r o d u c t i o n  m a t e r i a l s ,  f i n i s h e d  goods ,  and l a b o r  to be d i v e r t e d  to 
u s e s  which  do not p a r t i c u l a r l y  f u r t h e r  the w inn ing  of the w a r .  E f f e c -  
t ive  c o n t r o l s  a r e  i m p e r a t i v e  to r e s t r a i n  u n e s s e n t i a l  consumpt ion~  to 
r e d u c e  the l e g a c y  of unpa id  b i l l s  c a p i t a l i z e d  in to  the p o s t w a r  na t i ona l  
debt  s t r u c t u r e ,  and to c h a n n e l  r e s o u r c e s  in to  t h o s e  a r e a s  wh ich  m o s t  
c l o s e l y  s u p p o r t  the w a r  e f fo r t .  The  i n c r e a s i n g  i n d u s t r i a l i z a t i o n  of 
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s o c i e t y  and the g r o w i n g  m e c h a n i z a t i o n  and  s c a l e  of w a r f a r e  h a v e  in -  
t e n s i f i e d  t h e s e  p r o b l e m s  and  have  r e n d e r e d  s t r o n g  c o n t r o l s  n e c e s s a r y  
to w a r t i m e  s u c c e s s  and  to the o r d e r l y  t r a n s i t i o n  b a c k  to a p e a c e t i m e  
b a s i s  upon  d e m o b i l i z a t i o n .  

Wi th  the e v o l u t i o n  of o u r  i n d u s t r i a l  e c o n o m y ,  the  p e a c e t i m e  r o l e  
of the  G o v e r n m e n t  in  r e g u l a t i n g  o u r  f r e e - e n t e r p r i s e  s y s t e m  to a c h i e v e  
s o c i a l  and  e c o n o m i c  ends  has  g a i n e d  g e n e r a l  a c c e p t a n c e  in  c o n t e m p o -  
r a r y  s o c i e t y .  

Now,  wha t  a r e  s o m e  of the m o r e  c o m m o n  e c o n o m i c  s t a b i l i z a t i o n  
m e a s u r e s ,  t hose  c o n t r o l s  w h i c h  m a y  be a p p l i e d  w h e n e v e r  the e s t a b -  
l i s h e d  g o v e r n m e n t  d e c i d e s  that  the s i t u a t i o n  r e q u i r e s  t h e i r  u s e ?  

T h e  a c t i o n s  t a k e n  to a t t a i n  the p e a c e t i m e  o b j e c t i v e  of c o n t r o l l i n g  
the e c o n o m i c  c l i m a t e  a r e  b a s i c a l l y  the s a m e  as  t h o s e  e m p l o y e d  by 
the G o v e r n m e n t  a s  s t a b i l i z a t i o n  c o n t r o l s  in  w a r t i m e .  The  p r i n c i p a l  
d i f f e r e n c e s  a r e  t h o s e  of d e g r e e  and the  g r e a t  r e l u c t a n c e  to u s e  d i r e c t  
c o n t r o l s  in  t i m e  of p e a c e .  

E c o n o m i c  s t a b i l i z a t i o n  c o n t r o l s  f a l l  in to  two b r o a d  c a t e g o r i e s :  
i n d i r e c t  c o n t r o l s  and d i r e c t  e c o n o m i c  c o n t r o l s .  I n d i r e c t  c o n t r o l s  
d e a l  wi th  the s o u r c e s  of p u r c h a s i n g  p o w e r ,  the  a m o u n t s  and  u s e s  
of  m o n e y  and c r e d i t  in the  e c o n o m y .  T h e y  a r e  i n t e g r a l  to o u r  m a n -  
a g e d  n a t i o n a l  e c o n o m y  in t i m e  of p e a c e  o r  w a r  and a r e  a p p l i e d  in 
v a r y i n g  d e g r e e s  to m e e t  d i f f e r e n t  c i r c u m s t a n c e s .  

M o n e t a r y  p o l i c y  i s  i m p o r t a n t  a m o n g  t h e m  and  is  the  d e l e g a t e d  
r e s p o n s i b i l i t y  of the F e d e r a l  R e s e r v e  B o a r d ,  a c t i n g  in  c o n j u n c t i o n  
wi th  o t h e r  i n t e r e s t e d  g o v e r n m e n t  a g e n c i e s .  M o n e t a r y  p o l i c y  i n -  
f l u e n c e s  the  d e g r e e  of a v a i l a b i l i t y  of m o n e y ,  w h i c h  i n c l u d e s  d e m a n d  
d e p o s i t s  l a r g e l y  b a s e d  on c o m m e r c i a l  bank  c r e d i t .  

C h a r t  2, p a g e  5 . - - I n c r e a s e d  a v a i l a b i l i t y  of c r e d i t  i s  e s s e n t i a l  
to i n c r e a s e d  i n d u s t r i a l  a c t i v i t y ,  s u c h  a s  tha t  r e q u i r e d  d u r i n g  m o -  
b i l i z a t i o n  o r  o t h e r  e x p a n s i o n  of the e c o n o m y .  T h e  F e d e r a l  R e s e r v e  
B o a r d ,  you  m a y  r e m e m b e r ,  c an  m a k e  m o n e y  e a s i e r  by c h a n g e s  in  
the r e d i s c o u n t  r a t e ,  by  o p e n - m a r k e t  o p e r a t i o n s  po l i cy ,  and by a d j u s t -  
m e n t s  in  bank  r e s e r v e  r e q u i r e m e n t s .  By r e v e r s i n g  t h e s e  p o l i c i e s ,  
it  a l s o  ho lds  the p o w e r  to r e s t r a i n  m o n e t a r y  a v a i l a b i l i t y  ff the f i r e s  
of b u s i n e s s  f l a m e  too h igh .  

C h a r t  3, p a g e  6. - - T u r n i n g  now to s o m e  of the o t h e r  i n d i r e c t  
c o n t r o l s ,  we  s e e  tha t  s e l e c t i v e  c r e d i t  c o n t r o l s  a r e  c l o s e l y  a l l i e d  to 
m o n e t a r y  c o n t r o l s .  T h e s e  a l s o  a r e  a d m i n i s t e r e d  by the F e d e r a l  R e -  
s e r v e  B o a r d .  T h e y  i n c l u d e  s u c h  m e a s u r e s  as  m a r g i n  r e q u i r e m e n t s  
l i m i t a t i o n s  on the p u r c h a s e  of s t o c k s ,  m i n i m u m  d o w n p a y m e n t  r e q u i r e -  
m e n t s  on the  p u r c h a s e  of c o n s u m e r  goods ,  and  t i m e - l i m i t a t i o n  r e q u i r e -  
m e n t s  on the p a y m e n t  of i n s t a l l m e n t  l o a n s .  
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F i s c a l  c o n t r o l s - - t h a t  i s ,  G o v e r n m e n t  i n c o m e s  and e x p e n d i t u r e s - -  
a r e  c l o s e l y  r e l a t e d  to m o n e t a r y  m e a s u r e s .  A m o n g  the  m o s t  i n f l u e n t i a l  
p o w e r s  of any  g o v e r n m e n t ,  a l o n g  wi th  i t s  p o w e r  to c o n t r o l  the m o n e t a r y  
s y s t e m ,  is  i t s  p o w e r  to t ake  m o n e y  f r o m  the  p u b l i c  and to s p e n d  i t .  F i s -  
c a l  p o l i c y  a f f e c t s  the to ta l  v o l u m e  of n a t i o n a l  s p e n d i n g  by  r e m o v i n g  s u b -  
s t a n t i a l  s u m s  f r o m  the  p r i v a t e  s e c t o r  and d e v o t i n g  a m o u n t s  g r e a t e r  o r  
l e s s  than  t h e s e  to G o v e r n m e n t  e x p e n d i t u r e s .  T h e  m o s t  i n f l u e n t i a l  f i s c a l  
p r o g r a m s ,  of c o u r s e ,  i n v o l v e  de f i c i t  o r  s u r p l u s  b u d g e t s ,  w h i c h  i n c r e a s e  
o r  r e d u c e  a g g r e g a t e  d e m a n d  and  have ,  t h e r e f o r e ,  an  i n f l a t i o n a r y  o r  a 
d e f l a t i o n a r y  e f f ec t .  To  be  m o s t  e f f e c t i v e ,  m o n e t a r y  and f i s c a l  p o l i c i e s  
s h o u l d  be  c o o r d i n a t e d .  We  f ind that  pub l i c  debt  m a n a g e m e n t  i s  t h e i r  
c o m m o n  m e e t i n g  g r o u n d .  

A n o t h e r  i n d i r e c t  c o n t r o l  is  m o r a l  s u a s i o n - - t h e  j a w b o n e  a t t a c k - -  
the  a t t e m p t  on the  p a r t  of G o v e r n m e n t  o f f i c i a l s  to i n f l u e n c e  the  e c o -  
n o m i c  a c t i v i t i e s  of the pub l i c  by  a r g u m e n t s  o r  p e r s u a s i o n .  T h i s  i s  
one  of the  f a v o r i t e  d e v i c e s  of o u r  p r e s e n t  A d m i n i s t r a t i o n .  I have  
w o n d e r e d  if the  P r e s i d e n t  d idn ' t  l e a r n  abou t  i t  a t  the t i m e  he  s t u d i e d  
at  the  I n d u s t r i a l  C o l l e g e .  S o m e  h a v e  l i t t l e  f a i t h  in  a t t e m p t s  to p e r -  
s u a d e  p e o p l e  to m o v e  a g a i n s t  what  t hey  c o n c e i v e  to be  t h e i r  own b e s t  
e c o n o m i c  i n t e r e s t ,  u n l e s s  s u c h  s u a s i o n  i s  a c c o m p a n i e d  by  s t r o n g e r  
m e a s u r e s  o r  t h e r e  i s  g e n e r a l  r e c o g n i t i o n  of the  n e e d  f o r  the r e c o m -  
m e n d e d  a c t i o n .  

Whi l e  i n d i r e c t  c o n t r o l s  i n f l u e n c e  the  o v e r a l l  f i n a n c i a l  e n v i r o n -  
m e n t ,  d i r e c t  c o n t r o l s  ac t  m o r e  s p e c i f i c a l l y  on i n d i v i d u a l s  and  f i r m s  
and  t h e i r  b u s i n e s s  t r a n s a c t i o n s .  D i r e c t  c o n t r o l s  s u p p l e m e n t  and s u p -  
p o r t  the i n d i r e c t  m e a s u r e s .  T h e y  d e a l  d i r e c t l y  wi th  the e f f e c t s  of 
i n s t a b i l i t y ,  wi thou t  t r e a t i n g  i t s  r e a l  c a u s e s ,  w h i c h  r e l a t e  to an  ex-  
c e s s  of d e m a n d  and p u r c h a s i n g  p o w e r  r e l a t i v e  to the  a m o u n t  of goods  
a v a i l a b l e .  T h e y  m a y  be  l o o k e d  upon  a s  a s y s t e m  of s t r a i t j a c k e t s ,  
w h i c h  do not  c u r e  the i l l n e s s e s  of e c o n o m i c  d i s e q u i l i b r i u m  but  w h i c h  
r e s t r a i n  the p a t i e n t  in h i s  f i n a n c i a l  t r a n s a c t i o n s .  S o m e  of the m o r e  
c o m m o n  a r e  l i s t e d  h e r e .  T h e s e  a r e  n o r m a l l y  thought  of as  w a r t i m e  
c o n t r o l s ,  a l t h o u g h  they  a r e  in e f f ec t  in s o m e  c o u n t r i e s  of the w o r l d  
today .  

In  s u m m a r y  of p a r t  A, we m a y  c o n c l u d e  tha t  m o n e t a r y  and  f i s c a l  
c o n t r o l s  p l a y  an i m p o r t a n t  p a r t  in  d e t e r m i n i n g  the s i z e  and n a t u r e  of 
o u r  n a t i o n a l  output  in  p e a c e  and in w a r  and  in  the twi l igh t  zone  b e -  
t w e e n ,  in  w h i c h  we l i v e  t oday .  The  o t h e r  e c o n o m i c  s t a b i l i z a t i o n  c o n -  
t r o l s  m a y  be  u s e d  to r e i n f o r c e  m o n e t a r y  and  f i s c a l  p o l i c y  w h e n e v e r  
t h e i r  u s e  is  c o n s i d e r e d  n e c e s s a r y .  
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L e t ' s  m o v e  n o w  to  o u r  n e x t  m a j o r  t o p i c - - E c o n o m i c  S t a b i l i z a t i o n  d u r i n g  
W a r t i m e .  

C h a r t  4, p a g e  9. - - W h i l e  m a n y  of  u s  w e r e  o v e r s e a s  i n  W o r l d  W a r  
I I  a n d  K o r e a ,  I u n d e r s t a n d  t h a t  t h e y  w e r e  h a v i n g  s o m e  t r o u b l e s  a l s o  o n  
t h e  h o m e f r o n t .  T h e r e  s e e m e d  to b e  s o m e  d i f f i c u l t i e s  o v e r  m o n e y ,  a n d  
t h e r e  s e e m e d  a l s o  to  b e  s o m e  s h o r t a g e s  o f  c o n s u m e r  g o o d s .  

C h a r t  5, p a g e  1 0 . - - P r i c e s ,  of  c o u r s e ,  a r e  o n l y  o n e  i n d i c a t i o n ,  a l -  
t h o u g h  a n  i m p o r t a n t  o n e ,  of  t h e  e c o n o m i c  d i s l o c a t i o n s  i n c i d e n t  to  a w a r -  
t i m e  e c o n o m y .  L e t ' s  l o o k  a t  t h e  r a n g e  of  w h o l e s a l e  p r i c e s  i n  t h e  U n i t e d  
S t a t e s  o v e r  t h e  l a s t  160 y e a r s .  

O n e  d o e s n ' t  h a v e  to k n o w  o u r  h i s t o r y  to  b e  a b l e  to  l o c a t e  t h e  s u c c e s -  
i v e  n a t i o n a l  e m e r g e n c i e s  o n  t h i s  c h a r t ,  o n  w h i c h  1926 w h o l e s a l e  p r i c e s  
e q u a l  100.  N o t e  h o w  p r i c e s  h a v e  s k y r o c k e t e d  e a c h  t i m e  w e  h a v e  e n g a g e d  
i n  w a r f a r e .  

C h a r t  6, p a g e  1 L - - I n  l o o k i n g  a t  t h e  c h a r t ,  r e m e m b e r  a l s o  t h a t  o u r  
s y s t e m  of  c o n t r o l s  w a s  n o t  s o  s o p h i s t i c a t e d  e a r l y  i n  o u r  h i s t o r y  a n d  t h a t  
t h e  F e d e r a l  R e s e r v e  B o a r d  w a s  n o t  e v e n  e s t a b l i s h e d  u n t i l  l a t e  i n  1913 .  
R e m e m b e r  a l s o  t h a t  t h e  c o s t  of  w a r  h a s  b e e n  i n c r e a s i n g  a s t r o n o m i c a l l y ,  
a p p a r e n t l y  i n  m u l t i p l e s  o f  10, a n d  t h a t  t h e  e c o n o m i c  p r e s s u r e s ,  t h e r e -  
f o r e ,  h a v e  c o n s e q u e n t l y  b e c o m e  g r e a t e r .  O u r  N a t i o n  h a s  f o u n d  i t  n e c -  
e s s a r y  to  e m p l o y  s t r o n g e r  a n d  m o r e  n u m e r o u s  c o n t r o l s  e a c h  t i m e  we  
h a v e  e n g a g e d  i n  w a r f a r e  i n  o r d e r  to m e e t  t h e  c o n s t a n t l y  i n c r e a s i n g  
s t r a i n s  a s  t h e  e c o n o m i c  p o t e n t i a l  of  t h e  c o u n t r y  h a s  b e e n  e m p l o y e d  to 
a n  e v e r - i n c r e a s i n g  d e g r e e  to  r e i n f o r c e  n a t i o n a l  p o l i c y  i n  t i m e  of  e m e r -  
g e n c y .  W e  s h a l l  no t  d w e l l  l o n g e r  o n  t h e  h i s t o r i c a l  b a c k g r o u n d  of  w a r -  
t i m e  c o n t r o l s  in  t h i s  c o u n t r y ,  a n d  I s h a l l  n o t  a t t e m p t  to  d e v e l o p  h e r e  
t h e  c o m p l e x  i n t e r l o c k i n g  g o v e r n m e n t a l  o r g a n i z a t i o n s  w e  h a v e  h i s t o r i -  
c a l l y  f o u n d  n e c e s s a r y  to  i m p l e m e n t  a n d  a d m i n i s t e r  t h e s e  c o n t r o l s .  T h e  
l i b r a r y  i s  f u l l  of  m a t e r i a l  f o r  t h o s e  w h o  a r e  i n t e r e s t e d .  L e t  u s  l o o k  
r a t h e r  to  t h e  p r o s p e c t s  o f  t h e  f u t u r e .  

I n  t h i n k i n g  o f  f u t u r e  a r m e d  c o n f l i c t ,  w e  v i s u a l i z e  t h e  p o s s i b i l i t y  of  
a l o c a l i z e d  w a r ,  o f  a m o r e  e x t e n s i v e ,  c o n v e n t i o n a l - t y p e  w a r ,  i n  w h i c h  
b o t h  s i d e s  m a y  b e  d e t e r r e d  f r o m  m a s s i v e  n u c l e a r  a t t a c k s  o n  i n d u s t r i a l  
t a r g e t s ,  a n d ,  f i n a l l y ,  o f  a w a r  i n  w h i c h  o n e  s i d e  o r  t h e  o t h e r  m a k e s  a 
d e s p e r a t e  d e c i s i o n  to  h u r l  n u c l e a r  e x p l o s i v e s  w i t h o u t  r e s t r a i n t  o n  a l l  
r e m u n e r a t i v e  s t r a t e g i c  t a r g e t s .  W e  w i l l  e x a m i n e  t h e s e  p o s s i b i l i t i e s  
m o r e  t h o r o u g h l y  in  t h e  F i n a l  P r o b l e m ,  b u t  I p r o p o s e  to  c o m m e n t  h e r e  
v e r y  b r i e f l y  o n  s o m e  of  t h e  e c o n o m i c  s t a b i l i z a t i o n  a c t i v i t i e s  w h i c h  m a y  
b e  r e q u i r e d  to m e e t  t h e s e  v a r i o u s  s i t u a t i o n s .  
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F i r s t ,  the  l o c a l i z e d  war .  In th is  s i t u a t i o n  the p r i m a r y  s t a b i l i z a t i o n  
p r o b l e m  wi l l  be  to r e s t r a i n  o r  to c o n t r o l  in f la t ion .  The  i n f l a t i o n  wi l l  
not  have  to r e s u l t  f r o m  a s h o r t a g e i n  goods ,  e i t h e r  c i v i l i a n  or  m i l i t a r y ;  
in  fact ,  our  e c o n o m y  has  b e c o m e  so p r o d u c t i v e  that  it m i g h t  be  ab le  to 
a b s o r b  the d e m a n d s  of s u c h  a wa r  wi thout  a p p r e c i a b l e  i n c r e a s e s  in o v e r -  
a l l  p r o d u c t i o n .  H o w e v e r ,  the p s y c h o l o g i c a l  i m p a c t  and the  sh i f t  in the  
n a t u r e  of p r o d u c t i o n  a l m o s t  c e r t a i n l y  wi l l  p r o d u c e  i m m e d i a t e  i n f l a t i o n -  
a r y  p r e s s u r e s .  Our  e x p e r i e n c e  d u r i n g  the K o r e a n  War  i n d i c a t e d  the  
i m p o r t a n c e ,  even  in  a l o c a l i z e d  war ,  of e m p l o y i n g  a fu l l  se t  of c o n t r o l s  
p r o m p t l y  a n d f i r m l y ,  in  such  a way as  to r e s t r a i n i n f l a t i o n b e f o r e i t  ga ins  
m o m e n t u m .  

With  r e g a r d  to a l a r g e r  war  of  the c o n v e n t i o n a l  type,  we have  han-  
d led  the s i t u a t i o n  in  the pas t  and h i s t o r i c a l  r e s e a r c h  wi l l  show us how 
to do it aga in ,  shou ld  i t b e c o m e  n e c e s s a r y .  I wi l l  touch on only  two po in t s  
wh ich  apply  to bo th  the l o c a l i z e d  and the m o r e  e x t e n s i v e  wa r  of the  con -  
v e n t i o n a l  type.  

C h a r t  7, page  1 4 . - - T h e  f i r s t i s  the  p r o b l e m  of t im ing .  W e f i n d  that  
the Uni t ed  S ta te s  has  on i t s  books  m a n y  t housands  of l aws  but p r a c t i c a l l y  
no c o n t r o l  l e g i s l a t i o n .  B e f o r e  a fu l l  s e t  of c o n t r o l s  could  be  i m p l e m e n t e d ,  
i t  would be  n e c e s s a r y  to enac t  a s e r i e s  of l aws  p r o v i d i n g  the A d m i n i s t r a -  
t ion with a u t h o r i t y  to i m p l e m e n t  and a d m i n i s t e r  t h e s e  c o n t r o l s  and  to d e -  
ve lop  the  a g e n c i e s  wh ich  would  be  n e c e s s a r y .  T h e r e  i s  c o n s i d e r a b l e  d i f -  
f e r e n c e  of op in ion  r e g a r d i n g  the  n e c e s s i t y  f o r  s t andby  l e g i s l a t i o n  p r o v i d i n g  
th is  a u t h o r i t y  in a d v a n c e  of an e m e r g e n c y .  

My s e c o n d  point  i s  th is :  Any wa r  of the c o n v e n t i o n a l  type o c c u r r i n g  
in  the f u t u r e  m u s t  be fought  u n d e r  the t h r e a t e n i n g  shadow of the m u s h -  
r o o m  c loud .  The  p o s s i b i l i t y  that  such  a wa r  m a y  snowba l l  at  any  t i m e  in to  
a m a s s i v e  n u c l e a r  s t r u g g l e  m u s t  a f fec t  our  s t a b i l i z a t i o n  p r o g r a m s  f r o m  
the b e g i n n i n g .  It m a y  be d e s i r a b l e  to e s t a b l i s h ,  wi thout  de lay ,  a c t i v e  
F e d e r a l ,  S ta te ,  and l o c a l  p r o g r a m s  and a g e n c i e s  fo r  d e a l i n g  wi th  the  
n u c l e a r  s i t u a t i o n  ff i t  shou ld  a r i s e .  

If  a n u c l e a r  w a r  e v e r  c o m e s ,  d e s t r o y i n g  i m p o r t a n t  p a r t s  of our  
c o m p l e x  i n t e r l o c k i n g  e c o n o m y ,  it a p p e a r s  doubtful  that  the  r e m a i n -  
ing  p o r t i o n s  can  f u n c t i o n  i n d e p e n d e n t l y ,  e v e n  though u n d a m a g e d ,  in  
the  s u r v i v i n g  p o r t i o n s  of the coun t ry .  The  p r i o r i t y  s t a b i l i z a t i o n  p r o b -  
l e m s  wi l l  i n v o l v e  the  con t i nued  func t ion ing  of key  p a r t s  of the e c o n o m y ,  
i n c l u d i n g  the  m o n e t a r y  and bank ing  s y s t e m s ,  in the s u r v i v i n g  a r e a s  of 
the  c o u n t r y .  In i t i a l ly ,  the m a j o r  r e s p o n s i b i l i t y  f o r  a c c o m p l i s h i n g  th is  
m u s t  f a l l  upon loca l ,  State ,  and r e g i o n a l  a u t h o r i t i e s ,  r a t h e r  than upon 
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central government. Some controls undoubtedly will be as simple as 
placing an armed guard over stocks of goods. I will not pursue war- 
time stabilization further today, especially since two of our lectures 
will deal with the subject of stabilizing the postnuclear wartime econ- 
omy. You may discover that the Federal Reserve Board, OCDM, and 
the Department of the Treasury have done more planning in this area 
than you suspect. At least, I hope you will. 

Moving  now to ou r  nex t  topic,  l e t ' s  e x a m i n e  b r i e f l y  the  C u r r e n t  
A m e r i c a n  Scene  as i t  p e r t a i n s  to e c o n o m i c  s t a b i l i z a t i o n .  

T h e r e  is  g e n e r a l  a g r e e m e n t  c o n c e r n i n g  the  n e e d  fo r  G o v e r n m e n t  
r e g u l a t i o n  of ou r  e c o n o m i c  c l i m a t e .  T h i s  u n d e r s t a n d i n g  has  b e e n  r e i n -  
f o r c e d  by the g r o w i n g  c o n f i d e n c e  of e c o n o m i s t s  that  the d e v e l o p m e n t  of 
v a r i o u s  types  of m a c r o e c o n o m i c  s t a t i s t i c s  and i n d i c a t o r s  m a k e s  it p o s -  
s i b l e  f o r  t h e m  to p r e s c r i b e  c o n t r a c y c l i c a l  m e d i c i n e s  to c o u n t e r a c t  the 
e f f e c t s  of the f e a r s o m e  b u s i n e s s  cyc l e ,  that  v i c i o u s  p h e n o m e n o n  of 
m o d e r n  i n d u s t r i a l  s o c i e t y .  The  s t a b i l i z a t i o n  m a n a g e m e n t  r o l e  of our  
G o v e r n m e n t  was  r e c o g n i z e d  by F e d e r a l  law in the E m p l o y m e n t  Act  of 
1946, wh ich  gave  l e g a l  e x p r e s s i o n  to ou r  n a t i o n a l  po l i cy  of f o s t e r i n g  
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  and of p r o m o t i n g  e m p l o y m e n t ,  p r o d u c t i o n ,  
and  p u r c h a s i n g  p o w e r .  

The  Ac t  e s t a b l i s h e d  a Counc i l  of E c o n o m i c  A d v i s o r s  to the  P r e s i d e n t  
and  a J o i n t  E c o n o m i c  C o m m i t t e e  wi th in  the C o n g r e s s .  In a d d i t i o n  to 
t h e s e ,  the m a j o r  F e d e r a l  a g e n c i e s  c o n c e r n e d  with the f o r m a t i o n  of Gov-  
e r n m e n t  po l i cy  in  the e c o n o m i c  f i e ld  a r e  the B u r e a u  of the Budget ,  the  
D e p a r t m e n t  of the  T r e a s u r y ,  and the F e d e r a l  R e s e r v e  B o a r d .  The  a c -  
t i v i t i e s  of a l l  the o t h e r  m a j o r  d e p a r t m e n t s  and a g e n c i e s  a f fec t  and a r e  
a f f e c t e d  by that  po l icy ,  p a r t i c u l a r l y  with r e g a r d  to t h e i r  r e s p e c t i v e  
b u d g e t s .  

Because of the growing complexity of economic and stabilization 
policy, its importance to our future posture and to the world struggle, 
and the numerous agencies involved in policy formulation and imple- 
mentation, the question naturally arises as to whether or not we should 
e s t a b l i s h  a Na t iona l  E c o n o m i c  Counc i l  in  th is  f i e ld  a n a l o g o u s  to the Na-  
t iona l  S e c u r i t y  Counci l ,  to c o n s i d e r  and c o o r d i n a t e  o v e r a l l  po l i cy .  We 
i n v i t e  you to p o n d e r  this  q u e s t i o n  as  you l i s t e n  to our  l e c t u r e r s  and  a l s o  
d u r i n g  the F i n a l  P r o b l e m .  The  a p p o i n t m e n t  of the  Nixon  Cab ine t  C o m -  
m i t t e e  on P r i c e  S tab i l i ty  f o r  E c o n o m i c  Growth  m a y  be a u s e f u l  s tep  in  
th is  d i r e c t i o n .  
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A n o t h e r  m a j o r  q u e s t i o n  of c u r r e n t  i n t e r e s t  i s  th i s :  A r e  the  goa l s  
of  the E m p l o y m e n t  Ac t  c o m p a t i b l e  wi th  p r i c e  s t a b i l i t y ?  A l t h o u g h  o p i n -  
i ons  v a r y  wide ly ,  t h e r e  i s  a g r o w i n g  b e l i e f  tha t  the  C o n g r e s s  shou ld  
p a s s  an  a m e n d m e n t  to the ac t  to e s t a b l i s h  by  F e d e r a l  l a w  the i m p o r -  
t a n c e  of p r i c e  s t a b i l i t y ,  as  w e l l  as  fu l l  e m p l o y m e n t ,  to o u r  n a t i o n a l  
w e l f a r e .  The b a s i c  q u e s t i o n  c o n c e r n s  the  i s s u e  of how m u c h  u n e m -  
p l o y m e n t  and how m u c h  i n f l a t i o n  we  s h o u l d  t o l e r a t e ,  w h e n  the  a v o i d -  
a n c e . o f  one  c o n f l i c t s  wi th  the a v o i d a n c e  of the o t h e r .  S i n c e  the m o n -  
e t a r y ,  f i s ca l °  and  o t h e r  p o l i c i e s  n e c e s s a r y  to i n s u r e  fu l l  e m p l o y m e n t  
and  m a x i m u m  g r o w t h  a p p e a r  to m a k e  c o n t i n u i n g  i n f l a t i o n  a l m o s t  i n -  
e v i t a b l e ,  the d e c i s i o n  w i l l  have  i m p o r t a n t  i m p l i c a t i o n s  f o r  the f u t u r e .  

S o m e  hold  that  the G o v e r n m e n t  s h o u l d  a s s u r e  fu l l  e m p l o y m e n t ,  
w i th  w o r k  f o r  a l l  e x c e p t  the  1o 5 o r  2 m i l l i o n  c o n s t a n t l y  i n v o l v e d  in  
job c h a n g e s ,  i n n o v a t i o n  c h a n g e s ,  and  so on. O t h e r s  b e l i e v e  that  we  
m u s t  be  w i l l i n g  to a c c e p t  o c c a s i o n a l  o r  r e g i o n a l  r i s e s  in  the  u n e m -  
p l o y m e n t  r a t e  in the i n t e r e s t  of o v e r a l l  p r i c e  s t a b i l i t y  and  the n a t i o n a l  
welfare. 

Mr. Beryl Sprinkel, economist for the Harris Trust and Savings 
Bank of Chicago, argues that inflation cannot be avoided if we push 
unemployment below 4 to 5 percent, which is about 3 million in the 
current labor force, and perhaps twice the irreducible minimum. 
This concept, which of course horrifies labor union economists, has 
been defended as a useful check on labor demands and as creating a 
labor pool available for growth situations. These figures compare 
with the statement of the President yesterday that unemployment to- 
day is estimated at 4. 7 million. 

One  of  the s t r i k i n g  f e a t u r e s  of o u r  c u r r e n t  s o c i e t y  i s  o u r  i n t e r e s t - -  
one  m i g h t  a l m o s t  s a y  our  o b s e s s i o n - - i n  g r o w t h .  S o m e h o w ,  g r o w t h  s e e m s  
in  the  m i n d s  of m a n y  to be  a l m o s t  a s s o c i a t e d  wi th  p a t r i o t i s m .  We w o r -  
sh ip  p r o d u c t i o n  f o r  i t s  own s a k e ,  r e g a r d l e s s  of w h e t h e r  o r  not  i m p o r t a n t  
p a r t s  of  that  p r o d u c t i o n  a r e  f r i v o l o u s  and u n n e c e s s a r y - - l i k e  G r a n d m o t h e r  
M a r l e n e  d a n c i n g  beh ind  a t r a n s p a r e n t  s i l k  v e i l  in  L a s  V e g a s  o r  l i k e  hu la  
h o o p s .  T h i s  a t t i t u d e  l e a d s  m a n y  to s e e k  m a x i m u m  g rowth ,  w i th  i t s  a l -  
m o s t  a u t o m a t i c  h igh  l e v e l s  of e m p l o y m e n t  but wi th  the a l m o s t  e q u a l l y  
a u t o m a t i c  c e r t a i n t y  of c o n t i n u e d  in f l a t i on .  

We a r e  a l l  a w a r e  that  i n c r e a s e s  in  the m o n e y  supp ly  a r e  e s s e n t i a l  
to p e r m i t  e c o n o m i c  g r o w t h  as  ou r  p o p u l a t i o n  i n c r e a s e s ,  o u r  i n d u s t r i a l -  
i z a t i o n  p r o c e e d s ,  and  o u r  s t a n d a r d  of l i v i n g  r i s e s .  A d d i t i o n a l  i n c r e a s e s  
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in  m o n e t a r y  a v a i l a b i l i t y  tend to s t i m u l a t e  f u r t h e r  g rowth  but they tend 
a l so  to s t i m u l a t e  in f la t ion ,  in  a c c o r d a n c e  wi th  the e q u a t i o n  of e x c h a n g e  
and the quan t i t y  t h e o r y  of m o n e y .  The  h i s t o r y  of the  Un i t ed  S ta tes  d u r -  
ing  the  l a s t  50 y e a r s  d e m o n s t r a t e s  a r e m a r k a b l e  c o r r e l a t i o n  b e t w e e n  
i n c r e a s e s  in  the supp ly  of m o n e y  on the one  hand and r e a l  g rowth ,  p lu s  
in f l a t ion ,  on the o t h e r  s i d e  of the ques t i on .  

C h a r t  8, p a g e  1 7 . - - T h e  i n f o r m a t i o n  on th i s  c h a r t  was  c o m p i l e d  by  
the  H a r r i s  T r u s t  and Sav ings  Bank of Ch icago  f r o m  data  f u r n i s h e d  by 
the  D e p a r t m e n t  of C o m m e r c e  and the  F e d e r a l  R e s e r v e  B o a r d .  The  
y e l l o w  l ine  i n d i c a t e s  the  m o n e y  supp ly  ( to ta l  bank  d e p o s i t s ,  p lus  c u r -  
r e n c y  o u t s i d e  of banks)  i n c r e a s i n g  o v e r  the  l a s t - - a l m o s t - - 5 0  y e a r s  at 
the  r a t e  o f  5. 8 p e r c e n t  annua l ly .  The  r e d  l ine  i n d i c a t e s  the  g r o w t h  of 
the  GNP at  c u r r e n t  p r i c e s - - 5 . 5  p e r c e n t  on the a v e r a g e .  The  g r e e n  
l i n e  i n d i c a t e s  the r e a l  GNP, m e a s u r e d  in  c o n s t a n t  1956 d o l l a r s .  The  
d i f f e r e n c e  b e t w e e n  the r e a l  GNP, m e a s u r e d  in  c o n s t a n t  d o l l a r s ,  and 
the  GNP,  m e a s u r e d  in c u r r e n t  d o l l a r s ,  i s  the GNP p r i c e  index ,  the  
i n f l a t o r ,  the  m e a s u r e  of i n f l a t ion  in the  e c o n o m y ,  and, as  we can s e e  
by  th i s  b lue  l i ne ,  i n f l a t i o n  has  a v e r a g e d  2 .5  p e r c e n t  a y e a r  f o r  the  
l a s t  50 y e a r s .  

T h e  po in t  I want  to i l l u s t r a t e  wi th  th i s  c h a r t  i s  th i s :  If we  s u b t r a c t  
the  r a t e  of i n c r e a s e  of the r e a l  GNP, 3 p e r c e n t ,  f r o m  the r a t e  of i n -  
c r e a s e  of the m o n e y  supply,  5 .8  p e r c e n t ,  the  d i f f e r e n c e  i s  2 . 8  p e r c e n t ,  
o r ,  a p p r o x i m a t e l y ,  equa l  to the in f l a t ion .  The  c h a r t  a p p e a r s  to d e m o n -  
s t r a t e  that  in f l a t ion ,  h i s t o r i c a l l y ,  in  th is  c o u n t r y  has  b e e n  equa l  to the 
d i f f e r e n c e  b e t w e e n  the r a t e  of i n c r e a s e  in the m o n e y  supp ly  and the r a t e  
of  g r o w t h  of r e a l  p r o d u c t i o n ,  m e a s u r e d  in c o n s t a n t  d o l l a r s .  

T h e  g r a p h  p r o v i d e s  food fo r  s e r i o u s  thought  as  we look  a h e a d  to 
the p r o s p e c t s  of a c o n t i n u a t i o n  of the  p r e s e n t  b i p o l a r  s t r u g g l e  wi th  i t s  
h igh  l e v e l  of G o v e r n m e n t  e x p e n d i t u r e s  and  to the p r o s p e c t s  of  c o n t i n u e d  
G o v e r n m e n t  d e f i c i t s  and  e a s y  m o n e t a r y  po l i cy .  

T h e  s i t u a t i o n  can  be d e p i c t e d  in  th i s  f a sh ion ,  so f a r  as  m a n y  of us  
a r e  c o n c e r n e d .  

C h a r t  9, p a g e  1 8 . - - C r e e p i n g  i n f l a t i on  does  not  l e a d  to s u d d e n  v i o -  
l en t  d i s o r d e r s  and  t h e r e f o r e ,  in  the e y e s  of s o m e ,  i s  not  c a u s e  fo r  s e r i -  
ous  c o n c e r n .  We h a v e n ' t  t i m e  h e r e  today  to a r g u e  th is  po in t .  The  b ig  
d a n g e r ,  of c o u r s e ,  i s  that  a c c e l e r a t i o n  of the t r e n d  m a y  t u r n  a c r e e p i n g  
in f l a t ion ,  wh ich  i s  on ly  u n d e s i r a b l e ,  in to  a ga l lop ing  one,  which  wi l l  
be  d i s a s t r o u s  to us and  to ou r  a l l i e s  a l ike .  
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CHART 9 

~ELF SERVICE GROCERY 

Do 

"I FIND I'M IN WONDERFUL PHYSICAL CONDITION! I CERTAINLY 
COULDN'T CARRY TWENTY FIVE DOLLARS WORTH OF GROCERIES 

WHEN I WAS AT THE ACADEMY!" 

( : : )  



Mr.  R a y m o n d  Moley ,  w e l l - k n o w n  e c o n o m i s t ,  w r i t i n g  in N e w s w e e k  
on  2 F e b r u a r y  1959, has  th i s  to say:  " T h e  dead ly  p e r i l  e m e r g e s  w h e n  
p e o p l e  b e g i n  to f e a r  fo r  the  va lue  of t h e i r  d o l l a r s .  " In th i s  c o n n e c t i o n ,  
l e t ' s  look  at c h a r t  5 on w h o l e s a l e  p r i c e s  in the Uni ted  S t a t e s  aga in .  No-  
t i c e  that  p r i c e s  a r e  h i g h e r  today  than e v e r  b e f o r e  and that  t hey  s e e m  to 
be  go ing  h i g h e r .  W h e r e  wi l l  they  be 10 y e a r s  f r o m  now? 

H e r e  a r e  s o m e  of the p r i n c i p a l  f a c t o r s  in  A m e r i c a n  s o c i e t y  which  
a r e  c o n t r i b u t i n g  to th is  i n f l a t i on .  

F i r s t  i s  the co ld  war ,  l e a d i n g  to huge  n a t i o n a l  s e c u r i t y  and i n t e r -  
n a t i o n a l  a id  p r o g r a m s  w h i c h  i n c r e a s e  a g g r e g a t e  d e m a n d  wi thou t  i n c r e a s -  
ing  the  p r o d u c t i o n  o r  a s s e t  a v a i l a b i l i t y  s i d e  of  the l e d g e r .  U n i l a t e r a l  
f o r e i g n  t r a n s f e r s ,  u n d e r  the g r a n t - a i d  p r o g r a m s ,  c o m e  h o m e  to r o o s t  
e v e n t u a l l y  as  d e m a n d s  fo r  A m e r i c a n  goods ,  but  they  p r o d u c e  no d o m e s -  
t ic goods  o r  s e r v i c e s ,  and the  m i l i t a r y  p r o d u c e s  no th ing  that  it d o e s  
not  i t s e l f  c o n s u m e .  

A g r i c u l t u r a l  po l i cy  i s  a n o t h e r  s o u r c e  of in f l a t ion .  F a r m e r s ,  l i ke  
l a b o r  g roups ,  a r e  v e r y  i n f l u e n t i a l  c i t i z e n s .  The  f a r m  p r o g r a m s  c o n s -  
t i tu te  the  t h i r d  l a r g e s t  i t e m  in our  F e d e r a l  Budge t ,  e x c e e d e d  only  by 
the c o s t s  of n a t i o n a l  d e f e n s e  and only  b a r e l y  e x c e e d e d  by the i n t e r e s t  
on the n a t i o n a l  debt .  

A t h i r d  i m p o r t a n t  f a c t o r  is e c o n o m i c a l l y  u n j u s t i f i e d  w a g e  i n c r e a s e s  
and a d m i n i s t e r e d  p r i c e s ,  l e a d i n g  to a w a g e - p r i c e  s p i r a l .  Th i s  t r end ,  
if  not  ha l t ed ,  m a y  l ead  to our  p r i n c i p a l  e x p o r t ' s  b e i n g  that  of jobs ,  as 
i n d u s t r y  a f t e r  i n d u s t r y  p r i c e s  i t s e l f  out of w o r l d  m a r k e t s  w h e r e  c o m -  
p e t i t i o n  is  i n c r e a s i n g  as  the w a r - t o r n  f o r e i g n  e c o n o m i e s  r e c o v e r .  Au-  
t o m o b i l e  e x p o r t s  have  b e e n  a p r i n c i p a l  Uni ted  S ta tes  s o u r c e  of f o r e i g n  
e x c h a n g e .  Wil l  the a u t o m o b i l e  e x p o r t  i n d u s t r y  be  the next  one to d i s -  
app e a r  ? 

T h e r e  is  l i t t l e  doubt that  ou r  p r e d o m i n a n t l y  e a s y  m o n e t a r y  po l i cy  
has  c o n t r i b u t e d  to in f l a t ion .  

F i s c a l  po l i cy ,  with i t s  huge publ ic  budge t  de f i c i t s ,  is a n o t h e r  i m -  
p o r t a n t  s o u r c e  of in f l a t ion .  

The  r i s e  of c o n s u m e r  c r e d i t ,  o r  p r i v a t e  de f i c i t  f inanc ing ,  adds  
to the p r e s s u r e s .  
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A s e v e n t h  c a u s e  i s  the a d o p t i o n  of m o r e  a g g r e s s i v e  and  i m a g i n a -  
t ive  f i s c a l  and  m o n e t a r y  p o l i c y  m e a s u r e s  d u r i n g  b u s i n e s s  s l u m p s  than  
d u r i n g  b o o m s ,  p e r h a p s  b e c a u s e  a m i l d  f e v e r  l e a d s  to a f e e l i n g  of w e l l -  
b e i n g  and  s a t i s f a c t i o n .  

T h e  l a s t  i t e m  w h i c h  I s h a l l  m e n t i o n ,  i s  ou r  habi t  of s a c r i f i c i n g  
d o l l a r  s t a b i l i t y  to p r o m o t e  fu l l  e m p l o y m e n t  w h e n e v e r  the  two o b j e c -  
t i v e s  a r e  in  c o n f l i c t .  

R e g a r d l e s s  of the c a u s e s ,  s o m e  of the c u r e s  fo r  i n f l a t i o n  m a y  
b l o c k  g r o w t h  and c r e a t e  u n e m p l o y m e n t ,  and m a y  w e a k e n  us  s e r i o u s l y  
o v e r  a p e r i o d  of y e a r s .  F o r  i n s t a n c e ,  ou r  G o v e r n m e n t  f a c e s  a s e r i -  
ous  f i s c a l  p o l i c y  p r o b l e m  today .  C h r o n i c  b u d g e t  d e f i c i t s  a r e  b e c o m i n g  
a s e r i o u s  c a u s e  f o r  c o n c e r n .  D r a s t i c a l l y  h i g h e r  t axa t i on  r a t e s ,  to r e -  
d u c e  o r  e l i m i n a t e  d e f i c i t s ,  wi l l  t end  to s tun t  g r o w t h  and m a y  e v e n  f a i l  
to i n c r e a s e  r e v e n u e  m a t e r i a l l y .  On the o t h e r  hand,  a g e n u i n e  e f f o r t  
to r e d u c e  g o v e r n m e n t  e x p e n d i t u r e s ,  to keep  e x p e n s e s  w i th in  o u r  i n -  
c o m e ,  w i l l  h a v e  a t e n d e n c y  to s t a g n a t e  the  e c o n o m y ,  to l i m i t  p r o -  
g r a m s  fo r  c r e a t i n g  s o c i a l  o v e r h e a d  c a p i t a l ,  s u c h  as  r o a d s  and s c h o o l s  
and  a i r p o r t s  to a c c o m m o d a t e  o u r  g r o w i n g  popu la t ion ,  and to a d v e r s e l y  
a f f ec t  n a t i o n a l  m i l i t a r y  d e f e n s e .  A d e c i s i o n  is  c e r t a i n l y  not e a s y .  

S u m m i n g  up topic  C, the c u r r e n t  A m e r i c a n  e c o n o m i c  s t a b i l i z a t i o n  
s i t u a t i o n  r e f l e c t s  the  g r e a t e s t  and the l o n g e s t  e c o n o m i c  s t r a i n  in  o u r  
h i s t o r y .  F o l l o w i n g  c l o s e l y  on the h e e l s  of W o r l d  W a r  II c a m e  K o r e a .  
We put  the c o u n t r y  on a p a r t i a l  w a r  foo t ing ,  w h e r e  i t  has  r e m a i n e d  
e v e r  s i n c e .  E x p e n s i v e  n a t i o n a l  s e c u r i t y  p r o g r a m s  have  b e e n  a c c o m -  
p a n i e d  by huge  f o r e i g n - a s s i s t a n c e  p r o g r a m s .  W h e t h e r  we  r e a l i z e  i t  
o r  not ,  the  s t r a i n  of the  co ld  w a r  on ou r  s t a b i l i t y  is e v i d e n t  in o u r  
p r i c e  l e v e l s ,  w h i c h  a r e  now h i g h e r  than  at  any  t i m e  in  our  h i s t o r y ,  
p e a c e t i m e  o r  w a r t i m e .  

L e t ' s  m o v e  now to o u r  next  topic ,  I n t e r n a t i o n a l  S t a b i l i z a t i o n  P r o b -  
l e m s .  

Na t i ons  a l l  o v e r  the  w o r l d  have  e r e c t e d  n u m e r o u s  b a r r i e r s  to i n -  
h ib i t  o r  r e g u l a t e  i n t e r n a t i o n a l  t r a d e .  Such  p r o t e c t i o n  t a k e s  m a n y  f o r m s  
in  i t s  r e g u l a t i o n  of the f low of goods  o r  of the  f o r e i g n  e x c h a n g e  n e e d e d  
to pay  f o r  t h e m .  T h e s e  n a t i o n a l  b a r r i e r s  a r e  r a i s e d  c h i e f l y  f o r  two 
r e a s o n s :  To  p r o v i d e  p r o t e c t i o n  f o r  c e r t a i n  f a v o r e d  p r e s s u r e  g r o u p s ,  
n o r m a l l y  a s s o c i a t e d  wi th  the p r o d u c t i o n  s i de  of the  e c o n o m y ;  and to 
p r o t e c t  the n a t i o n ' s  f i n a n c i a l  s t r u c t u r e  a g a i n s t  b a l a n c e - o f - p a y m e n t s  
d i f f i c u l t i e s  a r i s i n g  f r o m  the n e c e s s i t y  to ob t a in  f o r e i g n  e x c h a n g e  to 
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pay  fo r  the e x c e s s  of i m p o r t s  o v e r  e x p o r t s .  T h e s e  d i f f i c u l t i e s  a r i s e  
p r i m a r i l y  f r o m  i n t e r n a l  f i n a n c i a l  i n s t a b i l i t y ,  wh ich  t h r o w s  d o m e s t i c  
p r i c e s  out of l i ne  wi th  w o r l d  m a r k e t s  and r e d u c e s  p o t e n t i a l  e x p o r t s .  
In e f fec t ,  the w i d e s p r e a d  t e n d e n c y  to l i ve  off the cuff i n d i r e c t l y  d i s -  
c o u r a g e s  e x p o r t s  by  m a k i n g  p r i c e s  too h igh .  T h i s  in  t u r n  n e c e s s i -  
t a t e s  r e g u l a t i o n  of i m p o r t s  to c o n s e r v e  e x c h a n g e .  A c u r r e n t  t r e n d  
i n v o l v e s  the  f l o a t i n g  of huge i n t e r n a t i o n a l  l o a n s  to c o n s o l i d a t e  f o r e i g n -  
e x c h a n g e  d e b t s - - m u c h  l ike  w h e n  one  g o e s  to a l oca l  l oan  b r o k e r  to pay  
off h i s  s m a l l e r  deb t s .  T h o s e  huge  loans  a r e  s e c u r e d  by p r o m i s e s  to 
i n i t i a t e  d o m e s t i c  s t a b i l i t y  r e f o r m s .  We have  s e e n  th is  happen  in  the  
l a s t  s ix  m o n t h s  in  T u r k e y ,  A r g e n t i n a ,  and F r a n c e ,  a m o n g  o t h e r s .  

Wi th  r e g a r d  to the b a r r i e r s  to c o m m e r c e ,  n u m e r o u s  n e g o t i a t i o n s  
a r e  c o n d u c t e d  in a t t e m p t s  to r e d u c e  t h e s e  b a r r i e r s ,  o f ten  on a r e c i p -  
r o c a l  b a s i s .  The  l a r g e s t  o r g a n i z a t i o n  o p e r a t i n g  in  th is  f i e ld  i s  the 
G e n e r a l  A g r e e m e n t  on T a r i f f s  and T r a d e ,  o r  GATT, the  m e m b e r  n a -  
t i ons  of wh ich  c a r r y  on t w o - t h i r d s  of the to ta l  w o r l d  t r a d e .  

A n o t h e r  o r g a n i z a t i o n  wh ich  has  an i m p o r t a n t  r e l a t e d  r o l e  i s  the  
I n t e r n a t i o n a l  M o n e t a r y  Fund ,  the  g e n e r a l  o b j e c t i v e  of wh ich  is  the  
e l i m i n a t i o n  or  r e d u c t i o n  of f o r e i g n  - e x c h a n g e  r e s t r i c t i o n s .  The  F u n d  
i s  i m p o r t a n t  as  the p r i n c i p a l  i n t e r n a t i o n a l  i n s t i t u t i o n  hav ing  as  i t s  
m i s s i o n  the  p r o m o t i o n  of i n t e r n a t i o n a l  f i n a n c i a l  s t a b i l i z a t i o n .  We 
a r e  fortuna%e in be ing  ab le  to s c h e d u l e  i t s  M a n a g i n g  D i r e c t o r ,  Mr .  
J a c o b s s o n ,  to l e c t u r e  to us  on r e c e n t  f i n a n c i a l  and e c o n o m i c  c o l l a b -  
o r a t i o n  d e v e l o p m e n t s  in  W e s t e r n  E u r o p e  and t h e i r  p r o b a b l e  f u t u r e  
s i g n i f i c a n c e .  

W e s t e r n  E u r o p e ,  wh i l e  s t r u g g l i n g  to r e b u i l d  f r o m  W o r l d  War  H 
d e s t r u c t i o n ,  has  found that  i n t e r n a t i o n a l  e c o n o m i c  c o l l a b o r a t i o n  has  
h e l p e d  in m e e t i n g  the c o m m o n  p r o b l e m s  of t h e s e  c o u n t r i e s .  The  
M a r s h a l l  P l a n  a s s i s t e d  in  the p o s t w a r  r e c o v e r y .  G r o w i n g  out of the  
M a r s h a l l  P l a n ,  the O r g a n i z a t i o n  f o r  E u r o p e a n  E c o n o m i c  C o o p e r a t i o n ,  
o r  the OEEC,  c a m e  in to  b e i n g  s h o r t l y  a f t e r  the wa r  to s e r v e  as  a m e a n s  
fo r  c o o r d i n a t i n g  i n t e r n a t i o n a l  e c o n o m i c  c o o p e r a t i o n  on a r e g i o n a l  b a s i s .  

A f t e r  m a n y  y e a r s  of d i s c u s s i o n ,  it now a p p e a r s  that  W e s t e r n  E u -  
r o p e  is  b e g i n n i n g  to a c h i e v e  a m o r e  s i g n i f i c a n t  d e g r e e  of i n t e r n a t i o n a l  
e c o n o m i c  i n t e g r a t i o n ,  t h rough  s u c h  a g e n c i e s  a s  the  Coal  and S t ee l  C o m -  
m u n i t y ,  EURATOM, and the E u r o p e  E c o n o m i c  C o m m u n i t y  o r  the  C o m -  
m o n  M a r k e t .  T h e s e  n e w e r  o r g a n i z a t i o n s  wi l l  l e a d  to m a j o r  c h a n g e s  not  
on ly  in  the E u r o p e a n  r e g i o n a l  e c o n o m y  but in  o t h e r  wor ld  m a r k e t s  as  
we l l .  
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W h e t h e r  o r  not they  wi l l  l e a d  to e v e n t u a l  p o l i t i c a l  un ion  is ,  of 
c o u r s e ,  h igh ly  s p e c u l a t i v e ,  but  i t  i s  u n d e n i a b l e  that  c l o s e r  p o l i t i c a l  
c o o p e r a t i o n  wi l l  be  n e c e s s a r y  in  the fu tu r e  to p r o t e c t  e a c h  c o u n t r y ' s  
s t a k e  in  th is  g r o w i n g  e c o n o m i c  i n t e g r a t i o n .  We have  h e a r d  f o r  m a n y  
y e a r s  the  old imper i~ . l~s t ic  t r u i s m  that  t r a d e  fo l l ows  the f lag .  I now 
s u g g e s t  that  the  o p p o s i t e  of th is  s t a t e m e n t  a l s o  m a y  be t rue .  In any  
even t ,  it  i s  c e r t a i n  tha t  W e s t e r n  E u r o p e  has  i n i t i a t e d  an  i n t e r n a t i o n a l  
e c o n o m i c  i n t e g r a t i o n  of w h i c h  the  e v e n t u a l  o u t c o m e  i s  d i f f icu l t  to p r e -  
d ic t  at  th is  t i m e .  

T u r n i n g  now f r o m  W e s t e r n  Eu rope ,  we h a v e  h e a r d  in r e c e n t  y e a r s  
i n c r e a s i n g l y  of the n e e d  to a id  the d e v e l o p m e n t  and  p r o m o t e  the g r o w t h  
and s t a b i l i t y  of the  l e s s  d e v e l o p e d  c o u n t r i e s .  What  a r e  t h e i r  p r o b l e m s ?  

O n e  of t h e i r  m a j o r  d i f f i c u l t i e s  is  t h e i r  a l m o s t  u n i v e r s a l  d e p e n d e n c e  
on  e x p o r t s  of one  o r  of a v e r y  f ew  b a s i c  c o m m o d i t i e s  to s u s t a i n  t h e i r  do-  
m e s t i c  e c o n o m i e s  and to p r o v i d e  t h e i r  f o r e i g n  e x c h a n g e .  T h e y  have  too 
m a n y  eggs  in one  b a s k e t .  T h e y  a r e  e s p e c i a l l y  v u l n e r a b l e  to c r o p  f a i l -  
u r e s  o r  to wor ld  p r i c e  d e c l i n e s  in the  r e s p e c t i v e  c o m m o d i t i e s  on wh ich  
e a c h  d e p e n d s  so h e a v i l y  f o r  i t s  p r i v a t e  and  pub l i c  r e v e n u e s .  F o r  i n -  
s t a n c e ,  co f f ee  e x p o r t s  a ccoun t  f o r  70 to 80 p e r c e n t  of the f o r e i g n  e x -  
c h a n g e  e a r n i n g s  of f i ve  of  the  South  A m e r i c a n  r e p u b l i c s .  S o m e  of you 
no  doubt  h a v e  s e e n  r e c e n t  n e w s p a p e r  a r t i c l e s  s a y i n g  that  co f f ee  is  now 
s e l l i n g  at  an  8 - y e a r  low. The  p r i c e  of Santos  cof fee  on the New Y o r k  
co f f ee  and s u g a r  e x c h a n g e  wen t  down to 15 c e n t s  a pound in  1948, went  
a s  h i g h  as 95 cen t s  a pound  in  1954, and is  b a c k  down this  w e e k  to the 
n e i g h b o r h o o d  of 41 c e n t s .  

T h e  i m p a c t  of p r i c e  s w i n g s  of th is  m a g n i t u d e  can  be  d e v a s t a t i n g  on  
e c o n o m i e s  wh ich  a r e  so  e x c e p t i o n a l l y  d e p e n d e n t  on  f o r e i g n  s a l e s  of 
only  one  o r  two of t h e s e  b a s i c  c o m m o d i t i e s .  The  p r o b l e m  has  g iven  
r i s e  to i n s i s t e n t  d e m a n d s  f o r  i n t e r n a t i o n a l  a c t i o n s  to r e d u c e  p r i c e  
f l u c t u a t i o n s .  T h e s e  s w i n g s  a r e  h a r d  to o v e r c o m e  wi thout  e s t a b l i s h -  
i ng  l a r g e  b u f f e r  s t o c k s  o r  u s i n g  s o m e  o t h e r  d e v i c e  w h i c h  is  cos t ly ,  
w h i c h  r e q u i r e s  a h igh  d e g r e e  of  i n t e r n a t i o n a l  c o o p e r a t i o n  a m o n g  
m a n y  na t i ons ,  and  which  a t t e m p t s  to s u b s t i t u t e  a r t i f i c i a l  m e c h a -  
n i s m s  f o r  the  o p e r a t i o n  of the  f r e e - m a r k e t  s i t ua t i on .  

T h e  l e s s  d e v e l o p e d  c o u n t r i e s  a r e  t r y i n g  s t r e n u o u s l y  to g row and  
to d i v e r s i f y ,  to ga in  f o r  t h e m s e l v e s  the  e c o n o m i c  and s o c i a l  b e n e f i t s  
w h i c h  they  can  p e r c e i v e  e l s e w h e r e  in the w o r l d .  E n c o u r a g e d  by the 
a m a z i n g  r e c o v e r y  of W e s t e r n  E u r o p e  a f t e r  the war ,  m a n y  A m e r i c a n s  
t end  to th ink  that  l a r g e  i n j e c t i o n s  of f o r e i g n  cap i t a l  w i l l  a u t o m a t i c a l l y  
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a c h i e v e  the s a m e  r a p i d  g r o w t h  t h r o u g h o u t  the  l e s s  d e v e l o p e d  c o u n t r i e s ,  
in  sp i t e  of the  fac t  that  m a n y  of t h e s e  c o u n t r i e s  l a c k  i n d u s t r i a l  t r a d i -  
t ions ,  a r e  s h o r t  of s o c i a l  o v e r h e a d  c a p i t a l ,  p o r t s ,  r a i l r o a d s ,  and  pub -  
l i c  s e r v i c e ,  and  l a c k  s u c c e s s f u l  e x p e r i e n c e  in the m a n a g e m e n t  of i n -  
d u s t r y  o r  in the g o v e r n m e n t  of an  i n d u s t r i a l  s o c i e t y .  

G a l l o p i n g  i n f l a t i o n  i s  one  of t h e i r  m a j o r  i l l s ,  p a r t i c u l a r l y  in  L a t i n  
A m e r i c a .  It a r i s e s  p r i n c i p a l l y  f r o m  e c o n o m i c  p o l i c i e s  w h i c h  r e s u l t  in  
s p e n d i n g  m o r e  than  they  e a r n .  A m b i t i o u s  s o c i a l - s e c u r i t y  p r o g r a m s ,  
wi th  p o l i t i c a l  a p p e a l ,  add to the cos t  of g o v e r n m e n t  and  of do ing  b u s i n e s s .  
H a b i t s  of c o n s u m p t i o n  a r e  i m p o r t e d f r o m  the m o r e  p r o s p e r o u s  c o u n t r i e s .  
S o m e  c o u n t r i e s  l a c k  e f f e c t i v e  s u p e r v i s i o n  of the b a n k i n g  s y s t e m  and  
l a c k  c o o r d i n a t i o n  of m o n e t a r y  and c r e d i t  p o l i c i e s .  T a x e s  a r e  o f t en  low 
and  e a s y  to e v a d e .  As  an e x a m p l e  of the r a v a g e s  of the r e s u l t i n g  i n f l a -  
t ion,  h e r e  is  an  a r t i c l e  f r o m  the " W a s h i n g t o n  P o s t "  of 27 N o v e m b e r  1958 
wi th  an  A r g e n t i n a  da te  l i ne .  It s a y s :  

" T h e  C e n t r a l  Bank  r e p o r t e d  h e r e  that  g o v e r n m e n t  p r e s s e s  p r i n t e d  
a n o t h e r  $ 1 2 , 6 7 0 , 0 0 0  in  p a p e r  m o n e y  l a s t  w e e k " - - t h e s e  a r e  A m e r i c a n  
d o l l a r s - - " i n c r e a s i n g  m o n e y  in  c i r c u l a t i o n  in  A r g e n t i n a ' s  i n f l a t i o n  e c o n -  
o m y  at the r a t e  of $2, 235, 400 p e r  w o r k i n g  day.  The  p a p e r  on w h i c h  
o n e - p e s o  n o t e s  a r e  p r i n t e d  now c o s t s  one  p e s o ,  20 c e n t a v o s ,  a c c o r d i n g  
to the r a d i c a l  o p p o s i t i o n  w e e k l y .  " 

R e g a r d l e s s  of the p l igh t  of m a n y  of t h e s e  c o u n t r i e s ,  the  f ac t  r e -  
m a i n s  that  we need  t h e m ,  and we and o u r  i n d u s t r i a l i z e d  E u r o p e a n  a l -  
l i e s  n e e d  t h e i r  p r o d u c t s .  P e r h a p s  you  m a y  be  ab l e  to a r r i v e  at s o m e  
n e w  s o l u t i o n  f o r  t h e i r  s t a b i l i z a t i o n  i l l s .  O b v i o u s l y  we c a n n o t  c o n t i n u e  
i n d e f i n i t e l y  to p o u r  out  o u r  own F e d e r a l  m o n e y  l i ke  w a t e r  out  of a boot  
in  s u b s i d i z i n g  so m a n y  of t h e s e  c o u n t r i e s .  

T h e  Un i t ed  S ta t e s  has  a s t r o n g  n a t u r a l  i n t e r e s t  in  m e a s u r e s  to 
p r o m o t e  i n t e r n a t i o n a l  p r i c e  and f i n a n c i a l  s t a b i l i t y  and in the e c o n o m i c  
g r o w t h  of f r i e n d l y  n a t i o n s .  In s p i t e  of ou r  own d o m e s t i c  p r o b l e m s ,  we  
h a v e  s u p p o r t e d  e x t e n s i v e  e c o n o m i c - a i d  p r o g r a m s  and i n t e r n a t i o n a l  l o a n  
a r r a n g e m e n t s .  We p r o d u c e  35 to 40 p e r c e n t  of ~he w o r l d ' s  goods ,  as  
you  have  h e a r d  m a n y  t i m e s ,  and o u r  f o r e i g n  t r a d e  e q u a l s  16 p e r c e n t  of 
the w o r l d ' s  to ta l .  Our  c o m m a n d i n g  p o s i t i o n  a s  a m a r k e t ,  as  a s o u r c e  
of supply ,  and  as  a r e s e r v o i r  of c a p i t a l  and s k i l l s  m a k e s  a s t r o n g  and 
e x p a n d i n g  A m e r i c a n  s o c i e t y  b a s i c  to g r o w t h  and  s t a b i l i t y  t h r o u g h o u t  
the r e s t  of the w o r l d .  P e r h a p s  one  of the i m p o r t a n t  ways  in  w h i c h  the 
Un i t ed  S ta te s  can  a s s i s t  in  w o r l d  e c o n o m i c  s t a b i l i z a t i o n  and  in  w i n n i n g  
the p o w e r  s t r u g g l e  wi th  the Sovie t  i s  to i n s u r e  that  o u r  own e c o n o m y  
r e m a i n s  s t r o n g ,  s t a b l e ,  expand ing ,  and the  b u l w a r k  of the f r e e  w o r l d .  
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T h e  C o m m u n i s t  e c o n o m i c  c h a l l e n g e  has  b e c o m e  m o r e  ev iden t  
r e c e n t l y .  T h i s  is  e x p r e s s e d  now in  the open  t h r e a t  to b e s t  A m e r -  
i c a  in i t s  s t r o n g e s t  a r e a ,  i n d u s t r i a l  p r o d u c t i o n .  I wi l l  m e n t i o n  on ly  
the p o t e n t i a l  of R u s s i a n  s t a t e  t r a d i n g  when  it c o m e s  to d i s r u p t i n g  i n -  
t e r n a t i o n a l  s t ab i l i t y  by d i s t u r b i n g  f r e e - e n t e r p r i s e  m a r k e t s ,  d e l i b e r -  
a t e l y  o r  m e r e l y  as  a s i d e  i s s u e  to the  a c h i e v e m e n t  of o t h e r  o b j e c t i v e s .  

R u s s i a n  f o r e i g n  t r a d e  has  g r o w n  in  i m p o r t a n c e  c o m p a r e d  to i t s  
s t a t u r e  20 y e a r s  ago, w h e n  it a p p r o x i m a t e d  that  of New Z e a l a n d ,  w h i c h  
then  had  on ly  about  1 p e r c e n t  of the Sov ie t  popu la t ion .  A l l  Sovie t  i n t e r -  
n a t i o n a l  t r a d e  is  c o n t r o l l e d  by the M i n i s t r y  of F o r e i g n  T r a d e .  It c o n -  
t r o l s  th is  t r a d e  s i m p l y  by g r a n t i n g  i m p o r t  and expor t  l i c e n s e s  to i m -  
p l e m e n t  the a p p r o v e d  t r a d i n g  p r o g r a m s  of a g e n c i e s  u n d e r  i t s  own d i r e c t  
c o n t r o l .  Such t r a d e ,  in a c e n t r a l l y  m a n a g e d  e c o n o m y ,  does  not  h a v e t o  
be  c o n d u c t e d  at a p r o f i t .  It i s  an e f f e c t i v e  m e c h a n i s m  fo r  p r o m o t i n g  
p o l i t i c a l  o b j e c t i v e s ,  fo r  d u m p i n g  s u r p l u s e s  and m a k i n g  p u r c h a s e s  to 
c o m p e n s a t e  f o r  e r r o r s  in c e n t r a l i z e d  p r o d u c t i o n  p l a n n i n g  and,  in fac t ,  
e v e n  f o r  e x e c u t i n g  b u r e a u c r a t i c  e c o n o m i c  and p o l i t i c a l  b l u n d e r s .  It 
does  not c o n s t i t u t e  s t e a d y  t r ad ing ,  w h i c h  i s  the b a s i s  of e c o n o m i c  s t a -  
b i l i z a t i o n .  T h e  w e a k e r  n a t i o n s ,  w h i c h  depend  so h e a v i l y  on the e x p o r t  
of a few p r i m a r y  c o m m o d i t i e s ,  a r e  m o s t  v u l n e r a b l e  to th i s  type of t r a d -  
ing.  

W h a t e v e r  i t s  m o t i v e ,  Sovie t  s t a t e  t r a d i n g  is  c e r t a i n  to be  a s e r i o u s l y  
d i s t u r b i n g  i n f l u e n c e  in a t t e m p t s  to e s t a b l i s h  i n t e r n a t i o n a l  s t a b i l i t y  in  c o m -  
m o d i t y  p r i c e s ,  and it  i s  going  to c a u s e  t r o u b l e  in  the a c h i e v e m e n t  of 
the Uni ted  S t a t e s  o b j e c t i v e s  in  the i n t e r n a t i o n a l  e c o n o m i c  f i e ld .  T h e  ou t -  
c o m e  of our  e f fo r t s ,  in  tu rn ,  wi l l  he lp  to d e t e r m i n e  w h e t h e r  o r  not  p r i -  
v a t e  c a p i t a l i s m  wi l l  be  ab le  to de fea t  the c h a l l e n g e  of s t a t e  c a p i t a l i s m .  

As  L a d y  Godiva  r e m a r k e d  w h e n  she  n e a r e d  the end of h e r  r i d e ,  "I  
now a p p r o a c h  m y  c l o t h e s . "  I s n ' t  that  c o r n y ?  

In r e v i e w  and c o n c l u s i o n ,  e c o n o m i c  s t a b i l i z a t i o n  m e a s u r e s  a r e  
i n t e g r a l  to and e v e r  p r e s e n t  in  an  i n d u s t r i a l  s o c i e t y .  T h e i r  p u r p o s e s  
u n d e r  w a r t i m e  c o n d i t i o n s  a r e  to p r e v e n t  s e r i o u s  e c o n o m i c  d i s l o c a t i o n s  
wh ich  i m p e d e  the  p r o s e c u t i o n  of the war  and i n c r e a s e  i t s  to ta l  e v e n t u a l  
c o s t  and to c h a n n e l  n a t i o n a l  r e s o u r c e s  in to  t hose  a r e a s  w h e r e  they  can  
m a k e  the  g r e a t e s t  c o n t r i b u t i o n  to the w a r  e f fo r t .  

In c o n t e m p o r a r y  A m e r i c a ,  s t a b i l i z a t i o n  m e a s u r e s  a r e  i n e x t r i c a b l y  
bound up in to  the  e f fo r t  to m a i n t a i n  a s t r o n g  and g r o w i n g  e c o n o m y  whi le  
r e s t r a i n i n g  bo th  the b u s i n e s s  c y c l e  and the p o w e r f u l  f o r c e s  of i n f l a t ion .  
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W e s t e r n  E u r o p e  i s  u n d e r t a k i n g  new and i m p o r t a n t  s t e p s  t o w a r d  
e c o n o m i c  c o l l a b o r a t i o n  and s t a b i l i z a t i o n .  E l s e w h e r e  in the  wor ld ,  
the  m a n y  l e s s  d e v e l o p e d  n a t i o n s  a r e  a t t e m p t i n g  to f ind s h o r t c u t s  to 
the  a t t a i n m e n t  of s o c i a l  and e c o n o m i c  b e n e f i t s  w h i c h  the  m o r e  h igh ly  
d e v e l o p e d  c o u n t r i e s  have  r e q u i r e d  g e n e r a t i o n s  of i n d u s t r i a l  p r o g r e s s  
to a c h i e v e .  T h e i r  s o c i a l  p r o g r e s s  and p o l i t i c a l  s t a b i l i t y  d e p e n d  in 
g r e a t  m e a s u r e  on t h e i r  s u c c e s s  in a t t a i n ing  s t ab l e  and g r o w i n g  e c o n -  
omie s. 

Men a l m o s t  e v e r y w h e r e  a r e  s e e k i n g  ways  to r e d u c e  b a r r i e r s  to  
p e a c e f u l  and m u t u a l l y  p r o f i t a b l e  w o r l d  t r a d e .  

M e a n w h i l e ,  t h o s e  who l i s t e n  m a y  h e a r  the  v o i c e  of P a t r i c k  H e n r y  
r i n g i n g  down t h r o u g h  the  y e a r s  wi th  an o m i n o u s  m e s s a g e  fo r  1959: 
" G e n t l e m e n  m a y  c r y ,  ' p e a c e ,  p e a c e ,  ' bu t  t h e r e  i s  no  p e a c e .  The  w a r  
has  a l r e a d y  begun .  " 

T o d a y ' s  s i t ua t i on  i s  unique  in h i s t o r y .  F o r  a d o z e n  y e a r S ,  a g r e a t  
w o r l d  p o w e r  has  app l i ed  u n r e m i t t i n g  p r e s s u r e  to the  n a t i o n s  on i t s  
p e r i p h e r y .  The  only o t h e r  g r e a t  p o w e r ,  s e n s i n g  the  u l t i m a t e  d a n g e r  
to i t s e l f ,  has  u n d e r t a k e n  the t a s k  of r e s i s t i n g  th i s  c r e e p i n g  a g g r e s s i o n  
w h e r e v e r  i t  a s s e r t s  i t s e l f .  At e v e r y  counc i l  t ab le  s i t s  the  u n w e l c o m e  
gues t ,  M a r s ,  wi th  h is  c o s t l y  and t e r r i f y i n g  new a r s e n a l .  The e c o n o m i c  
r e s u l t s  of the s t r u g g l e  a r e  a f f ec t ing  our  ab i l i t y  to m a i n t a i n  s t a b i l i t y  and 
s o u n d n e s s  of g rowth .  

What  wi l l  be  the  e v e n t u a l  c u m u l a t i v e  e f f ec t  of the  l o n g - c o n t i n u e d  
m a s s i v e  e c o n o m i c  s t r a i n s  ? Is  th i s  the  C o m m u n i s t  o b j e c t i v e  ? 

C h a r t  10, page 2 6 . - - W e  a r e  in  a w a r  wh ich  c u r r e n t l y  i s  fought  on 
e c o n o m i c  b a t t l e f i e l d s .  How sha l l  we w i n ?  

If you want  to know the  a n s w e r s  to t h e s e  and m a n y  o t h e r  m a j o r  q u e s -  
t i ons ,  tune in on the  l a t e r  i n s t a l l m e n t s  of Unit  VII, and then  d e c i d e  fo r  
y o u r s e l v e s .  

Thankyou. 

(16 Apt 1959--4, 150)O]pc:bn 
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W E WILL FORCE THE UNITED STATES TO SPEND ITSELF INTO DESTRUCTION 
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