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D r .  G a b r i e l  Hauge ,  C h a i r m a n ,  F i n a n c e  C o m m i t t e e ,  M a n u f a c t u r e r s  
T r u s t  C o m p a n y ,  New Y o r k ,  was  b o r n  in Hawley ,  M i n n e s o t a  on 7 M a r c h  
1914. He r e c e i v e d  his  A . B .  d e g r e e  f r o m  C o n c o r d i a  C o l l e g e ,  and his  
M . A .  f r o m  H a r v a r d .  In 1947 he r e c e i v e d  a P h . D .  d e g r e e  f r o m  H a r v a r d  
and in 1957 he r e c e i v e d  an L L .  D. f r o m  C o n c o r d i a .  He s e r v e d  as  a s s i s t -  
ant  dean ,  C o n c o r d i a  Co l l ege ,  1935-36; i n s t r u c t o r ,  H a r v a r d ,  1938-40;  
and i n s t r u c t o r  in E c o n o m i c s ,  P r i n c e t o n  U n i v e r s i t y ,  1940-42.  He was  
ch ie f ,  D i v i s i o n  of R e s e a r c h  and S t a t i s t i c s ,  New Y o r k  Sta te  B a n k i n g  
D e p a r t m e n t ,  1947-50; m e m b e r  of the  T e c h n i c a l  C o m m i s s i o n ,  New Y o r k  
L e g i s l a t i v e  C o m m i t t e e  on I n t e r s t a t e  C o o p e r a t i o n ,  1949-50;  e d i t o r  
" T r e n d "  e d i t o r i a l ,  B u s i n e s s  Week  M a g a z i n e  and a s s i s t a n t  to the c h a i r -  
m a n ,  E x e c u t i v e  C o m m i t t e e ,  M c G r a w - H i l l  P u b l i s h i n g  C o m p a n y ,  1950-52.  
D u r i n g  1951-52 he was  r e s e a r c h  d i r e c t o r  on the  c a m p a i g n  s taf f  of 
Dwight  D. E i s e n h o w e r ,  l a t e r  a c t e d  as  A d m i n i s t r a t i v e  A s s i s t a n t  to the  
P r e s i d e n t  of the  Un i t ed  S t a t e s  fo r  E c o n o m i c  A f f a i r s .  F r o m  1956 unt i l  
S e p t e m b e r  1958 he  s e r v e d  as S p e c i a l  A s s i s t a n t  to the P r e s i d e n t  of the  
U n i t e d  S t a t e s  f o r  E c o n o m i c  A f f a i r s .  In O c t o b e r  1958 he a s s u m e d  h is  
p r e s e n t  pos i t i on .  D u r i n g  W o r l d  War  II he s e r v e d  as  an o f f i c e r  in t h e  
Un i t ed  S t a t e s  Nava l  R e s e r v e  and was  r e l i e v e d  f r o m  a c t i v e  duty  with  
the  r a n k  of l i e u t e n a n t  c o m m a n d e r .  Th i s  is  h is  f i r s t  l e c t u r e  at the  I n d u s -  
t r i a l  C o l l e g e .  
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C A P T A I N  T H O M P S O N :  A d m i r a l  C l a r k ,  G e n t l e m e n :  T h i s  m o r n i n g  
we a r e  to  h e a r  o u r  s e c o n d  l e c t u r e  in  the  E c o n o m i c  S t a b i l i z a t i o n  Uni t .  
I a m  s u r e  you  wi l l  r e c a l l  tha t  o u r  i n i t i a l  s p e a k e r  l a s t  week ,  who s p o k e  
on the  s u b j e c t  "A P r o g r a m  f o r  M a x i m u m  G r o w t h  in  the  A m e r i c a n  E c o n -  
o m y ,  " d w e l t  at  s o m e  l e n g t h  on p u b l i c  p o l i c y  d e s i g n e d  to f o s t e r  s u c h  
g r o w t h .  O u r  s p e a k e r  t h i s  m o r n i n g  wi l l  a l s o  t o u c h  on t h i s  s u b j e c t ,  and 
I a m  s u r e  t ha t  t h e r e  a r e  go ing  to be s o m e  d i f f e r e n c e s  of o p i n i o n .  

O u r  s p e a k e r  h a s  had a d i s t i n g u i s h e d  c a r e e r  in  i n d u s t r y ,  in  G o v e r n -  
m e n t ,  and in  e d u c a t i o n .  He is  c u r r e n t l y  C h a i r m a n  of the  F i n a n c e  C o m -  
m i t t e e  of  the  M a n u f a c t u r e r s  T r u s t  C o m p a n y  of  New Y o r k .  His  m o s t  
r e c e n t  e x p e r i e n c e  in  G o v e r n m e n t  was  as  S p e c i a l  A s s i s t a n t  to  the  P r e s -  
i d e n t  of t he  Uni ted  S t a t e s  f o r  E c o n o m i c  A f f a i r s  f r o m  1956 to 1958. 

It i s  a g r e a t  p l e a s u r e  to w e l c o m e  to t h i s  p l a t f o r m  f o r  the  f i r s t  t i m e  
and to p r e s e n t  to t he  C l a s s  of 1959 Dr .  G a b r i e l  H a u g e .  

DR.  HAUGE:  M r .  C h a i r m a n ,  A d m i r a l  C l a r k ,  G e n t l e m e n :  I h a v e  
h e a r d  wi th  a g r e a t  d e a l  of i n t e r e s t  t ha t  you  h a v e  a l r e a d y  had  an  i n t r o -  
d u c t i o n  to t h i s  g e n e r a l  s u b j e c t  of e c o n o m i c s  and e c o n o m i c  p o l i c y .  I 
wan t  to  s a y  tha t  y o u r  p r e c e d i n g  v i s i t o r  i s  a f r i e n d  of m i n e .  Whi le  y o u  
m a y  d i s c o v e r  a l o n g  the  way  tha t  we d o n ' t  s h a r e  the  s a m e  n o t i o n  abou t  
how to ge t  to  a c e r t a i n  p l a c e ,  o r  m a y b e  e v e n  what  the  o b j e c t i v e  i s ,  t ha t  
s i m p l y  m e a n s  tha t ,  a s  in  y o u r  f i e l d ,  p e r h a p s  t h e r e  a r e  d i f f e r e n t  p o i n t s  
of  v iew abou t  e c o n o m i c  p o l i c y .  What  we ought  to t r y  to do i s  to  l ay  out  
t h e s e  e l e m e n t s  and s e e  w h e r e  r e a s o n a b l e  m e n  c a n  a g r e e .  

I h a v e ,  a s  y o u r  C h a i r m a n  i n d i c a t e d ,  c h a n g e d  m y  d u t y  s t a t i o n ,  so  
to  s p e a k ,  in  the  l a s t  few m o n t h s .  I did s e r v e  h e r e  i n W a s h i n g t o n  f o r  
abou t  f ive  and t h r e e - q u a r t e r s  y e a r s  in a s p o t  w h e r e  i t  w a s  p o s s i b l e  to  
o b s e r v e  r a t h e r  c a r e f u l l y  the  d i f f e r e n t  c o n c e p t i o n s  of e c o n o m i c s  and of 
e c o n o m i c  p o l i c y  tha t  a r e  a d v a n c e d  in a c o u n t r y  wi th  as  v a r i e d  a p o p u -  
l a t i o n  and e c o n o m i c  c o n f i g u r a t i o n  a s  o u r s .  H e n c e  m y  own  v i e w s  m a y  
p e r h a p s  be c o l o r e d  a l i t t l e  bi t  by tha t  e x p e r i e n c e ,  a l t h o u g h  I t h ink  t h a t  
now,  s i n c e  I a m  l o o k i n g  at  s o m e  of t h e s e  p r o b l e m s  t h r o u g h  the  o t h e r  
end  of  the  t e l e s c o p e ,  I h a v e ,  so  to s p e a k ,  a s o m e w h a t  d i f f e r e n t  p e r -  
s p e c t i v e .  I d o n ' t  t h i n k  I ' m  in any  s e n s e  a Wal l  S t r e e t  b a n k e r .  I 
h a v e n ' t  b e e n  t h e r e  l ong  e n o u g h .  I a m  j u s t  a c o u n t r y  p r e a c h e r ' s  son ,  



who h a s  had  a c h a n c e  to l i v e  and  do a few t h i n g s  in  t h i s  w o r l d  and  h a s  
t r i e d  a l o n g  the  way to g a t h e r  s o m e  i d e a s  abou t  how o u r  k i n d  of  e c o -  
n o m i c  s o c i e t y  o p e r a t e s  and  how we can  m o s t  e f f e c t i v e l y  m a x i m i z e  
what  it  o u g h t  to do fo r  us .  

Now, e c o n o m i c s  i s  an e x c e e d i n g l y  f a r - r a n g i n g  s u b j e c t .  P e r h a p s  
we o u g h t  to s t a r t  wi th  a b r o a d  c o n c e p t  and  t h e n  pu l l  i t  d o w n  off  t he  
c e i l i n g ,  t a k e  a l o o k  at i t ,  and  s e e  i f  t h e r e  a r e  s o m e  g u i d i n g  p r i n c i p l e s  
t h a t  c a n  i n d i c a t e  p o l i c y  m e a s u r e s .  

As  u s e f u l  a d e f i n i t i o n  a s  I h a v e  wi th  r e s p e c t  to  t he  e c o n o m i c  p r o b -  
l e m  i s  s i m p l y  t h i s :  It  i s  t he  q u e s t i o n  of  r e l a t i n g  u n l i m i t e d  n e e d s  to 
l i m i t e d  r e s o u r c e s .  I t h i n k  t ha t  ha s  a l w a y s  b e e n  t r u e  s i n c e  t he  d a w n  of  
h i s t o r y .  T h a t  h a s  b e e n  t he  b a s i c  n a t u r e  of  t he  e c o n o m i c  p r o b l e m - - u n -  
l i m i t e d  w a n t s  o r  n e e d s  to be  m e a s u r e d ,  and  m a t c h e d  a g a i n s t ,  and  to 
be  s o r t e d  out  a g a i n s t ,  l i m i t e d  m e a n s  of s a t i s f y i n g  t h o s e  w a n t s .  

T h e  e c o n o m i c  h i s t o r y  of the  w o r l d  r e a l l y  i s  t he  h i s t o r y  of  h o w  
s o c i e t i e s  in  one  g e n e r a t i o n  a f t e r  a n o t h e r  h a v e  o r g a n i z e d  t h e m s e l v e s  
to  c o p e  wi th  t ha t  d i s p a r i t y .  As  you  l o o k  a r o u n d  t he  h o r i z o n  of  t he  
w o r l d  t oday ,  you wil l  f ind  qu i t e  a v a r i e t y  of i n s t i t u t i o n a l  a r r a n g e m e n t s  
and  e c o n o m i c  s o c i e t i e s  d e s i g n e d  to d e a l  wi th  t h i s  d i s p a r i t y .  

On t he  one  e x t r e m e  you  h a v e  the  s o c i e t y  of  Ch ina ,  w h i c h  h a s  b e e n  
e m p h a s i z i n g  the  i d e a  of  t he  c o m m u n i s t i c  c o m m u n e .  T h e n ,  c o m i n g  
a l i t t l e  b i t  m o r e  to t he  r i g h t ,  y o u  h a v e  the  S o v i e t  U n i o n ' s  e c o n o m i c  
s o c i e t y .  T h e n ,  c o m i n g  a l i t t l e  f u r t h e r  to  t he  r i g h t ,  t h e  r i g h t  b e i n g  a 
m a r k e t  s y s t e m ,  you  h a v e  s o m e  of  the  s a t e l l i t e  e c o n o m i e s ,  w h i c h  w e r e  
o r g a n i z e d  on a m a r k e t  s y s t e m  b a s i s  b e f o r e  t h e y  w e r e  t a k e n  o v e r  and  
c o e r c e d  in to  m e m b e r s h i p  in  t he  s a t e l l i t e  g r o u p .  

C z e c h o s l o v a k i a ,  f o r  e x a m p l e ,  had  a w e l l - a d v a n c e d  m a r k e t  s y s t e m  
e c o n o m y  b e f o r e  s h e  was  e m b r a c e d  by t he  R u s s i a n  b e a r .  And  e v e n  t o d a y  
a g o o d  d e a l  m o r e  of tha t  k ind  of s y s t e m  p e r s i s t s  t han ,  say ,  in  R u s s i a  
a nd  c e r t a i n l y  t h a n  in C h i n a .  

T h e n  you  c o m e  t h r o u g h  v a r i o u s  d e g r e e s  of  d e m o c r a t i c  s o c i a l i s m .  
H e r e  the  key  d i s t i n c t i o n  i s  t ha t  c e r t a i n  m e a n s  of  p r o d u c t i o n  a r e  o w n e d  
in c o m m o n ,  but  tha t  t h e  o r d e r s  a r e  g i v e n  by p e o p l e  who c a n  be  t u r n e d  
out  b y  t he  v o t e r s  in  f r e e  E l e c t i o n s .  

Nex t  you  m o v e  o v e r  m o r e  t o w a r d  the  k i n d  of  an  e c o n o m i c  s y s t e m  
tha t  i s  b e s t  r e p r e s e n t e d  by  t he  C a n a d i a n ,  I w o u l d  say ,  and  by  o u r  own,  
w h e r e  e c o n o m i c  d e c i s i o n  m a k i n g  i s  l a r g e l y  s t i l l  r e s e r v e d  to the  p r i v a t e  
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s e c t o r  of the  e c o n o m y .  H e r e  a g a i n  h o w e v e r ,  t h e r e  has  b e e n  a g r o w -  
ing  m i x t u r e  of publ ic  and  p r i v a t e  e c o n o m i c  d e c i s i o n - m a k i n g .  

In o r d e r  tha t  you m i g h t  know the b i a s e s  or  the p r e c o n c e p t i o n s  tha t  
gu ide  m y  own th ink ing ,  I want  to l ay  t hem out b r i e f l y  for  you .  If  t h e y  
d i s a g r e e  with  y o u r s ,  at  l e a s t  then  y o u ' v e  got s o m e  l e a d  as  to how I 
c o m e  out w h e r e  I do. If t hey  don ' t  m a y b e  you wil l  have  a l i t t l e  m o r e  
fu l ly  s t a t e d  r a t i o n a l e  of why you th ink  the way you do. It i s  v e r y  h e l p -  
ful e v e r y  o n c e  in a wh i l e  to f ind out  why it i s  we th ink  the  way we do. 

In m y  own a p p r o a c h ,  wh ich  I th ink  i s  p e r h a p s  the m a j o r i t y  A m e r i -  
can  a p p r o a c h  to e c o n o m i c  p r o b l e m s ,  t h e r e  a r e  f ive  b a s i c  u n d e r l y i n g  
p r i n c i p l e s .  

The  f i r s t  i s  the  r e s o r t  to the  u se  of the  m a r k e t  s y s t e m  to p l an  the  
p r o d u c t i o n  tha t  we n e e d .  T h i s ,  of c o u r s e ,  i s  in c o n t r a s t  to m a n y  of 
the  o t h e r  s y s t e m s  which  I have  m e n t i o n e d  to you.  In the m a r k e t  s y s t e m  
the  p l a n n i n g  i s  done by the  b r i n g i n g  t o g e t h e r  of n e e d s  and  r e s o u r c e s  
t h r o u g h  a p r i c i n g  s y s t e m ;  and  thus  the v o l u m e  and k inds  of goods  a r e  
t h e r e b y  r o u g h l y  d e t e r m i n e d .  T h e r e  a r e  a l l  s o r t s  of i n t e r v e n t i o n s  in t h i s  
s y s t e m ,  o b v i o u s l y - - b y  G o v e r n m e n t  and  by p r i v a t e  s o u r c e s - - b u t  t h e s e  
a r e  m o d i f i c a t i o n s  of a b a s i c  p r i n c i p l e .  My own b i a s  i s  tha t  we s h o u l d  
i n t e r f e r e  l e s s  wi th  th i s  m a r k e t  s y s t e m  than  we have  b e e n  doing,  and 
c e r t a i n l y  r e s i s t  n e w  e n c r o a c h m e n t s  on i t .  I ' l l  c o m e  b a c k  to tha t  l a t e r .  

The  s e c o n d  b a s i c  p r i n c i p l e  in th i s  a p p r o a c h  i s  an  e m p h a s i s  on 
i n c e n t i v e  and r e w a r d  as  the  m o t i v a t i n g  f a c t o r .  In t h i s  c o u n t r y  of o u r s  
I t h i n k  the  i d e a  of equa l  o p p o r t u n i t y  is  v e r y  we l l  e s t a b l i s h e d .  I t ' s  
e s t a b l i s h e d  in the  founding  d o c u m e n t s - - a n d  I t h ink  it has  the  a p p r o v a l  
of the  o v e r w h e l m i n g  m a j o r i t y  of the  A m e r i c a n  p e o p l e  t o d a y - - t h a t  e v e r y -  
body  in e f fec t  shou ld  have  the  s a m e  p l a c e  at the  s t a r t i n g  l i ne  in the  e c o -  
n o m i c  r a c e .  But  t h e r e  is  no th ing  in the  A m e r i c a n  t r a d i t i o n  tha t  s a y s  
e v e r y b o d y  shou ld  be  a s s u r e d  the  s a m e  p l a c e  at the  f i n i s h  l ine .  It i s  
b e t w e e n  t h e s e  two po in t s  tha t  we p e r m i t ,  o r  shou ld  p e r m i t ,  i n c e n t i v e  
and  r e w a r d  to o p e r a t e .  

T h i s  has  g r e a t  s i g n i f i c a n c e  for  o u r  tax  s y s t e m .  The  m o r e  t i m e  I 
s p e n d  in p r i v a t e  b u s i n e s s ,  it  s e e m s  to me ,  the m o r e  one point  i s  c l e a r :  
We have  s u c h  a h e a v y  and c o m p l e x  tax  s y s t e m  that  the  a m o u n t  of e n e r g y  
tha t  g o e s  into  the  l e g a l  m i n i m i z i n g  of the  tax  b u r d e n ,  i s  p r o d g i o u s .  

Third, a fundamental approach in my thinking is the necessity of 
a sound currency. There is now going a very crazy idea that a sound 
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c u r r e n c y ,  w h i c h  is a c u r r e n c y  of r e a s o n a b l e  s t a b i l i t y  of p u r c h a s i n g  
p o w e r ,  i s  an  e n e m y  of e c o n o m i c  g rowth ;  that  it  i s  a n e g a t i v e  concep t ;  
that  it  is  a r e s t r a i n i n g  f o r c e  on the a c h i e v e m e n t  of  a d e s i r a b l e  o b j e c t i v e  
in the  f i e ld  of g r o w t h .  I want  to c o m e  b a c k  to th i s ,  b e c a u s e  I ' m  s u r e  
t h i s  i s  one  of the  th ings  tha t  o c c u p i e d  m y  p r e d e c e s s o r  on t h i s  p l a t f o r m  a 
w e e k  ago.  And h e r e  I would  s a y  t h e r e  is  p e r h a p s  qu i te  a d e g r e e  of 
d i f f e r e n c e  of op in ion .  

The  f o u r t h  p r i n c i p l e  that  I would b a s e  m y  g e n e r a l  a p p r o a c h  on i s  
t h i s :  tha t  when  the  G o v e r n m e n t  i n t e r v e n e s  in the  e c o n o m y ,  it  shou ld  do 
so t h r o u g h  the m a r k e t  s y s t e m .  What do I m e a n  by tha t  ? I m e a n  tha t  
as  a g a i n s t  s e t t i n g  p r i c e s ,  s e t t i n g  w a g e s ,  o r  a l l o c a t i n g  m a t e r f a l s ,  it  
s hou ld  o p e r a t e  t h r o u g h  i n d i r e c t  m e t h o d s ,  such  as  f i s c a l  and  m o n e t a r y  
p o l i c i e s .  The  c r e d i t  p o l i c y  of the  c o u n t r y  shou ld  be adjusted" c o u n t e r -  
c y c l i c a l l y .  In o t h e r  w o r d s ,  t h e r e  shou ld  be a l e a n i n g  a g a i n s t  the  wind.  
When the  p r i v a t e  e c o n o m y  i s  booming ,  the c e n t r a l  b a n k  shou ld  p e r m i t  
the  m o n e t a r y  s i t u a t i o n  to t i gh t en  up s o m e w h a t ,  so tha t  t h e r e  i s  not  a 
c a p a c i t y  to f i n a n c e  in f l a t i on .  C o n t r a r y w i s e ,  when  the p r i v a t e  e c o n o m y  
is  r e l a x i n g ,  and t h e r e  is  e x c e s s  c a p a c i t y  e m e r g i n g ,  the  c e n t r a l  b a n k  
ought  to l e a n  the  o t h e r  w a y - - t o  i n c r e a s e  the a v a i l a b l e  a m o u n t  of c r e d i t  
and  t h e r e b y  to a l l o w  i t s  p r i c e  to go down.  But th i s  i s  not  i n t e r f e r i n g  wi th  
the  i n d i v i d u a l  d e c i s i o n s  of p e o p l e  as  to w h e r e  t h e y ' r e  going to work ,  and  
what  t h e y ' r e  go ing  to get ,  o r  of p e o p l e  as  to what  t h e y ' r e  go ing  to p r o d u c e  
and  how t h e y ' r e  go ing  to p r i c e  t h e i r  p r o d u c t .  

F i f th ,  I b e l i e v e  tha t  an open  s y s t e m  of i n t e r n a t i o n a l  t r a d e  and  p a y -  
m e n t s  i s  e s s e n t i a l  to th i s  kind of  a p h i l o s o p h y .  One of the  m o s t  t r o u b l e -  
s o m e  th ings  tha t  we f ace  in th i s  a r e a  i s  how m u c h  i n t e r v e n t i o n  in  the  f i e ld  
of c o m m e r c i a l  po l i cy ,  tha t  i s ,  in the  t r a d e  b e t w e e n  n a t i o n s ,  i s  n e c e s s a r y  
on the  b a s i s  of n a t i o n a l  s e c u r i t y .  

I p e r s o n a l l y  th ink  that  th i s  i d e a  of  i n t e r f e r i n g  with  o r d i n a r y  f lows  
of t r a d e  on g r o u n d s  of n a t i o n a l  s e c u r i t y  is  in d a n g e r  of b e c o m i n g  a n a t i o n a l  
s c a n d a l .  I t ' s  a v e r y  c o n v e n i e n t  c l o a k  u n d e r  which  to h ide  a n u m b e r  of 
o t h e r  f a r  l e s s  a d m i r a b l e  m o t i v a t i o n s .  I t h ink  w e ' v e  got to keep  ou r  eye  
on th i s  th ing  and you p e o p l e  have  got to keep  y o u r  eye  on it :  T h e r e  a r e  
g e n u i n e  c a s e s ,  but t h e r e  a r e  m a n y  c a s e s  tha t  don ' t  qua l i fy  and s h o u l d n ' t  
qua l i fy .  

L e t  m e  r e c a p i t u l a t e  qu i ck ly .  T h e  b a s i c  a p p r o a c h  h e r e ,  then ,  to the  
e c o n o m i c  p o l i c y  m e a s u r e s  tha t  I want  to d i s c u s s  wi th  you i s  b a s e d  on an 
e m p h a s i s  on the  m a r k e t  s y s t e m ,  an a c c e n t  on i n c e n t i v e  and r e w a r d ,  on a 
sound  c u r r e n c y ,  on G o v e r n m e n t  c o n t r o l s  tha t  o p e r a t e  t h r o u g h  the  m a r h e t  
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s y s t e m  a n d  w h i c h  do n o t  a b r o g a t e  i t  b y  a r r o g a t i n g  t h e  f u n c t i o n s  o f  t h e  
m a r k e t  s y s t e m  to  s e t  p r i c e s  a n d  a l l o c a t e  r e s o u r c e s ,  a n d  t h e  u t i l i z a t i o n  
o f  a s  o p e n  a s y s t e m  in  t r a d e  and  p a y m e n t s  a s  we p o s s i b l y  c a n  h a v e .  

Now,  t h i s  l a t t e r  t h i n g  r a i s e s  q u e s t i o n s  a b o u t  h o w  we  c o p e  w i t h  
C o m m u n i s t  m e a s u r e s  in  t h e  f i e l d  o f  t r a d e ;  and  we m i g h t  g e t  i n t o  t h a t  a 
l i t t l e  b i t  l a t e r  on .  

A g a i n s t  t h e  b a c k g r o u n d  o f  t h e s e  p r i n c i p l e s ,  I ' d  l i k e  to  s a y  j u s t  a 
w o r d  a s  to  w h e r e  t h e  e c o n o m y  s t a n d s  t o d a y ,  a n d  w h a t  a r e  s o m e  o f  t h e  
p r o b l e m s  in  l o o k i n g  a h e a d .  

A s  y o u  k n o w ,  we  a r e  n o w  in  t h e  p r o c e s s  o f  r e c o v e r i n g  f r o m  t h e  
t h i r d  p o s t w a r  r e c e s s i o n .  T h e  f i r s t  r e c e s s i o n  c a m e  in  1 9 4 8 - 1 9 4 9 .  We 
w e r e  b e g i n n i n g  to g e t  o v e r  i t  a t  t h e  t i m e  o f  t h e  K o r e a n  W a r .  T h e  
s e c o n d  r e c e s s i o n  c a m e  a f t e r  t h e  e n d  o f  t h e  K o r e a n  W a r ,  b e g i n n i n g  in  
l a t e  1953 a n d  o c c u p y i n g  m o s t  o f  1954.  T h e  t h i r d  o f  t h e s e  p o s t w a r  r e -  
c e s s i o n s ,  a s  y o u  know ,  b e g a n  in  t h e  a u t u m n  o f  1957 a n d  p r o b a b l y  r e a c h e d  
i t s  n a d i r  in  A p r i l  o f  1958.  

I r e m e m b e r  o n e  of  t h e  t h i n g s  t h a t  w a s  in  m y  m i n d  in  c o n n e c t i o n  w i t h  
m y  l e a v i n g  t h e  G o v e r n m e n t  s e r v i c e  l a s t  f a l l  w a s  m y  o w n  j u d g m e n t  a s  to  
w h e t h e r  o r  n o t  t h e  r e c e s s i o n  w a s  r e a l l y  o v e r .  I w a i t e d  u n t i l  I f e l t  
a b s o l u t e l y  s u r e ,  b e c a u s e ,  w h i l e  I f e l t  b a d  e n o u g h  a b o u t  l e a v i n g  t h e  C o m -  
m a n d e r  in  C h i e f  a t  a n y  t i m e  w h i l e  he  w a s  s t i l l  o n  h i s  job ,  I f e l t  t h a t  to  
h a v e  l e f t  w h e n  t h e r e  w a s  a n y  p o s s i b i l i t y  t h a t  t h i s  t h i n g  w a s n ' t  o n  t h e  r i s e  
w o u l d  h a v e  b e e n  s o m e t h i n g  t h a t  I w o u l d n ' t  h a v e  w a n t e d  to h a v e  on  m y  
m i n d  in  t h e  f u t u r e .  

I n d u s t r i a l  p r o d u c t i o n  t o d a y  i s  n e a r i n g  i t s  p r e r e c e s s i o n  p e a k .  
G e n e r a l l y  t h e  e c o n o m y  h a s  b e e n  m o v i n g  f o r w a r d .  I t  i s ,  h o w e v e r ,  d i f -  
f e r e n t  f r o m  t h e  t w o  p r e c e d i n g  r e c o v e r i e s ,  I w o u l d  s a y ,  i n  t h a t  i t  i s  a 
r e c o v e r y  l e s s  a s s i s t e d  b y  s p e c i a l  f a c t o r s ,  i f  I m a y  u s e  t h a t  t e r m .  T h e  
r e c e s s i o n  o f  1 9 4 8 - 1 9 4 9  w a s  a l r e a d y  e n d i n g  b e f o r e  t h e  K o r e a n  W a r  s t a r t e d  
b u t  t h e  K o r e a n  W a r  g a v e  i t  a t e r r i f i c  p i c k u p .  We h a d  a n  i n f l a t i o n  o f  
p r i c e s ,  a n d  p r o d u c t i o n  to s o m e  e x t e n t .  I n  1955 t h a t  r e c e s s i o n  e n d e d  w i t h  
a b a n g  w h e n  t h e  f i r s t  o f  w h a t  y o u  m i g h t  c a l l  a t h r e e - s t a g e  r o c k e t  go t  
g o i n g .  

T h e  f i r s t  s t a g e  o f  t h a t  r o c k e t  w a s  t h e  w a y  t h e  m o t o r  c a r  m o d e l s  o f  
1 9 5 4 - 1 9 5 5  c a u g h t  o n .  T h i s  w a s  n o t  o n l y  a m a t t e r  o f  t h e  m o t o r  c a r  p e o p l e  
t h r o w i n g  c o l o r s  i n  t h e  e y e  o f  t h e  A m e r i c a n  a u t o m o b i l e  c o n s u m e r ,  b u t  
a l s o  y o u  w i l l  r e m e m b e r  t h a t  m a n y  o f  t h e  c h e a p e r  m o d e l s  h a d  a p p l i e d  to  
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t h e m  f o r  the f i r s t  t i m e  s o m e  of the p o w e r  a p p a r a t u s - - f o r  s t e e r i n g  and 
f o r  s o m e  of the o t h e r  t h ings .  So the c o m b i n a t i o n  m e a n t  tha t  a u t o m o b i l e s  
r e a l l y  took off. 

In a d d i t i o n  to that ,  h o u s i n g  went  v e r y ,  v e r y  s t r o n g .  As t h o s e  th ings  
d e v e l o p e d ,  p lan t  and e q u i p m e n t  e x p e n d i t u r e s  w e r e  s t i m u l a t e d - - t o  a 
l e v e l  of $38 b i l l ion  a n n u a l l y .  Tha t  l i f ted  us to e x t r a o r d i n a r y  l e v e l s ,  
and w e ' v e  been  p a y i n g  fo r  it  in 1957 and  1958. 

When  s o m e  of m y  f r i e n d s ,  who s e e m  to be a b s o l u t e l y  i n t o x i c a t e d  
with  the d o c t r i n e  of g r o w t h ,  t a lk  about  a c h i e v i n g  it by v a r i o u s  G o v e r n -  
m e n t  s p e n d i n g  p r o g r a m s ,  I have  th i s  v e r y  s i m p l e  thought :  The  c o m -  
p l a i n t s  tha t  a r e  l e v i e d  a g a i n s t  the  a v e r a g e  g r o w t h  r a t e  in r e c e n t  y e a r s  
would be v e r y  e a s i l y  c o r r e c t e d  if we could  have  a s t e a d i e r ,  a h e a l t h i e r ,  
and a m o r e  s u s t a i n a b l e  r a t e  of g r o w t h .  The  r e a s o n  the a v e r a g e  is  so  
low is  tha t  you  have  to a v e r a g e  in the r e c e s s i o n  y e a r s  alo.ng with the 
r e c o v e r y  y e a r s .  When  y o u ' v e  got to coun t  t h r e e  r e c e s s i o n  p e r i o d s  in a 
p o s t w a r  p e r i o d ,  t h a t ' s  go ing  to do s o m e t h i n g  to y o u r  a v e r a g e .  And it is  
the a v e r a g e  r a t e  of g rowth ,  not the m a r g i n a l  r a t e  of g r o w t h ,  not the 
m a r g i n a l  r a t e  in any  one o r  two y e a r s  in a r e c o v e r y  f r o m  a r e c e s s i o n ,  
tha t  d e t e r m i n e s  how m u c h  p r o d u c t i o n  we have  in th is  c o u n t r y .  

Now, what  a r e  the  p r o b l e m s  tha t  l ie  ahead  wi th  r e s p e c t  to the  
e c o n o m y ,  and what  can  we s a y  about  the ou t look  b e f o r e  we touch  on t h e s e  
m a t t e r s  of p o l i c y ?  

I m i g h t  s a y  p a r e n t h e t i c a l l y  that  I l ike  the n a t u r e  of th i s  r e c o v e r y .  
I l ike  the fac t  that  it is  the m o s t  c o m p e t i t i v e  r e c o v e r y  that  we h a v e  had 
in the p o s t w a r  p e r i o d .  I l ike  the fac t  tha t  it i s n ' t  a 1955 o v e r  aga in ,  
b e c a u s e  I don ' t  want  a n o t h e r  1955 with a n o t h e r  1 9 5 7 - 1 9 5 8 - - a  3 0 - m o n t h  
p e r i o d  which  wi l l  g ive  us an a v e r a g e  g r o w t h  r a t e  that  is  l ousy .  We 
m a y b e  have  s o m e t h i n g  h e r e  tha t  we h a v e n ' t  had in the p o s t w a r  p e r i o d - -  
s o m e t h i n g  that  we can  p r o l o n g  and s u s t a i n ;  and to m e  t h a t ' s  v e r y  i m p o r -  
t an t .  If we have  a 6 p e r c e n t  g r o w t h  r a t e  in 1959, we m i g h t  have  s g m e -  
th ing  c l o s e  to it in  1960. But if  we t r y  to soup this  th ing  up h e r e  by 
pu t t ing  on a coup le  of b o o s t e r s ,  s u r e ,  we c a n  s p e e d  up h e r e  in the s h o r t  
run;  but w h a t ' s  it go ing  to look l ike  when  we a v e r a g e  i t  out o v e r  two o r  
t h r e e  y e a r s ?  

Now, a m o n g  key  f a c t o r s  in d e t e r m i n i n g  what  is  going  to be the 
c o u r s e  of th i s  r e c o v e r y  is  the  a t t i t ude  of c o n s u m e r s  with r e s p e c t  to 
d u r a b l e  goods .  



We k n o w  t h a t  t h e  A m e r i c a n  c o n s u m e r  by  a n d  l a r g e  h a s  a g o o d  d e a l  
o f  m o n e y .  I s e n s e  t h a t  p a r t i c u l a r l y  f r o m  m y  o w n  b u s i n e s s .  T h e  
p a r t i c u l a r  b a n k  t h a t  I a m  a s s o c i a t e d  w i t h  i s  u n i q u e  in  N e w  Y o r k  C i t y  
b e c a u s e  i t  h a s  115 b r a n c h e s .  We r e a l l y  a r e  ou t  t h e r e  a t  t h e  g r a s s  
r o o t s .  We h a v e  a h e a d  o f f i c e  o n  W a l l  S t r e e t ;  b u t  i f  we h a d  to  r e l y  on  
t h a t  f o r  o u r  p r o f i t s ,  w e ' d  a l l  be  s t a r v i n g .  We  a r e  o u t  a l l  o v e r  t h e  
p l a c e ,  a n d  t h e r e f o r e  I t h i n k  in  a s p e c i a l  w a y  we c a n  f o l l o w  t h e s e  f i n a n -  
c i a l  t r e n d s  a m o n g  c o n s u m e r s .  C o n s u m e r s  b y  a n d  l a r g e - - a n d  t h e  o v e r -  
a l l  f i g u r e s  s u p p o r t  t h i s - - i n  t e r m s  o f  p e r s o n a l  i n c o m e  a n d  v o l u m e  o f  
s a v i n g s  h a v e  a c o n s i d e r a b l e  a m o u n t  o f  m o n e y .  T h e r e f o r e  I a m  n o t  
i m p r e s s e d  g e n e r a l l y  w i t h  t h e  a r g u m e n t  t h a t  we  h a v e  to  p u m p  up p u r c h a s -  
i n g  p o w e r  i n  o r d e r  to  g e t  t h e  e c o n o m y  g o i n g .  

I t h i n k  o n e  t h i n g  y o u ' v e  go t  to  do  i s  to  g e t  p r o d u c t s  t h a t  t h e  A m e r -  
i c a n  p e o p l e  w a n t .  L o o k  at  t h e  m o t o r  c a r  i n d u s t r y .  T h e y ' r e  g o i n g  to  
h a v e  a p r e t t y  g o o d  y e a r ,  e s p e c i a l l y  t h e  s m a l l  f o r e i g n  c a r s .  T h e r e ' s  
m o n e y  a v a i l a b l e ,  w i t h  c o n s u m e r  c r e d i t  d o w n - - p a y m e n t s  h a v e  b e e n  v e r y  
c o n s i d e r a b l e  a n d  c o n s u m e r  c r e d i t  i s  d o w n  r e l a t i v e  to  w h a t  i t  w a s - - b u t  
i s  t h e  A m e r i c a n  c o n s u m e r  h a v i n g  h i s  a p p e t i t e  f o r  an  a u t o m o b i l e  t i t i l -  
l a t e d  by  w h a t ' s  b e i n g  o f f e r e d  to h i m  ? 

T h e  e v i d e n c e  i s  u n e v e n .  H e r e  a n d  t h e r e  y o u ' l l  f i n d  a " h o t "  c a r ,  
l i k e  t h e  R a m b l e r .  E v e n  t h e  L a r k  i s  h a v i n g  a " l a r k "  o f  s o m e  k ind ,  
a p p a r e n t l y .  I t ' s  d o i n g  p r e t t y  w e l l .  S o m e  of  t h e  b i g  c a r s  a r e  h a v i n g  
t r o u b l e .  W e  p r o b a b l y  a r e  oK t h e  t h r e s h o l d  o f  a r a t i o n a l i z a t i o n  o f  t h e  
n u m b e r  o f  m o d e l s .  G e n e r a l  M o t o r s  c e r t a i n l y  h a s  s o m e  t h i n k i n g  to  do ,  
i t  w o u l d  s e e m ,  a b o u t  a l l  o f  t h o s e  m o d e l s  in  t h e  m i d d l e - c l a s s  f i e l d  t h a t  
i t  i s  o f f e r i n g  to  t h e  A m e r i c a n  p u b l i c  t o d a y .  

I n  t h e  f i e l d  o f  t e l e v i s i o n  a n d  in  a n u m b e r  o f  o t h e r  t h i n g s ,  t h e r e  i s  
m o n e y  a n d  c a p a c i t y - - m o n e y  to b u y  a n d  c a p a c i t y  to  go  i n t o  d e b t  a n d  s u p -  
p o r t  d e b t - - i f  t h e r e  w e r e  p r o d u c t s  t h e r e  t h a t  t h e  A m e r i c a n  c o n s u m e r  
w a n t e d .  

So o n e  o f  t h e  v a r i a b l e s  h e r e  i s :  W h a t  i s  t h e  p s y c h o l o g i c a l  a t t i t u d e  
o f  c o n s u m e r s  g o i n g  to  b e  w i t h  r e s p e c t  to  d u r a b l e s  ? 

N o w ,  n o n d u r a b l e s - - t h e  s o f t  g o o d s  s o  to  s p e a k - - a r e  g o i n g  a l o n g  
p r e t t y  w e l l .  T h e r e ' s  a s t e a d y  g r o w t h  f a c t o r  o p e r a t i n g  h e r e .  F o o d s  h a v e  
b e e n  m a k i n g  i n r o a d s  o n  o t h e r  k i n d s  o f  c o n s u m e r  o u t l a y ,  b e c a u s e  o f  t h e  
b r i l l i a n t  p a c k a g i n g  a n d  m e r c h a n d i s i n g  t h a t  h a v e  c h a r a c t e r i z e d  t h a t  i n -  
d u s t r y  i n  r e c e n t  y e a r s .  T e x t i l e s  h a v e  b e e n  l o s i n g  ou t  s o m e w h a t ,  f o r  
r e a s o n s  t h a t  a r e  s i m i l a r  in  s o m e  r e s p e c t s ,  bu t  in  o t h e r  r e s p e c t s  
d i f f e r e n t .  
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T h e  d u r a b l e s  a r e  the  m o r e  v o l a t i l e  e l e m e n t ,  and we don ' t  know fo r  
s u r e  about  t h e m .  My own thought  i s  tha t  in m o t o r  c a r s ,  fo r  e x a m p l e ,  
w h e r e  we did about  4 .2  l a s t  y e a r ,  we ought  to do at l e a s t  a m i l l i o n  b e t t e r  
t han  tha t  th i s  y e a r  d o m e s t i c a l l y .  And if the f o r e i g n  s m a l l  c a r s  ge t  in 
fo r  400, 000 to 500, 000, tha t  would be a y e a r  of 5 .7 ,  5 .8  m i l l i o n ,  s o m e -  
th ing  of that  s o r t ,  wh ich  would  be  a p r e t t y  good  y e a r  f r o m  the  point  of 
v i e w  of i n t e r e s t i n g  the  c o n s u m e r .  

So, I th ink,  we s e e  p r o s p e c t s  of a p r e t t y  good d u r a b l e  goods  m a r k e t .  
It won ' t  be  a b o o m i n g  m a r k e t .  I hope it won ' t ,  b e c a u s e  I ' m  i n t e r e s t e d  
in w h a t ' s  go ing  to happen  next  y e a r  and the  y e a r  a f t e r  a s  we l l  as  t h i s  
y e a r .  The  R u s s i a n  p r o b l e m  i s  go ing  to be  as  u r g e n t  nex t  y e a r  and the  
y e a r  a f t e r  as  it i s  th i s  y e a r .  I t h ink  that  is  going  to p r o v i d e  a c o n t i n u -  
ing  e l e m e n t  of s t r e n g t h .  

Second ly ,  what  about  p lan t  and e q u i p m e n t  o u t l a y s ?  T h i s  was  the  
t h i r d  s t a g e  of the  r o c k e t  in 1955. I would  t h ink  tha t  we s t i l l  a r e  in the 
p e r i o d  w h e r e  m a n y i n d u s t r i e s  have  c a p a c i t y  tha t  i s  u n u s e d .  But  t h i s  
s h o u l d n ' t  be  s u r p r i s i n g .  Should  it be n o r m a l  tha t  a f t e r  a s p l u r g e  s u c h  
as  we had i n  1955, i n d u s t r y  shou ld  f ind that  a l l  of the  t r e m e n d o u s  ex -  
p a n s i o n ,  capp ing  off a d e c a d e  of it, shou ld  be e n t i r e l y  u s e d  c o n t i n u o u s l y ?  
Tha t  i s n ' t  h i s t o r y  of p lan t  and e q u i p m e n t  e x p e n d i t u r e  d e v e l o p m e n t  in the  
Un i t ed  S t a t e s .  Many  c o m p a n i e s  f ace  t oday  the p r o b l e m  of w h e t h e r  
t h e y ' r e  going to keep  on the  l ine  h i g h - c o s t  e q u i p m e n t  tha t  i s n ' t  b e i n g  
u s e d  o r  w h e t h e r  t h e y ' r e  go ing  to cut  i t  off the  l i n e .  I t h ink  s e v e r a l  of  
t h e m  a r e  go ing  to have  to f ace  tha t  d e c i s i o n .  

Now, p lan t  and e q u i p m e n t  o u t l a y s ,  it  l ooks  to m e ,  a r e  go ing  to be  
r i s i n g ,  but m o d e s t l y .  T o w a r d  the  end of the  y e a r  t hey  shou ld  be r i s i n g  
s o m e w h a t - - t o  $31, $32, m a y b e  $33 b i l l ion ,  d e p e n d i n g  on what  h a p p e n s  
in  s o m e  of t h e s e  o t h e r  a r e a s .  So on b a l a n c e  I look  fo r  a p lus ,  but not  
a d r a m a t i c  p lus .  

• T h e n  the  i n t e r n a t i o n a l  ou t look  o b v i o u s l y  b e a r s  on th i s  s i t u a t i o n .  
I have  a f e e l i n g  tha t  m a y b e  as  A m e r i c a n s  we a r e  ge t t i ng  a l i t t l e  m o r e  
m a t u r e  about  l iv ing  in the  co ld  w a r  w o r l d .  I r e m e m b e r  tha t  at the  t i m e  
of the  L e b a n e s e  c r i s i s ,  a f t e r  the  I r a q i  e x p l o s i o n  in  Ju ly ,  I w a t c h e d  v e r y  
c a r e f u l l y  the  e c o n o m i c  d e v e l o p m e n t s  in the  s e n s i t i v e  c o m m o d i t y  m a r k e t s  
and o t h e r  p l a c e s  w h e r e  you would  get  an e a r l y  r e a d i n g  of f e a r  of e c o -  
n o m i c  c o n s e q u e n c e s  of a w a r  s c a r e .  T h e r e  w e r e  v e r y ,  v e r y  few.  T h e  
s a m e  th ing  was  t r u e  at the  t i m e  of Q u e m o y  and M a t s u .  T h e r e  w e r e  
v e r y ,  v e r y  few.  



~ I 

Now, you  can  say ,  "Wel l ,  t h i s  i s  a bad  s ign .  Th i s  i n d i c a t e s  
l e t h a r g y .  " But  to m e  it d o e s n ' t ,  e s p e c i a l l y  s i n c e  I t h ink  the P r e s i d e n t  
and  S e c r e t a r y  D u l l e s  h a n d l e d  both  of  t h o s e  th ings  w o n d e r f u l l y  we l l .  
And w h e n  I t h ink  of s o m e  of  the  b r i l l i a n t  i d e a s  tha t  w e r e  a d v a n c e d  about  
Q u e m o y  and  M a t s u  at the  t i m e  by  s o m e  of  t h e i r  c r i t i c s  a n d  how t h e y  
l ook  today ,  I am c e r t a i n  tha t  I am r i g h t  in m y  j u d g m e n t .  

In  any  event ,  I t h i n k  a s  a p e o p l e  we  a r e  l e a r n i n g  to l i ve  on the  s i d e  
of  the  v o l c a n o  wi th  a l i t t l e  m o r e  e q u a n i m i t y  than  we had  b e f o r e .  

Now, K o r e a  was  d i f f e r e n t ,  of c o u r s e .  We got i n v o l v e d  in a f i gh t ing  
w a r  in  K o r e a .  But we migh t  have  b e c o m e  i n v o l v e d  in a f igh t ing  w a r  in 
L e b a n o n .  Tha t  d idn ' t  happen ,  and  so the  p o s s i b i l i t y  of th i s  t r o u b l e  d i d n ' t  
d e v e l o p .  

But  by  and  l a r g e  it would  s e e m  to m e  tha t  we a r e  d e v e l o p i n g  in the  
e c o n o m i c  s i d e  of t h i s  t h ing  s o m e  m o r e  equ ipo i s e ;  and tha t  f r o m  an e c o -  
n o m i c  po in t  of  v i e w  s t r i c t l y ,  the e c o n o m i e s  of W e s t e r n  E u r o p e ,  .which 
have  r e c e n t l y  b e e n  in a b i t  of  a s o f t e n i n g  p e r i o d - - s o m e t i m e s  as a r e s u l t  
of c o n s c i o u s  po l i cy ,  as  in B r i t a i n : - a r e  n o w ' o n  the  t h r e s h o l d  of s t r e n g t h -  
e n i n g  d e m a n d ,  bo th  in  G e r m a n y  and in  B r i t a i n .  T h e r e f o r e  I would  e x p e c t  
f r o m  the  e x t e r n a l  s i de  a s a t i s f a c t o r y  s i tua t ion ,  wi th  one r e s e r v a t i o n .  

We don ' t  know ye t  the  r e a l i t y  of t h i s  c r i t i s m  that  we h e a r  so o f t e n - -  
t ha t  we a r e  p r i c i n g  o u t s e l v e s  out  of the  w o r l d  m a r k e t .  I f ind j u m p i n g  
to c o n c l u s i o n s  a v e r y  p o o r  f o r m  of e x e r c i s e ;  and I am not  p r e p a r e d  to 
j u m p  to the  c o n c l u s i o n ,  a s  I s e e  s o m e  peop l e  doing,  that  we have  p r i c e d  
o u r s e l v e s  out of w o r l d  m a r k e t s .  

T h e r e  a r e  s o m e  m a r k e t s  on which ,  wi th  the  k inds  of p r o d u c t s  we 
a r e  o f f e r i ng ,  w e ' r e  hav ing  a tough  go. But we have  to r e m e m b e r  tha t  in 
t he  who le  p o s t w a r  p e r i o d  we w e r e  v i r t u a l l y  f ac ing  a s e l l e r ' s  m a r k e t  in  
m a n y  p l a c e s  in  the  w o r l d  w h e r e  t h e r e  w e r e  not  a d e q u a t e  s u p p l i e s  a v a i l -  
a b l e .  Now t h e r e  has  b e e n  a r e t u r n  of p r o d u c t i v e  f a c i l i t i e s  to v e r y  c o n -  
s i d e r a b l e  l e v e l s ,  and  t h e s e  wi l l  o b v i o u s l y  p r o v i d e  m o r e  comp 'e t i t ion .  

The  t a lk  about  the  f l ight  f r o m  the  d o l l a r ,  I th ink,  i s  a l so  a l i t t l e  
e x t r e m e ,  a l t hough  it  cou ld  be  d i f f i cu l t  if  we a l l o w  in f l a t ion  to get  r a m -  
pan t .  Whi le  E u r o p e a n s  and  o t h e r s  w e r e  t ak ing  about  $2 .3  b i l l i o n  of go ld  
f r o m  us in 1958, t h e y  w e r e  add ing  to t h e i r  d o l l a r  ho ld ings  in  the  U n i t e d  
S t a t e s  by  a b i l l i o n  d o l l a r s  at  the  s a m e  t i m e .  Now, if  y o u ' r e  s c a r e d  to 
d e a t h  about  the  v a l u e  of  the  d o l l a r ,  y o u ' r e  not  go ing  to be  add ing  $1 b i l l i o n  
in  1958 to y o u r  d o l l a r  ho ld ings .  And a l so ,  of tha t  $2 .3  b i l l i o n  of gold  
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t h a t  t h e y  a c q u i r e d ,  n o t  o n e  b a r ,  a s  f a r  a s  I k n o w ,  w a s  a c t u a l l y  s h i p p e d  
o u t  o f  t h e  v a u l t s  o f  t h e  F e d e r a l  R e s e r v e  B a n k  in  N e w  Y o r k  to  c r o s s  t h e  
o c e a n  to  t h e  c e n t r a l  b a n k s  a n d  o t h e r  d e p o s i t o r i e s  o f  t h e  E u t ' o p e a n  c o u n -  
t r i e s .  

B u t  t h e r e  i s  an  i s s u e  h e r e ,  a r e a l  o n e ,  a b o u t  m a i n t a i n i n g  o u r  c o m -  
p e t i t i v e  p l a c e  in  t h e  w o r l d  i f  we a l l o w  i n f l a t i o n ,  a r e l a t i v e  i n f l a t i o n  to  
w h a t e v e r  m a y  h a p p e n  e l s e w h e r e ,  to  g e t  g o i n g  i n  t h i s  c o u n t r y .  A n d  
t h a t ' s  o n e  o f  t h e  r e a s o n s  w h y  I t a k e  s e r i o u s l y  t h i s  m a t t e r  o f  a s o u n d  
c u r r e n c y .  

T h e  o u t l o o k ,  i t  s e e m s  to m e ,  f o r  t h e  A m e r i c a n  e c o n o m y  in  1959 i s  
o n e  o f  c o n t i n u e d  i m p r o v e m e n t .  In  t h e  f i r s t  h a l f  o f  t h e  y e a r  t h a t  m a y  b e  
s o u p e d  up  a b i t  b y  t h e  f e a r  o f  t h e  s t e e l  s t r i k e ,  a l t h o u g h  we  h a v e n ' t  n o t i c e d  
in  o u r  o w n  b a n k  a n y  p a r t i c u l a r  u p s u r g e  in  b o r r o w i n g  by  c o m p a n i e s  l a y i n g  
in  s t o c k s  o f  s t e e l .  T h a t  m a y  be  d u e  to  t h e  f a c t  t h a t  c o m p a n i e s  g e n e r a l l y  
a r e  i n  a p r e t t y  l i q u i d  c o n d i t i o n  a n d  t h e y  d o n ' t  b e g i n  to  b o r r o w ,  o f  c o u r s e ,  
u n t i l  t h e y  h a v e  to ,  b e c a u s e  D o r r o w i n g  c o s t s  m o n e y .  B u t  i t  l o o k s  a s  i f  
t h e  s i t u a t i o n  s h o u l d  c o n t i n u e  to i m p r o v e .  I t  l o o k s  a s  i f  t h e  g r o s ~  n a t i o n a l  
p r o d u c t  f o r  t h e  y e a r  a s  a w h o l e ,  w i t h  r a t h e r  l i t t l e  c h a n g e  p e r h a p s  in  
b r o a d  a v e r a g e s  o f  p r i c e s ,  m i g h t  b e  s o m e t h i n g  a b o v e  $470  b i l l i o n s .  T h e  
m a r g i n a l  r a t e  a t  t h e  e n d  o f  t h e  y e a r  m i g h t  v e r y  w e l l  b e  i n  t h e  r a n g e  o f  
$480  b i l l i o n .  

N o w ,  t h i s  i s  n o t  g o i n g  to  m e a n  t h a t  b y  t h e  e n d  o f  t h e  y e a r  we  w i l l  
h a v e  a f u l l y  e m p l o y e d  e c o n o m y ,  in  t h e  s e n s e  o f  r u n n i n g  o u r  s t e e l  i n d u s -  
t r y  a t  103 p e r c e n t  o f  c a p a c i t y ,  o r  o f  h a v i n g  u n e m p l o y m e n t  d o w n  to  1 . 8  
m i l l i o n  o r  2 m i l l i o n .  I do n o t  t h i n k  t h a t  w i l l  h a p p e n .  

O n e  o f  t h e  a s p e c t s  o f  t h i s  w h i c h  c o n c e r n s  m e  i s  t h a t  a s  a r e s u l t  o f  
h a v i n g  a d i f f e r e n t  k i n d  o f  r e c o v e r y  t h a n  we  h a d  in  t h e  two  p r e v i o u s  r e -  
c e s s i o n s ,  we  d o n ' t  q u i t e  k n o w  w h a t  m e a s u r i n g  s t i c k  to  l a y  t h i s  a g a i n s t .  
I f  y o u  c o m p a r e  t h i s  w i t h  1955,  i t  i s n ' t  p r o c e e d i n g  a s  r a p i d l y .  T h e  a b -  
s o r p t i o n  o f  t h e  u n e m p l o y e d  i s  n o t  p r o c e e d i n g  a s  r a p i d l y .  T h e  u t i l i z a -  
t i o n  o f  a d d i t i o n a l  c a p a c i t y  i s  n o t  b e i n g  s o a k e d  up a s  r a p i d l y .  I j u s t  
m u s t  r e m i n d  y o u  t h a t  t h i s  i s  t h e  p r i c e  we  p a i d  f o r  t h e  r a t e  o f  w h i c h  we  
a d v a n c e d  in  1955 .  

W h a t  w e  n e e d  to  do  i s  to  s e e  to  i t  t h a t  s o m e  o f  t h e s e  c o s t s  e s p e c i a l l y  
t h e  h u m a n  c o s t s  o f  t h i s  s l o w e r  r a t e  o f  r e c o v e r y ,  a r e  m a d e  t o l e r a b l e .  I 
h a v e  a l w a y s  m y s e l f  b e e n  a n  a d v o c a t e  o f  a v e r y  s t r o n g  s y s t e m  o f  u n -  
e m p l o y m e n t  c o m p e n s a t i o n .  I do  n o t  s u b s c r i b e  to  t h e  G a l b r a i t h  t h e o r y  
o f  s u b s i d i z i n g  p e r m a n e n t l y  a p o r t i o n  o f  o u r  p o p u l a t i o n  o u t  o f  w o r k  i n  
o r d e r  to  k e e p  t h e  l a b o r  m a r k e t s  m o r e  c o m p e t i t i v e .  I d o n ' t  t h i n k  t h a t ' s  
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really consistent with our general philosophy. But I think that we can 
improve the coverage and the degree of benefits of our unemployment 
insurance system. 

Now, le t  m e  spend  the  r e s t  of m y  p e r i o d - - a b o u t  10 to 15 m i n u t e s - -  
on th i s  q u e s t i o n  of the  f u t u r e  and how e c o n o m i c  po l i cy  shou ld  be g e a r e d  
to an o p t i m u m  use  of our  r e s o u r c e s .  Th i s  ge t s  us to the  p r o b l e m  of 
g r o w t h  and s t a b i l i t y .  

I am d e l i g h t e d  that  th i s  p r o b l e m  is  now r e c e i v i n g  so m u c h  a t t e n t i o n  
e v e n  though  I f ind m y s e l f  not n e c e s s a r i l y  in a g r e e m e n t  with v a r i o u s  of 
the  v e r s i o n s .  T h a t ' s  p e r f e c t l y  a l l  r i gh t .  T h i s  is  a f r e e  c o u n t r y .  Any-  
body  who can  p e r s u a d e  anybody  e l s e  is  e n t i t l e d  to do it. 

But I think we have to face up to this matter of how an advanced 
industrial economy like ours achieves an optimum use of its resources.  
I don't say "mature, " because that has erroneous implications I don't 
say "maximum" because I'm interested in the average, not in the mar-  
ginal rate of growth. I want something that makes sense for 5, 10, 15 
years, not just for 18 months. How does an advanced industrial economy 
like ours get the optimum use out of its resources ? 

I define this as getting the optimum increment over a period of time 
in real production per capita. This is the problem of growth and sta- 
bility. I include stability because, as I say, I am interested in the 
average. I want to minimize as much as I can these fluctations around 
the growth curve. The law of action and reaction in physics is still 
operative in economics--if you zoom like a skyrocket, you're going to 
fall to the earth like a charred stick--I just don't know any way of avoid- 
ing that effect. Our history is replete with that kind of lesson, and I 
don't think we ought to neglect it. 

Now, what about growth? Obviously, growth is a very important 
objective of our economy. But it 's  not the only objective of our econ- 
omy, aqd it doesn't have to be witl{ an economy of our size. 

When you look at our growth rate historically, over the long run 
i t ' s  been in the vicinity of 3 percent. In the postwar period, during the 
best part of that period it did better. It was something above 3.5 per-  
cent--3.6 percent, 3.7 percent--depending on which set of years you 
t a k e .  

T h e r e  is  a good dea l  of t a lk  f r o m  v a r i o u s  q u a r t e r s - - y o u ' v e  p r o b -  
ab ly  had th i s  l a s t  week ,  but it i s  i n v a r i o u s  q u a r t e r s - - t h a t  we s h o u l d  s e t  
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as  a goa l  a 5 p e r c e n t  g r o w t h  r a t e .  Wel l ,  5 p e r c e n t  has  the  a d v a n t a g e  
of b e i n g  a big,  round ,  P y t h a g o r e a n  n u m b e r .  I am a l l  f o r  s e t t i n g  a 
s igh t ,  a goal ,  and t r y i n g  to a c h i e v e  i t .  But in the  p r o c e s s  I want  to 
m a k e  s u r e  tha t  e v e r y b o d y  knows what migh t  be  i n v o l v e d  in an e f fo r t  
to a c h i e v e  i t .  

Now, ju s t  what i s  t h e r e  in the  p i c t u r e  tha t  s a y s  tha t  t h i s  c o u n t r y ,  
as  an a d v a n c e d  c o u n t r y ,  c an  i n c r e a s e  i t s  g r o w t h  r a t e  in r e a l  t e r m s  by  
s o m e  t w o - t h i r d s  jus t  l i ke  tha t  ( snapp ing  f i n g e r s ) ,  m a i n l y  t h r o u g h  c e r t a i n  
p r o g r a m s  of  the  G o v e r n m e n t  d e s i g n e d  to s p e e d  r e s o u r c e  d e v e l o p m e n t  and  
tha t  s o r t  of t h i n g ?  

I ' v e  spen t  a l i t t l e  t i m e  th ink ing  about  th i s ,  b e c a u s e  as  an o ld  m a n  
of 44 I don ' t  p a r t i c u l a r l y  l i ke  to be  known as  a t r o g l o d y t e  o r  s o m e b o d y  
who i s  in the  b a c k w a t e r  and  d o e s n t t  have  h i s  eye  on the  h o r i z o n .  But  
a l s o  I have  a l i t t l e  i n t e r e s t  in t e l l i n g  peop le  who pay  any  a t t e n t i o n  to 
what  I have  to s a y  what  I t h ink  i s  r e a l l y  p o s s i b l e .  Now, o t h e r  p e o p l e  
can  d i s a g r e e .  

If  we l ook  at the  R u s s i a n  s i t ua t ion ,  wh ich  o f t e n t i m e s  i s  c i t e d - - a n d  
we don ' t  know reml]y too m u c h  about  t h e i r  s t a t i s t i c s - - I ' m  w i l l i n g  to 
a c c e p t  the  fac t  tha t  t h e y ' v e  got a g r o w t h  r a t e  r u n n i n g  about  t w i c e  o u r  
3 o r  3 .5  p e r c e n t .  But  y o u ' v e  got to m e a s u r e  tha t  a g a i n s t  the  s t a g e  in 
wh ich  t h e y  a r e  in e c o n o m i c  d e v e l o p m e n t .  When we had  M i k o y a n  down 
to s e e  us at the  E c o n o m i c  Club of  N e w  Y o r k ,  we p o i n t e d  out  tha t  t h i s  
p e r i o d ,  t h e s e  f i r s t  40 y e a r s  in  the  h i s t o r y  of t he  Sovie t  R e p u b l i c ,  e c o -  
n o m i c a l l y  p e r h a p s  i s  qu i t e  s i m i l a r  to the  p e r i o d  1880 to 1920 in the  
h i s t o r y  of the  Un i t ed  S t a t e s  f r o m  the  poin t  of v i e w  of the  r e l a t i v e  s t a g e s  
of e c o n o m i c  d e v e l o p m e n t .  And if  you look  at tha t  p e r i o d  in the  h i s t o r y  
of  the  e c o n o m i c  d e v e l o p m e n t  of the  U n i t e d  S t a t e s ,  you  wi l l  f ind  t ha t  we 
had  a g r o w t h  r a t e  about  what R u s s i a  has  now.  If you  look  at  the  
C a n a d i a n  e x p e r i e n c e  t o d a y  and  l ay  the  C a n a d i a n  e x p e r i e n c e  a l o n g s i d e  
the  R u s s i a n  e x p e r i e n c e  for  about  the  40 y e a r s  a f t e r  W o r l d  W a r  I, you  
wil l  f ind s o m e t h i n g  r o u g h l y  s i m i l a r .  So I am not  i m p r e s s e d  wi th  t he  
i d e a  tha t ,  s i n c e  the  R u s s i a n s  a r e  do ing  s o m e t h i n g  in th i s  f i e ld  of  g r o w t h ,  
e r g o  it  i s  a n a t u r a l  t h ing  fo r  us to d o - - q u i t e  a s i d e  f r o m  the  t e c h n i q u e s  
and  the  i n s t i t u t i o n a l  a r r a n g e m e n t s  tha t  the  R u s s i a n s  have ,  w h i c h  o b v i -  
o u s l y  we canno t  adopt ,  fo r  s h o r t - r u n  d e v e l o p m e n t .  

I have  not  b e e n  ab le  to s a t i s f y  m y s e l f ,  a f t e r  s t u d y i n g  v a r i o u s  of  
t h e s e  p r o p o s a l s  fo r  a 5 p e r c e n t  g r o w t h  r a t e ,  tha t  tha t  i s  a f e a s i b l e  l o n g -  
t e r m  p r o g r a m  for  the  U n i t e d  S t a t e s .  I t h i n k  tha t  the  on ly  way  in  w h i c h  
i t  cou ld  be  a c h i e v e d  would  be  to get  a s u b s t a n t i a l  i n c r e a s e  in  the  p o r t i o n  
of  o u r  p o p u l a t i o n  in  the  w o r k  f o r c e - - b y  u t i l i z a t i o n  of  m e t h o d s  s u c h  as  
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m i g h t  h a v e  b e e n  u sed  in the  wa r ,  when  we got a t r e m e n d o u s  inf lux  of 
w o m e n .  You c a n ' t  j u s t  do it by  g r o w t h  of popu la t ion .  You have  to get  
a r e l a t i v e l y  l a r g e r  s h a r e  of y o u r  popu la t i on  in the a c t i v e  w o r k  f o r c e - -  
p lus  about  doub l ing  o u r  p r o d u c t i v i t y  r a t e .  T h o s e  two th ings  a r e  w h e r e  
we  have  to look.  

Now, m y  own r u l e  of t humb  i s  about  l ike  t h i s - - a n d  th i s  i s  b e c a u s e  
I don ' t  want  to be a t r o g l o d y t e :  I ' m  wi l l i ng  to t ake  o u r  b e s t  p e r f o r m a n c e  
in the  p o s t w a r  d e c a d e ,  wh ich  I f i g u r e  to be  about  3 .6  o r  3 .7  d e p e n d i n g  
on what  p e r i o d  you  t ake ,  and t r y  to f ind out why it was  b e t t e r  than  o u r  
l o n g r u n  g r o w t h  r a t e .  When I do that ,  1 have  to say  to m y s e l f :  "Wel l  
we w e r e  m a k i n g  up then  a l l  the  w a r t i m e  s h o r t a g e s ,  p lus  the  d e p r e s s i o n  
s h o r t a g e s - - r e m e m b e r  that ,  g e n t l e m e n - - p l u s  the  fac t  tha t  the  g r e a t  
i n d u s t r i a l  e c o n o m i e s  of  m a n y  p a r t s  of the  w o r l d  w e r e  out  of  b u s i n e s s .  " 

Now, what  a r e  the  f a c t o r s  in the  next  I0 y e a r s  equa l  to t h o s e ,  p lus  
a n o t h e r  huge  f a c t o r  tha t  we don ' t  know, which  m a y  l i f t  us up we l l  b e y o n d  
the  p o s t w a r  g r o w t h  r a t e .  

I t h ink  i t ' s  r e a s o n a b l e  to say ,  for  one  th ing ,  tha t  s o m e  of the  
a d v a n t a g e  wh ich  we had  in the  p o s t w a r  d e c a d e  g r o w i n g  out  of  t h o s e  two 
f a c t o r s  can  be  o f f se t  by the t r e m e n d o u s  i n v e s t m e n t  in p lan t  and equ ip -  
m e n t  tha t  we have ,  wh ich  can  i n c r e a s e  o u r  p r o d u c t i v i t y .  I t h ink  that  i s  
t r u e .  A n o t h e r  th ing  is  that  we have  a h i g h e r  a v e r a g e  d e g r e e  of sk i l l ,  
wh ich  we m u s t  have  with  th i s  a d v a n c e d  i n v e s t m e n t  in p lan t  and equ ip -  
m e n t .  I th ink  t h o s e  two th ings  can  he lp  t ake  the  p l a c e  of the  f a c t o r s  in 
the  p o s t w a r  d e c a d e  tha t  now a r e  gone .  

Now, what  e l s e  can  you  do?  Wel l ,  you  can  do c e r t a i n  t h i n g s  in 
r e s o u r c e  d e v e l o p m e n t .  The  r o a d  p r o g r a m ,  fo r  e x a m p l e ,  i s  an  i n s t a n c e  
w h e r e  a pub l ic  e x p e n d i t u r e  does  s t i m u l a t e  c o n s i d e r a b l e  o t h e r  i n v e s t -  
m ent .  

When I add a l l  of  t h e s e  p o s s i b i l i t i e s  up, I would  be  w i l l i ng  to s a y  
tha t  we ought  to be  ab le  to do as  we l l  as  we did in the p o s t w a r  d e c a d e  
wh ich  was  o u r  b e s t  d e c a d e  in r e c e n t  t i m e s  s h o r t  of the  e a r l y  p e r i o d  in  
o u r  e c o n o m y ,  and m a y b e  a l i t t l e  bi t  b e t t e r .  

Now, w h a t ' s  w r o n g  with  say ing ,  "Wel l ,  l e t ' s  put 5 p e r c e n t  up t h e r e  
and  shoot  fo r  i t " ?  Well ,  I ' l l  t e l l  y~u w h a t ' s  w r o n g  wi th  i t  a s  f a r  aa  I'm 
c o n c e r n e d .  I ' m  not  now a n s w e r i n g  any  p a r t i c u l a r  i nd iv idua l ,  b e c a u s e  
v a r i o u s  i n d i v i d u a l s  a r e  i n t r i g u e d  with th i s  r o u n d  n u m b e r  of  5 p e r c e n t .  
I t h ink  tha t  when  you l i s t e n  to s o m e b o d y  who is  go ing  to a c h i e v e  t h i s  
5 p e r c e n t  g r o w t h  r a t e ,  you f ind tha t  it  i n v o l v e s  c h e a p  c r e d i t .  It  i n v o l v e s  
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e a s i n g  c r e d i t  a g r e a t  d e a l - - d r i v i n g  the  i n t e r e s t  r a t e  down,  p r e s u m a b l y  
to s t i m u l a t e  i n v e s t m e n t .  I t  m e a n s  a v e r y  r a p i d  i n c r e a s e  in  c e r t a i n  
a r e a s  of  G o v e r n m e n t  e x p e n d i t u r e .  

In  m y  o p i n i o n  i t  i s  g o i n g  to g e n e r a t e  i n f l a t i o n a r y  p r e s s u r e s  w h i c h ,  
f i r s t  of a l l ,  a r e  g o i n g  to m a k e  i t  t e r r i b l y  d i f f i c u l t  to k e e p  i n t e r e s t  r a t e s  
down .  You c a n ' t  k e e p  i n t e r e s t  r a t e s  down in  a p e r i o d  w h e n  i n f l a t i o n  i s  
s p r e a d i n g  and  i t s  f u t u r e  s p r e a d  i s  f e a r e d .  

Also, if you generate a spirit of expecting further and further price 
increases, you are going to disorganize your production planning through 
the market system. You are going to produce spurts, with reactions of 
recession. Your average rate of growth is probably going to be a good 
deal less than what you want it to be. 

I d o n ' t  h a v e  t i m e  to go in to  a l l  of t h i s ,  bu t  what  I h a v e  s a i d  r e p r e -  
s e n t s  a c o n c l u s i o n  of  m y  own t h i n k i n g .  If  we do a s  wel l ,  and  s o m e w h a t  
b e t t e r ,  t h a n  we d id  in  the  p o s t w a r  p e r i o d - - w e  o u g h t  to  be  a b l e  to  do 
what  we n e e d  to do w i th  $20, $25, $30 b i l l i o n  a n n u a l  i n c r e m e n t s  to 
g r o s s  n a t i o n a l  p r o d u c t  as  t i m e  g o e s  on w h i c h  m i g h t  we l l  be  w i t h i n  t he  
r a n g e  of  r e a s o n a b l e  p r o s p e c t .  

I t  s e e m s  to m e  we ough t  to be ab le  to p r o v i d e  f o r  a d d i t i o n s  to 
d e f e n s e .  We ough t  to  be  ab le  to p r o v i d e  fo r  t h o s e  e x t r a  p u b l i c  s e r v i c e s  
t h a t  n e e d  to be  a c c o m p l i s h e d .  We ough t  to be  ab l e  to  p r o v i d e  a d d i t i o n a l  
r e v e n u e s  to  m a k e  s o m e  a d j u s t m e n t s  in  t he  t ax  s y s t e m  tha t  wou ld  f o s t e r  
e c o n o m i c  g r o w t h ,  p a r t i c u l a r l y  t h r o u g h  m e t h o d s  t h a t  wi l l  i n c r e a s e  p r o -  
d u c t i v i t y .  T h a t ' s  t he  k e y n o t e .  I t h e r e f o r e ,  do no t  t h i n k  i t  d e s i r a b l e  to  
r u n  the  r i s k  of  s e t t i n g  a goa l ,  t h e  a t t a i n m e n t  of  w h i c h  w o u l d  i n e v i t a b l y  
l e a d  us in to  m e t h o d s  t ha t  m i g h t  j e o p a r d i z e  a good  a v e r a g e  r a t e  o f  g r o w t h .  

Well ,  t h i s  i s  one  o f  t he  i s s u e s  b e i n g  d e b a t e d  in o u r  c o u n t r y .  I t  
p r o b a b l y  wil l  c o n t i n u e  to be  d e b a t e d  f o r  s o m e  t i m e .  I ' m  g l a d  the  d e b a t e  
i s  g o i n g  on .  I w e l c o m e  the  d i s c u s s i o n  t ha t  i s  t a k i n g  p l a c e .  I th ink ,  
h o w e v e r ,  t h a t  w e ' v e  got  to  do m o r e  t h a n  s i m p l y  l i n e  up t h o s e  on  the  
s i d e  of  t he  a n g e l s  and  t h o s e  on  t h e  s i d e  o f  t h e  t r o g l o d y t e s .  It  i s  m o r e  
t h a n  a m a t t e r  o f  t h o s e  who h a v e  t h e i r  e y e s  on  t he  s t a r s  and  t h o s e  who 
a r e  s t u b b i n g  t h e i r  f e e t  on  the  r o c k s  in  the  r o a d .  

What  h a s  o u r  e c o n o m y  d o n e ?  What  a r e  t he  i n s t i t u t i o n a l  a r r a n g e -  
m e n t s  t ha t  h a v e  g i v e n  us what  w e ' v e  g o t ?  How c a n  we  i m p r o v e  t h e m  ? 
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We m u s t  a l w a y s  r e m e m b e r  tha t  in  o u r  k ind  of a s o c i e t y ,  e c o n o m i c  
g r o w t h  o v e r  the  long  p e r i o d - - a p a r t  f r o m  w a r s  o r  p r e p a r a t i o n  fo r  w a r s ,  
w h e r e  you  get  th i s  a r t i f i c a l  in f lux  of  d e m a n d ,  wi th  the  c m ~ s e q u e n c e s  
a f t e r w a r d s  of  r e o r g a n i z i n g  y o u r  s o c i e t y  and  o b s e r v i n g  the  l o s s  of  v a l u e  
of  y o u r  m o n e y - - s h o u l d  a i m  fo r  a good,  s e n s i b l e  goa l .  L e t ' s  u se  w i s e l y  
what  i s  t h r o w n  off by  th i s  a c c e p t a b l e  and  r e a s o n a b l e  r a t e  of g r o w t h .  
L e t t s  t r y  to r e m e m b e r  s o m e  of the  b a s i c  p r i n c i p l e s  tha t  u n d e r g i r d  o u r  
k ind of  an  e c o n o m y .  

If  you  s t a r t  a b r i d g i n g  t h e m ,  y o u ' v e  got an  e n t i r e l y  d i f f e r e n t  s i t u -  
a t ion ,  to be  a c h i e v e d  t h r o u g h  v a r i o u s  k inds  of c o n t r o l s  on p r i c e s ,  on 

w a g e s ,  on f o r e i g n  t r a d e ,  on m o v e m e n t  of w o r k e r s  and  so fo r th ,  in o r d e r  
to c o n t a i n  i n f l a t i on  and to a c h i e v e  a c e r t a i n  l e v e l  and p a t t e r n  of p r o -  
d u c t i o n .  Now, I do not  b e l i e v e  tha t  we a r e  p r e p a r e d  to do tha t .  N o r  do 
I b e l i e v e  tha t  we a r e  so p r o v e r , y - s t r i c k e r ~ i n r e s o u r c e s  tha t  we n e e d  to 
e n c o u r a g e  t h i s  k ind of t e m p t a t i o n .  

T a k e  a $77 b i l l i o n  budge t .  If  I had  a l l  p o w e r  for  one  day,  I wou ld  
l i k e  to b e  ab l e  to t h r o w  out  $10 b i l l i on  of e x p e n d i t u r e s  w h i c h  I t h ink  
h a v e  a v e r y  l o w  p r i o r i t y ' f r o m  the  n a t i o n a l  poin t  of v i ew,  and,  i n s t e a d ,  
u s e  $5 b i l l i o n  fo r  h igh  p r i o r i t y  e x p e n d i t u r e s  and the  o t h e r  $5 b i l l i on  to 
a d j u s t  the  t ax  s y s t e m  in a way wh ich  would  f o s t e r  g r e a t e r  p r o d u c t i v i t y  
in t h i s  c o u n t r y .  But  it  s e e m s  as  t hough  we r u n  into  the  s i t u a t i o n  tha t  
m a n y  of  the  p e o p l e  who a r e  the  m o s t  u r g e n t  a d v o c a t e s  of  h igh  g r o w t h  
r a t e s  wi l l  a c c e p t  what we now have ,  wi l l  even  f o s t e r  the  b u i l d i n g  of 
m o r e  r a t h e r  l o w - l e v e l  p r i o r i t y  i t e m s  f r o m  the n a t i o n a l  point  of v i e w  
in to  the  budge t ,  and  t hen  hope tha t  the h igh  p r e s s u r e  on the  e c o n o m y  
wil l  g e n e r a t e  an a d e q u a t e  r a t e  of g r o w t h ,  I did not get  m u c h  c o n v i c t i o n  
f r o m  the  y e a r s  I spen t  in m y  of f ice  h e r e  in th i s  town tha t  tha t  was  a 
s e ~ i b l e  way  to. p r o c e e d .  

To w a s h  out the  n e c e s s i t y  fo r  do ing  any h a r d  th ings  I h a v e  n e v e r  
found to be  a c o u r s e  of a c t i on  tha t  r e a l l y  s tood  you  in  s t e a d  o v e r  the  
long  r u n .  I t h ink  what weVve got to do in A m e r i c a  is  deny  o u r s e l v e s  a 
l i t t l e  b i t  h e r e  and  t h e r e  and  not  deve lop  t h e o r i e s  tha t  m a k e  tha t  c o m -  
p l e t e l y  u n n e ~ e s m a r y .  

T h a n k  you v e r y  m u c h .  

C A P T A I N  THOMPSON:  G e n t l e m e n ,  D r .  Hauge  is  now r e a d y  fo r  
y o u r  q u e s t i o n s .  I have  w a r n e d  h im tha t  he m u s t  expec t  m o r e  t h a n  one .  

QUESTION:  I ' d  l i ke  to a s k  a q u e s t i o n  r e g a r d i n g  th i s  ful l  e m p l o y m e n t  
tha t  we have  b e e n  h e a r i n g  and  r e a d i n g  about .  In th i s  pas t  m o n t h  t hey  
r e l e a s e d  f i g u r e s  i n d i c a t i n g  tha t  t h e r e  a r e  4 .7  m i l l i o n  u n e m p l o y e d ,  and  
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a l so  tha t  in 1959 w e ' r e  going  to add a n o t h e r  I .  3 m i l l i o n  to th i s  t o t a l  
of  u n e m p l o y e d .  In o t h e r  words ,  t h e s e  peop l e  wi l l  be  l ook ing  fo r  j obs .  
What can  we do for  t h e m ,  and what  do we m e a n  by "ful l  e m p l o y m e n t " ?  
How m a n y  u n e m p l o y e d  can  we ac tua l l y  t ake  i n ?  

DR. HAUGE: You m a y  r e m e m b e r  that  in 1946, when the  C o n g r e s s  
was  C o n s i d e r i n g  what  b e c a m e  the  E m p l o y m e n t  Act  of  1946, t h e r e  was  
a g r e a t  deba te  about what the  t i t l e  of the  l aw shou ld  be .  As d r a f t e d ,  i t  
was "The  F u l l - E m p l o y m e n t  Act of 1946. " T h e r e  was  a g r e a t  ¢o~tr~cversy 
about that  word  " f u I l , "  fo r  the  s i m p l e  r e a s o n  that  nobody  could  de f ine  i t .  
So t h e y  thought  about  "The  High E m p l o y m e n t  Act  of 1946, " and  " T h e  
M a x i m u m  E m p l o y m e n t  Act  of 1946 . "  Then  s o m e  M e m b e r  of  C d n g r e s s ,  
who m u s t  have  b e e n  an e d i t o r  b e f o r e  he c a m e  t h e r e ,  sa id ,  " L e t ' s  d r o p  
the  a d j e c t i v e  a l t o g e t h e r .  ~' So now we have  "The  E m p l o y m e n t  Act  of 1946. " 
And that  r e f l e c t e d  the  d i f f icu l ty  of de f in ing  it .  

S e n a t o r  P a u l  Douglas  has  i n d i c a t e d  that  u n e m p l o y m e n t  at 6 p e r c e n t  of  
the  l a b o r  f o r c e  u n e m p l o y e d  would b e c o m e  a p r o b l e m  and that  8 p e r c e n t  
would b e c o m e  a r e a l  p r o b l e m .  I t h ink  m a n y  peop l e  would  say  that  4 p e r -  
cent  of the  l a b o r  f o r c e  u n e m p l o y e d  migh t  be  a r e a s o n a b l e  o b j e c t i v e  o v e r  
a l o n g e r  p e r i o d  of t i m e .  

I have  not m y s e l f  e v e r  gone on r e c o r d  as  de f in ing  full  e m p l o y m e n t ,  
but p e r h a p s  the  c o n c e n s u s  a m o n g  peop le  w o r k i n g  in the  f i e ld  would  be  
4 p e r c e n t  of the  l abo r  f o r c e .  That  migh t  r un  now a round  3 m i l l i o n  o r  
sore e th ing  l e s s .  

Of c o u r s e ,  the  f i gu re  that  you s t a t e d - - 1 . 3  m i l l i o n  o r  s o m e t h i n g  
a d d i t i o n a l - - i s  an e s t i m a t e .  U n e m p l o y m e n t  is  the  d i f f e r e n c e  b e t w e e n  
e m p l o y m e n t  and s o m e t h i n g  c a l l e d  the  l a b o r  f o r c e .  Now, the  l a b o r  f o r c e  
e s t i m a t e  is  d e r i v e d  by s a m p l i n g  and i s  b a s e d  s i m p l y  on s t a t e m e n t s  by 
p e o p l e  s ay ing  that  they  a r e  in the  l a b o r  fo rce ,  tha t  t hey  a r e  l ook ing  for  
a job.  That  l a b o r  f o r c e  f i gu re  f l uc tua t e s  f r o m  200, 000 a m o n t h  to a 
m i l l i o n  a m onth.  

As I s a i d  in m y  e a r l i e r  r e m a r k s ,  th i s  p r o b l e m  of ge t t i ng  u n e m p l o y -  
m e n t  dowr. is  the  s e v e r e  one that  th i s  kind of a r e c o v e r y  p o s e s .  I t h ink  
that  in  a State  l i ke  M i c h i g a n - - D e t r o i t - - p e r h a p s  the  s i t u a t i o n  i s  so e x t r e m e  
as to r e q u i r e  m a n y  of t h o s e  peop l e  to s e e k  t h e i r  f o r t u n e s  e l s e w h e r e .  I 
th ink  that  M i c h i g a n  m a y  have  e , , p e r i e n c e d  a r a t h e r  c o n s i d e r a b l e  u n d e r -  
l y ing  change .  

G e n e r a l l y ,  i t  s e e m s  to m e  that  as  the  s l a c k  in the  w o r k w e e k  i s  t a k e n  
up, t h e r e  wil l  be  f u r t h e r  r e e m p l o y m e n t .  I would  th ink  that  would i m p r o v e  

16 



O8r . 

o v e r  the  y e a r s  and tha t  we would  t h r o u g h  1960 beg in  to w o r k  down 
t o w a r d  4 p e r c e n t ,  which  m i g h t  be  r e g a r d e d  as  s o m e  kind of a r u l e  of 
t h u m b .  

But  what  can  we do about  it  ? I t h ink  the  so lu t ion  is to have ,  f i r s t ,  
a good u n e m p l o y m e n t  c o m p e n s a t i o n  s y s t e m ;  and s e c o n d  to t ake  m e a s u r e s  
that  wi l l  f o s t e r  a s u s t a i n a b l e  r e c o v e r y  and not m e a s u r e s  tha t  wi l l  r e -  
emp~0y peop le  one  m o n t h  and d rop  t h e m  out s ix  m o n t h s  l a t e r .  

QUESTION:  I would  a p p r e c i a t e  it  if  you would  c r y s t a l l i z e  a bi t  
f u r t h e r  y o u r  p o s i t i o n  on th i s  p r i c i n g  o u r s e l v e s  out  of the  m a r k e t .  You 
have  i n d i c a t e d  tha t  t h e r e  is  p e r h a p s  a l i t t l e  bi t  too m u c h  a l a r m  about  
tha t .  But ,  on the  o t h e r  hand,  I t h ink  you s t a t e d  tha t  one  of  the  b ig  
p r o b l e m s  tha t  we have  i s  to m a i n t a i n  o u r  c o m p e t i t i v e  p o s i t i o n .  Well~ 
wi th  the  sh i f t ing  s o r t  of w a g e - p r i c e  s p i r a l  tha t  i s  going  on now,  and with  
the  f l igh t  of  c a p i t a l  out  of th is  c o u n t r y  to E u r o p e  and,  I th ink,  to J apan ,  
won ' t  t h i s  t end  to f u r t h e r  stur}t o u r  e m p l o y m e n t ?  Won ' t  it t end  to f u r t h e r  
r e s t r i c t  e x p o r t s ?  Wi l l  we be  ab le  to m a i n t a i n  ou r  c o m p e t i t i v e  p o s i t i o n  
th i s  way ? 

DR. HAUGE: T h a t ' s  a 2 5 - m i n u t e  a n s w e r ,  Cap ta in .  I ' l l  t r y  to 
t o u c h  a f ew h igh  po in t s .  

In m y  o p e n i n g  r e m a r k s  I t r i e d  to s ay  tha t  I don ' t  u n d e r e s t i m a t e  the  
s e r i o u s n e s s  of the  p r o b l e m ,  but tha t  I would  not a g r e e  tha t  you c o u l d  
t o d a y  s a y  we have  p r i c e d  o u r s e l v e s  out of the  w o r l d  m a r k e t .  I s a i d  tha t  
b e c a u s e  I t h ink  the  c o m p e t i t i v e  p o w e r s  of A m e r i c a n  i n d u s t r y  a r e  v e r y  
c o n s i d e r a b l e  and  t h e y  have  s c a r c e l y  b e e n  put to an i n t e n s i v e  t e s t  in the  
p o s t w a r  p e r i o d  so f a r .  I m e a n ,  the  p e o p l e  in I n d o n e s i a  don ' t  want  t a i l  
f ins  of  the  m a g n i t u d e  tha t  C h r y s l e r  t h inks  the M a n h a t t a n i t e  wants  t h e m  on 
the  DeSoto .  You c a n ' t  s e l l  tha t  k ind of a c a r  in I n d o n e s i a  now.  We 
h a v e n ' t  had  tha t  p r o b l e m  unt i l  l a t e l y .  T h e r e f o r e  I t h ink  tha t  the  c o m -  
p e t i t i v e  gen iu s  of A m e r i c a n  i n d u s t r y  is  only  n o w b e i n g  t e s t e d ;  

But,  hav ing  s a id  that ,  th i s  i s  a l so  t r u e :  If  you l ay  on A m e r i c a n  
i n d u s t r y - - a n d  by tha t  I m e a n  the whole  p r o d u c t i o n - d i s t r i b u t i o n  s y s t e m - -  
a r e l a t i v e  i n f l a t i o n a r y  d i s a d v a n t a g e ,  i n d u c e d  e i t h e r  by  loeSe  c r e d i t  
p o l i c i e s  o r ,  a s s u m i n g  tha t  w e ' l l  be  p e r m i t t e d  by  C o n g r e s s  to have  s o m e  
s e n s e  in the  F e d e r a l  R e s e r v e  and in the  T r e a s u r y ,  by a w a g e - p r i c e  s p i r a l  
tha t  goes  m o r e  s l o w l y  but i nev i t ab ly ,  y o u ' r e  go ing  to hang  a d i s a d v a n t a g e  
on o u r  e x p o r t s .  T h i s  i s  a p r o b l e m ,  e s p e c i a l l y  i f  we don ' t  t ake  s e r i o u s l y  
the  d i s a d v a n t a g e  tha t  f u r t h e r  in f l a t ion  would put upon us .  
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As to f l ight  of c ap i t a l ,  I don ' t  know that  tha t  has  r e a l l y  b e e n  m u c h .  
As I sa id ,  f o r e i g n e r s  have  a d d e d  a b i l l i on  d o l l a r s  to t h e i r  h o l d i n g s  of 
d o l l a r s  l a s t  y e a r .  T h o s e  ho ld ings  d idn ' t  go down a b i l l i o n  l a s t  y e a r .  
And t h e i r  gold m o v e m e n t  was  l a r g e l y  the r e s u l t  of n o r m a l  e c o n o m i c  
f o r c e s .  Our  e x p o r t s  d r o p p e d  s u b s t a n t i a l l y  and o u r  i m p o r t s  he ld  up 
p r e t t y  we l l .  

But it  i s  a p r o b l e m ,  and  I t h ink  t h o s e  who a r e  i n t e r e s t e d  in it  have  
to be  i n t e r e s t e d  in i n f l a t i on .  T h e y ' v e  got to t ake  s e r i o u s l y  the  d i s a b i l i t y  
of any  e c o n o m i c  d i s a d v a n t a g e  tha t  a r e v i v i n g  E u r o p e a n  p r o d u c t i o n  wi l l  
put upon us .  

I a m  not  b l e a k l y  p e s s i m i s t i c  about  i t .  T r e e s  don ' t  g Fow up to the  
sky .  A m e r i c a n  i n d u s t r y  is  go ing  to do s o m e t h i n g  about  th i s  p r o b l e m ,  
p r o v i d e d  that  we, the  peop le ,  p e r m i t  t h e m .  But we get  a lot  of so f t -  
b~aded  th ink ing  tha t  s a y s  we wash  out e v e r y  p r o b l e m  with  a lot  m o r e  
c h e a p  m o n e y  and pu t t ing  a lot m o r e  peop l e  on the  pub l ic  p a y r o l l ,  then  
w e ' r e  down the d r a i n .  You don ' t  get  s o m e t h i n g  fo r  no th ing .  

QUESTION: You i m p l y  that  y o u ' r e  not too e n a m o r e d  with  o u r  p r e s e n t  
t ax  s t r u c t u r e ,  and I t h ink  m o s t  of us wi l l  a g r e e  that  i t ' s  r a t h e r  a h o d g e -  
podge .  But  I w o n d e r  if you can  e l a b o r a t e  and e l u c i d a t e  fo r  us what  you 
m ean.  

DR. HAUGE: The  on ly  r e a s o n  we have  the  p r e s e n t  tax  s t r u c t u r e  is  
tha t  t h e r e ' s  no c o n s e n s u s  as  to how to c h a n g e  i t .  Hav ing  s a id  that ,  I ' l l  
de f ine  the  d i f f i cu l ty  about  chang ing  i t .  

Of c o u r s e ,  you c a n ' t  j u s t  change  the  tax s t r u c t u r e  and  c o m e  out  wi th  
the  s a m e  a m o u n t  of r e v e n u e .  Y o u ' v e  got to have  s o m e  p l ay .  Y o u ' v e  got 
to have  $4 o r  $5 b i l l i on  to l o s e  i n i t i a l l y .  I t h ink  y o u ' l l  p i c k  it up l a t e r .  

But if we look  at  the  R u s s i a n  m o d e l  to s e e  how they  a r e  i m p r o v i n g  
t h e i r  r a t e  of i n d u s t r i a l  g r o w t h ,  we find tha t  i t ' s  by h e a v y  i n v e s t m e n t  
in ways  of i n c r e a s i n g  p r o d u c t i v i t y .  T h a t ' s  why I would  be  i n t e r e s t e d  in  
look ing  at the  way the  tax s y s t e m  t o u c h e s  o u r  e c o n o m y  t o d a y - - w h a t  e f fec t  
it has  of ho ld ing  b a c k  i n v e s t m e n t s  in n e w  w a y s  of doing old  t h ings  o r  
n e w  ways  of doing n e w  th ings .  In o t h e r  w o r d s ,  I would  l ook  v e r y  m u c h  
at the  a v e r a g e  g r o w t h  r a t e .  Th i s  has  no th ing  to do with w h e t h e r  I l ove  
the  c o m m o n  m a n  o r  n o t - - n o t h i n g  at  a l l .  We l e t  o u r  b lood  get  a l l  m i x e d  
up with  o u r  b r a i n  in t h e s e  th ings ,  to o u r  own d i s a d v a n t a g e .  If  you  m e n  
t r y  to m a k e  m i l i t a r y  p l a n s  by  w o n d e r i n g  how the  c o m m o n  m a n  was  go ing  
to get  a long ,  w e ' d  be in qu i te  a m e s s  in A m e r i c a .  My point  i s  t ha t  the  
c o m m o n  m a n  is  go ing  to be  b e t t e r  off with an a v e r a g e  g r o w t h  r a t e  tha t  
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h a s  r e a s o n a b l e  s u s t a i n a b i l i t y  t han  he wi l l  b e  with  s o m e t h i n g  l ike  the  
ups  and  downs  of the  p o s t w a r  y e a r s .  So I would  t r y  to f ind  p l a c e s  w h e r e  
the  t ax  s y s t e m  can  be  i m p r o v e d .  One p l a c e ,  I th ink,  would  be  in the  
f i e ld  of d e p r e c i a t i o n  a l l o w a n c e s .  A n o t h e r  would  be  in  the  f i e ld  of the  
t r e a t m e n t  of  r e s e a r c h  and  d e v e l o p m e n t  e x p e n d i t u r e s .  T h a t ' s  w h e r e  the  
s e e d  c o r n  is  g e n e r a t e d .  I t h ink  i t ' s  in  t h e s e  a r e a s  w h e r e  we can  he lp  
on the  t ax  s t r u c t u r e .  

Now, I have  l i v e d  long enough  to know that  in a d e m o c r a c y  you  have  
to c o n c i l i a t e  v a r i o u s  po in t s  of  v i e w .  Y o u ' v e  got to get  a m a j o r i t y  to c o m e  
a l o n g  wi th  you  o r  y o u ' r e  out  t h e r e  in  the  f ron t  l e a d i n g  no a r m y  at a l l .  
T h e r e f o r e  you  p r o b a b l y  would  have  to have  a d e p a r t m e n t  s t o r e  k ind of 
t ax  r e v i s i o n .  You would  have  to have  a l i t t l e  s o m e t h i n g  fo r  e v e r y b o d y .  
T h e  t r o u b l e  i s  tha t  it  a d d s  up to an awful  lo t .  But I would  want  to m a k e  
s u r e  tha t  t h e r e  was  in  t h e r e  s o m e t h i n g  tha t  cou ld  i n c r e a s e  p r o d u c t i v i t y ,  
a n d  tha t  mear~s g iv ing  m o r e  c a p i t a l  f o r  e a c h  w o r k m a n  to w o r k  wi th .  

QUESTION:  D o c t o r ,  in  r e v i e w i n g  y o u r  p r i n c i p l e s  of the  e c o n o m i c  
s y s t e m ,  you  d i d n ' t  t o u c h  at  a l l  on the  fac t  tha t  o u r  l a s t  r e c e s s i o n  d idn ' t  
r e f l e c t  any  d e c r e a s e  in  p r i c e s .  Do we a c c e p t  the  fac t  tha t  p r iQes  s h o u l d  
n e v e r  go down,  tha t  we m u s t  s u s t a i n  t hem l e v e l  o r  have  t h e m  go up ? 
Do we have  to s t a k e  o u r  who le  s y s t e m  on and  o p e r a t e  a r o u n d  tha t  
p r i n c i p l e  ? 

DR. HAUGE: T h a t ' s  a v e r y  r e v e l a n t  point ,  and I would  be  m o s t  
r e l u c t a n t  to a g r e e  tha t  we have  to c o n c l u d e  tha t .  

T h i s  p h e n o m e n o n  tha t  t h e r e  s h o u l d  be  p r i c e  f l e x i b i l i t y  on ly  one  
w a y - - u p - - i s  c h a r a c t e r i s t i c  e v e r y w h e r e .  In b u s i n e s s  and in i n d u s t r y  
th ings  a r e  f i e r c e l y  c o m p e t i t i v e ,  but  t h e y ' r e  u s u a l l y  c o m p e t i t i v e  on 
s o m e t h i n g  o t h e r  than  p r i c e .  And a p a r t  of th i s ,  I th ink ,  i s  due to the  
f a c t  tha t  m a n y  p e o p l e  s t i l l  have  r e c o l l e c t i o n s  of  p r i c e - c u t t i n g  w a r s  tha t  
go to the  po in t  of i n s o l v e n c y  and  f a i l u r e  and s p r e a d i n g  c o n t a m i n a t i o n  of 
f a i l u r e  into r e c e s s i o n  and  d e p r e s s i o n .  

Now, of  c o u r s e ,  I w o u l d n ' t  s a y  tha t  we c o u l d n ' t  have  a n o t h e r  1929- 
1933. Nobody  can  s e e  a r o u n d  the  e c o n o m i c  c o r n e r .  What  k ind  of a 
w o r l d  th i s  would  be  if  we cou ld .  But  i t  s e e m s  to m e  tha t  the  p r o b a b i l i -  
t i e s  have  i n c r e a s e d  c o n s i d e r a b l y  tha t  we wi l l  not .  

I f  t ha t  i s  so,  if  we b e l i e v e  tha t  ou r  e c o n o m y  has  a high d e g r e e  of  
r e s i l i e n c y  to d o w n w a r d  a d j u s t m e n t ,  then  we s h o u l d n ' t  be  so p a n i c - s t r i c k -  
en  tha t  we  h a v e  to s h o r e  it  up the  m i n u t e  it b ~ s  to m a k e s o m e  a d j u s t -  
m e n t .  One  of the  m o s t  b o t h e r s o m e  a s p e c t s  of the  b l e e d i n g  h e a r t  s c h o o l  
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o f  e c o n o m i c s  to  m e  i s  t h i s  i d e a  t h a t  t h e r e  s h o u l d  b e  no  a d j u s t m e n t ,  
t h a t  t h e r e  s h o u l d  be  no  f a i l u r e s ,  t h a t  t h e  p r o f i t  a n d  l o s s  s y s t e m  s h o u l d  
be  a l l  p r o f i t  a n d  no  l o s s .  

W e l l ,  y o u  c a n  h a v e  a s y s t e m  l i k e  t h a t ,  b u t  y o u  c a n ' t  h a v e  o u r  k i n d  
o f  a s y s t e m  l i k e  t h a t .  I t  l e a d s  i n e v i t a b l y  to  t h e  s p r e a d i n g  o f  m e c h a n i s m  
a f t e r  m e c h a n i s m  to p r e v e n t  a d j u s t m e n t .  I d o n ' t  t h i n k  t h a t  we  c o u l d  
g e t  in  o u r  k i n d  o f  s o c i e t y ,  w i t h  t h e  t r a d i t i o n s  t h a t  i t  h a s ,  t h e  r e s u l t s  
f r o m  a r i g i d  a n d  d i r e c t e d  e c o n o m i c  s y s t e m  t h a t  we  c a n  g e t  o u t  q~f o u r  
p r e s e n t  s y s t e m .  

N o w ,  t h e r e  a r e  m a n y  r e a s o n s  w h y  p r i c e s  a r e  r e s i s t a n t  d o w n w a r d .  
I c a n  t e l l  y o u  t h a t  in  t h e  b u s i n e s s  I ' m  in  t h e r e  i s  no  d o w n w a r d  r e s i s t a n c e .  
M o n e y  r a t e s  a r e  v e r y ,  v e r y  f l e x i b l e ,  e x c e p t  t h o s e  w h e r e  C o n g r e s s  
l e g i s l a t e s  t h a t  t h e y  s h a l l  b e  s o - a n d - s o .  T h e n  y o u  g e t  d i s c o u n t s  e n t e r i n g  
in  w h i c h  e f f e c t i v e l y  c h a n g e  t h e  r a t e  o f  i n t e r e s t .  B u t  I w o u l d  b e  t h e  f i r s t  
to  g r a n t  t h a t  i n  m a n y  a r e a s  o f  i n d u s t r y  t h e r e  i s  a f e e l i n g  t h a t  i f  t h e  un i t  
p r i c e  i s  c h a n g e d  d o w n w a r d ,  t h i s  i s  a b a d  t h i n g .  A n d  t h i s  b o t h e r s  m e .  
I t  b o t h e r s  m e  v e r y  m u c h .  

Y o u  w i l l  r e m e m b e r  w h a t  h a p p e n e d  w h e n  we  g o t  r e t a i l  p r i c e  m a i n -  
t e n a n c e  l a w s .  M a n u f a c t u r e r s  a n d  r e t a i l  o u t l e t s  g o t  t o g e t h e r  i n  g e t t i n g  
l a w s  t h r o u g h  S t a t e  l e g i s l a t u r e s  t h a t  t h e y  c o u l d n ' t  s e l l  b e l o w  a c e r t a i n  
p r i c e .  N o w ,  t h e r e  i s  a b r e a k i n g  ou t ,  a n d  i t  m a y  v e r y  w e l l  b e  t h a t  t h a t  i s  
h a r d  o n  t h e  i n e f f i c i e n t  l i t t l e  f e l l o w .  A n d  I ' m  s u r e  t h a t  to  s o m e  e x t e n t  
w e ' v e  g o t  to  t a k e  a c t i o n s  t h a t  t a k e  a c c o u n t  o f  t h e  f a c t  t h a t  we  c a n ' t  g r i n d  
e v e r y b o d y  o u t  o f  e x i s t e n c e  who j u s t  h a p p e n s  to  b e  s m a l l .  W ~ % e  g o t  to  
h a v e  e f f e c t i v e  a n t i t r u s t  l e g i s l a t i o n .  B u t  t h e r e  a r e  a lo t  o f  s m ~ l l  o p e r -  
a t o r s  who  a r e  e f f i c i e n t ,  who  t r y  to  do  a v o l u m e  b u s i n e s s  o n  a p r i c e  t h a t  
i s  r e s p o n s i v e ,  A n d  I t h i n k  t h a t  o n e  o f  t h e  r e a s o n s  w h y  t h e  A m e r i c a n  
c o n s u m e r  i s  a l i t t l e  c h a r y  in  s o m e  o f  t h e s e  l i n e s  i s  t h a t  he  m a y  b e  g e t t i n g  
f e d  up w i t h  p r i c e s .  

I w o u l d  t h i n k  t h a t  o n e  o f  t h e  f i r s t  t h i n g s  we  o u g h t  to  do  in  t h o s e  a r e a s  
w h e r e  G o v e r n m e n t  i s  r e s p o n s i b l e ,  s u c h  a s  a g r i c u l t u r a l  p o l i c y  a n d  s o m e  
of  t h e s e  o t h e r  a r e a s ,  i s  to  m o d i f y  v e r y  s u b t a n t i a l l y  t h e  n a t u r e  o f  p u b l i c  
i n t e r v e n t i o n .  A ! s o i t  o u g h t  to do  e v e r y t h i n g  i t  c a n t o  t r y  to  g e t  a r e a s o n a b l e  
d e g r e e  o f  s t a b i l i t y  i n  s o m e  o f  t h e s e  o t h e r  a r e a s .  I ' m  a l l  f o r  t h a t .  I ' m  
n o t  p l e a s e d  w i t h  t h e  f a c t  t h a t  we c a m e  o u t  o f  t h i s  r e c e s s i o n  w i t h  a c o s t -  
p r i c e  s t r u c t u r e  a b o u t  l i k e  t h e  o n e  w i t h w h i c h  we  w e n t  i n t o  i t .  

Q U E S T I O N :  E a r l y  i n  y o u r  t a l k ,  M r .  H a u g e ,  y o u  c h a r a c t e r i z e d  
e c o n o m i c s  a s  a r e s o l u t i o n  b e t w e e n  an  u n l i m i t e d  d e m a n d  a n d  l i m i t e d  
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r e s o u r c e s .  L a t e r  on  in  y o u r  ta lk  you  m e n t i o n e d  the t r e m e n d o u s  c o n -  
s u m e r  p u r c h a s i n g  p o w e r  a v a i l a b l e  and s u g g e s t e d  new p r o d u c t s  to d e v e l o p  
th i s  d e m a n d .  T h o s e  two don ' t  s e e m  to d o v e t a i l  to m e .  

DR.  HAUGE:  My f i r s t  d e f i n i t i o n  was  a v e r y  l o n g r u n ,  g e n e r a l  one .  
At p a r t i c u l a r  t i m e s ,  w h e n y o u  have  r e c e s s i o n s  in the e c o n o m y ,  o b v i o u s l y  
tha t  s h o r t - r u n  s i t u a t i o n  d o e s n ' t  hold  and y o u ' v e  got r e s o u r c e s  that  e x c e e d  
n e e d s .  But w h e n  you  look  at the n e e d s  of the  w o r l d ,  the u n s a t i s f i e d  n e e d s  
of the  e c o n o m y  in  a b r o a d  s e n s e - - a n d  I ' m  not s i m p l y  r e s t r i c t i n g  m y s e l f  
to the  A m e r i c a n  e c o n o m y  o r  to a p a r t  of the  A m e r i c a n  e c o n o m y - - t h e r e  
a r e  t r e m e n d o u s  n e e d s  that  a r e  go ing  u n m e t .  E v e n  in o u r  own c o u n t r y  
t h e r e  a r e  vas t  n e e d s  tha t  a r e  go ing  u n m e t  in  v a r i o u s  l i n e s .  At s o m e  
p a r t i c u l a r  t i m e  it  m a y  be tha t  what  the p r o d u c i n g  c o m m u n i t y  i s  o f f e r i n g  
to the  c o n s - r u i n g  c o m m u n i t y  d o e s n ' t  a p p e a l ,  but the b a s i c  p r o b l e m  o v e r  
the  e c o n o m y  of the  w o r l d  as  a who le ,  I th ink ,  s t i l l  r e m a i n s .  

QUESTION:  In view of the  fac t  tha t  w e ' r e  in  a cold  w a r  s i t u a t i o n  
wi th  R u s s i a  wh ich  i s  e c o n o m i c a l l y  o r i e n t e d ,  it s e e m s  a l i t t l e  bit  out 
of l ine  to depend  on  t i t i l l a t i n g  the  c o n s u m e r ' s  u se  of p r o d u c t s  o r  m a i n -  
t a i n i n g  a s t a t u s  quo.  It looks  to m e  as  if a s t r o n g e r  m e d i c i n e  is  n e e d e d  
by the  G o v e r n m e n t .  If you  a g r e e  wi th  t h i s ,  what  do you r e c o m m e n d  tha t  
the G o v e r n m e n t  d o ?  

DR.  HAUGE: I ' m  not  s u r e  I got y o u r  q u e s t i o n .  You s a i d ,  if  I 
a g r e e  wi th  i t .  I d o n ' t  th ink  I was  a g r e e i n g .  Would you  a s k  it a g a i n ?  

S T U D E N T :  I a s s u m e d  f r o m  y o u r  t a lk  tha t  we have  an unf i l l ed  
c o n s u m e r  d e m a n d  h e r e  tha t  in  s o m e  way  i n d u s t r y  shou ld  f i l l  on i t s  own,  
tha t  th i s  w i l l  g ive us  m o r e  p r o d u c t i v i t y  and we won ' t  n e e d  any G o v e r n -  
m e n t  a s s i s t a n c e .  Maybe  I i n t e r p r e t e d  y o u r  s t a t e m e n t  w r o n g ,  but if you  
a g r e e  tha t  we n e e d  s t r o n g e r  m e d i c i n e  in the G o v e r n m e n t  to i n c r e a s e  
o u r  p r o d u c t i v i t y ,  what  a r e  t h e s e  m e a s u r e s  tha t  you  th ink  we should  take  ? 

DR.  HAUGE: I th ink  that  p r o d u c t i v i t y  i n c r e a s e s  f u n d a m e n t a l l y  
b e c a u s e  h u m a n  e f f o r t  w o r k s  wi th  m o r e  too l s ,  i s  a s s i s t e d  by m o r e  c a p i t a l .  
T h a t ' s  how p r o d u c t i v i t y  goes  up p e r  m a n - h o u r - - s a m e  input ,  g r e a t e r  ou t -  
put .  

Now, as  f a r  as  the G o v e r n m e n t  is  c o n c e r n e d ,  I spoke  about  t a x a t i o n .  
I a l s o  th ink  tha t  r e l i e v i n g  the e c o n o m y  of m a n y  of the G o v e r n m e n t  i n t e r -  
v e n t i o n s  wh ich  a b r i d g e  c o m p e t i t i o n  would i m p r o v e  p r o d u c t i v i t y .  I s p o k e  
about  a g r i c u l t u r e .  I would have  s p o k e n  about  s o m e  of the o t h e r  r a w  
m a t e r i a l  i n d u s t r i e s .  
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I m e n t i o n e d  s p e c i a l  t a x  t r e a t m e n t  f o r  r e s e a r c h  a n d  d e v e l o p m e n t  
e x p e n d i t u r e s .  We a r e  s p e n d i n g  n o w  a b o u t  $10 b i l l i o n ,  I t h i n k ,  a n n u a l l y  
in  t h e  c o u n t r y  o n  t h a t .  T h i s ,  o f  c o u r s e ,  i s  w h e r e  t h e  s e e d  c o r n  c o m e s  
f r o m .  T h a t  c a t e g o r y  i s  t e r r i b l y  i m p o r t a n t .  I w o u l d  l o o k  a r o u n d  to  s e e  
e v e r y  p o s s i b l e  w a y  t h a t  i n d u s t r y  c o u l d  b e  e n c o u r a g e d  to  k e e p  t h a t  p o t  
r e a l l y  b o i l i n g .  

I t h i n k  G o v e r n m e n t  h a s  a r o l e  to  p l a y  in  t h i s .  I h a v e  b e e n  a s u p p o r t e r  
o f  G o v e r n m e n t  r e s e a r c h  in  c e r t a i n  k i n d s  o f  v e r y  e x p e n s i v e  b a s i c  r e s e a r c h  
t h a t  m i g h t  l i e  b e y o n d  t h e  r e a c h  of  i n d u s t r y .  I a m  a s t r o n g  s u p p o r t e r  o f  
t h e  N a t i o n a l  S c i e n c e  F o u n d a t i o n .  So m y  o b j e c t i v e  w o u l d  b e  to  w o r k f o r  
w a y s  o f  g e t t i n g  a g r e a t e r  r a t i o  o f  c a p i t a l  to  l a b o r .  

D R .  M I T C H E L L :  In  y o u r  s p e e c h  y o u  m a d ~  r e f e r e n c e  to  t h e  d i f -  
f e r e n c e  b e t w e e n  t h e  r a t e  o f  e c o n o m i c  g r o w t h  in  t h e  U n i t e d  S t a t e s  a n d  
t h a t  in  t h e  S o v i e t  U n i o n .  We h a v e ,  o f  c o u r s e ,  a l l  s e e n  a l o t  o f  f i g u r e s  
o n  t h a t  m a t t e r  i n  v a r y i n g  d e g r e e s  o f  a c c u r a c y .  I n  v i e w  o f  t h e  f a c t  t h a t  
we  a r e  e n g a g e d  in  a c o l d  w a r  t h r o u g h o u t  t h e  w o r l d ,  w h a t  i n  y o u r  
j u d g m e n t  w o u l d  b e  t h e  e f f e c t  o f  t h e  f a c t  t h a t  o v e r  a p e r i o d  o f  y e a r s  t h e  
r a t e  o f  R u s s i a n  e c o n o m i c  g r o w t h  h a s  b e e n  m u c h  h i g h e r  t h a n  t h a t  o f  t h e  
U n i t e d  S t a t e s  ? 

DR~ H A U G E :  I t h i n k  p s y c h o l o g i c a l l y  i t ' s  v e r y  u s e f u l  f o r  t h e  R u s s i a n s  
to  b e  a b l e  to  p o i n t  to  t h e  f a c t  t h a t  ~hey h a v e  t h i s  r a t e  o f  g r o w t h .  S i n c e  
t h e s e  s a t e l l i t e  c o u n t r i e s  a r e  m o r e  l i k e  R u s s i a  i n  t h e i r  s t a g e  o f  d e v e l o p -  
m e n t  t h a n  t h e y  a r e  l i k e  u s  o r  l i k e  B r i t a i n  o r  l i k e  F r a n c e ,  i t ' s  a g r e a t  
a d v a n t a g e .  T h e  l e a d e r s  o f  t h e s e  c o u n t r i e s  a r e  u n d e r  p r e s s u r e  to  t e l e -  
s c o p e  h i s t o r y ,  to  p r o d u c e  in  a g e n e r a t i o n  w h a t  m i g h t  h a v e  b e e n  t h o u g h t  
n o r m a l  f o r  t w o  o r  t h r e e  g e n e r a t i o n s ,  a n d  t h e r e f o r e  i t ' s  v e r y  h e l p f u l  
f o r  t h e  K r e m l i n  to  b e  a b l e  to  p o i n t  to  t h e i r  r a t e  o f  g r o w t h .  

I a m  no t  a t  a l l  s u r e ,  h o w e v e r ,  h o w  b i g  a s h a r e  o f  t h e  c o l d  w a r  
p r o b l e m  i s  e c o n o m i c s .  I ' v e  t h o u g h t  a b o u t  i t  a l o t .  Y o u  c a n  e x a m i n e  
w h a t  i t  i s  t h a t  h a s  p r o v i d e d  t h e  m o t i v a t i o n  f o r  c o m m u n i s m  in  d i f f e r e n t  
p a r t s  o f  t h e  w o r l d .  S o u t h e r n  I t a l y  h a s  b e e n  o n e  o f  t h e  s t r o n g h o l d s  o f  
c o m m u n i s m ,  a n d  t h a t ,  o f  a l l  p l a c e s ,  w a s  a n  a r e a  t h a t  h a d  b e e n  t y p i c a l l y  
m o n a r c h i s t  in  s e n t i m e n t .  H o w  t h e y  r e s o l v e d  t h a t  I d o n ' t  k n o w .  In  a 
p l a c e  in  B e l g i u m  t h e r e  w a s  a l i t t l e  g r o u p  of  C o m m u n i s t s  w h i c h  s e e m e d  
to  h a v e  g r o w n  up ou t  o f  i r r i t a t i o n  w i t h  c e r t a i n  n a t i o n a l  g r o u p s .  Y o u  
f i n d  c o m m u n i s m  f l o u r i s h i n g  in  s o m e  p l a c e s  w h e r e  t h e  C a t h o l i c  C h u r c h  
i s  s t r o n g .  Y o u  f i n d  a t r e m e n d o u s  v a r i e t y  o f  m o t i v a t i o n s .  I d o n ' t  go  
a l l  t h e  w a y  in  t h i n k i n g  t h a t  y o u  w i l l  s o l v e  t h i s  p r o b l e m  b y  e c o n o m i c  
a m e l i o r a t i o n .  In  t h e  f i r s t  p l a c e ,  t h e r e ' s  a l i m i t  to  h o w  f a r  y o u  c a n  go 
in  c h a n g i n g  i t .  
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I do  c o n c e i v e  a s e n s i b l e  b a s i s  f o r  e c o n o m i c  a s s i s t a n c e  p r o g r a m s  
to  b e  t h i s :  No  d e v e l o p i n g  c o u n t r y  o u g h t  to  h a v e  to m a k e  a c h o i c e  b e -  
t w e e n  o u r  w a y  o f  l i f e  a n d  t h e  C o m m u n i s t  w a y  o f  l i f e  i n  a c o n d i t i o n  o f  
e c o n o m i c  s t a g n a t i o n  o r  p e s s i m i s m .  T h a t  d e c i s i o n  o u g h t  to  b e  m a d e  in  
a n  a t m o s p h e r e  o f  h o p e  a n d  of  a f u t u r e .  T o  m e  t h a t  j u s t i f i e s  w h a t e v e r  
s e n s i b l e  e c o n o m i c  e f f o r t s  we  c a n  m a k e .  B u t  I w o u l d  n o t  a t  a l l  s a y  t h a t  
t h e  e c o n o m i c  f a c t o r s  c o n t r o l .  I ' m  n o t  a g o o d  e n o u g h  M a r x i s t  to  s a y  

t h a t .  

Q U E S T I O N :  D o c t o r ,  i n  J a n u a r y ,  I b e l i e v e ,  t h e  P r e s i d e n t  a n n o u n c e d  
t h a t  o n e  o f  t h e  n e e d s  o f  t h i s  c o u n t r y  i s  n a t i o n a l  g o a l s .  I w o u l d  l i k e  y o u r  
c o m m e n t  i n  t h i s  r e s p e c t :  We  h a v e  h a d  m e n  f r o m  t h e  s t e e l  i n d u s t r y  a n d  
m e n  f r o m  t h e  a u t o m o t i v e  i n d u s t r y  o n  t h e  p l a t f o r m  a n d  f r o m  w h a t  t h e y  
s a i d  i t  s e e m s  to  m e  t h a t  m u c h  o f  t h e  t h i n k i n g  i s  b e i n g  d o n e  f o r  t o d a y  o r  
p r o b a b l y  a s  f a r  a d v a n c e d  a s  o n e  y e a r  f r o m  n o w .  W o u l d n ' t  n a t i o n a l  
g o a l s  b e  s o m e t h i n g  in  w h i c h  t h e  p r i d e  o f  t h e  A m e r i c a n  p e o p l e  c o u l d  b e  
b r o u g h t  t o g e t h e r  a n d  we  c o u l d  s e e  o u r s e l v e s  m o v i n g  t o w a r d  a g o a l  t h a t  
m i g h t  b e  s e t  f i v e  y e a r s  f r o m  n o w ,  to  s e e  w h e t h e r  we m i g h t  h i t  i t  on  t h e  
n o s e ,  o r  e v e n  e a r l i e r ?  W o u l d n ' t  t h a t  b e  o f  s o m e  v a l u e  a s  f a r  a s  t h i s  
c o u n t r y  i s  c o n c e r n e d  ? 

DR.  HAUGE: I t  w o u l d  s e e m  so ,  a n d  I ' m  s u r e  t h a t  t h e  P r e s i d e n t  
t h o u g h t  so ,  a n d  h e ' s  a v e r y  w i s e  m a n .  I ' v e  l e a r n e d  t h a t  f r o m  e x p e r i -  
e n c e .  B u t  t h e  o n l y  q u e s t i o n  I h a v e  a b o u t  i t  i s  w h e t h e r  we  w o u l d  b e c o m e  
t h e  p r i s o n e r s  o f  t h o s e  g o a l s  a n d  u n d e r t a k e  to  a c h i e v e  t h e m  at  c o s t s  t h a t  
we  w o u l d  h a v e  no  t h o u g h t  o f  i n c u r r i n g  at  t h e  t i m e  we m a d e  t h e  d e c i s i o n .  

N o w ,  l e t  m e  t a k e  t h i s  5 p e r c e n t  g r o w t h  r a t e .  A n  A d m i n i s t r a t i o n  
i s  a p o l i t i c a l l y  r e s p o n s i b l e  g r o u p .  I t  h a s  to  b e  to  g e t  s u p p o r t  f r o m  t h e  
l ~ o p l e ,  o r  a t  t h e  n e x t  e l e c t i o n  i t ' s  o u t .  S a y  t h a t  y o u  s e t  a 5 p e r c e n t  
g r o w t h  r a t e .  I f  y o u  a c h i e v e  i t ,  t h a t ' s  f i n e .  I f  y o u  o v e r - a c h i e v e  i t  w i t h  
no  d i s a b i l i t i e s ,  t h a t ' s  b e t t e r .  I f  y o u  f a i l  to  a c h i e v e  i t ,  t h e n  p r e s u m a b l y  
y o u  f o r f e i t  y o u r  m a n d a t e ,  o r  y o u  t r y  to  p e r s u a d e  t h e  p e o p l e  t h a t  t h e r e  
w e r e  r e a s o n s  w h y  y o u r  f a i l u r e  w a s  a n  h o n e s t  o n e  a n d  t h a t  y o u  s h o u l d  b e  
c o n t i n u e d  in  o f f i c e .  

B u t  t h e  o t h e r  a l t e r n a t i v e  i s  t h a t ,  n o t  b e i n g  s u r e  o f  y o u r  a c c e p t a b i l i t y  
to  t h e  e l e c t o r a t e - - a n d  K h r u s h c h e v  d o e s n ' t  h a v e  t h i s  p r o b l e m - - y o u  a r e  
g o i n g  to b e  t e m p t e d  to  t r y  to  a p p e a r  to  b e  a c h i e v i n g  t h a t  g o a l .  I t h i n k  
t h a t  i f  y o u  t r y  t o  a c h i e v e  a 5 p e r c e n t  g o a l  g r o w t h  t h i s  y e a r ,  y o u ' l l  do  i t ,  
t h i s  b e i n g  a r e c o v e r y  y e a r .  B u t  i f  y o u  a t t e m p t e d  to  a c h i e v e  a 5 p e r c e n t  
a v e r a g e  f o r  t h e  n e x t  5 o r  10 y e a r s  I a m  a f r a i d  y o u  w o u l d  b e  t e m p t e d  to  
p u r s u e  k i n d s  o f  p o l i c i e s - - w h i c h  h a v e  b e e n  a d v o c a t e d - - w h i c h  I t h i n k  w o u l d  
l e a d  y o u  i n t o  a n  u p w a r d  s p i r a l  a n d  s u b s e q u e n t  r e u n i o n  a n d  w o r s e .  
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Now, hav ing  s a i d  th i s ,  I c o m e  b a c k  and  s a y  tha t  I s t i l l  wou ld  l i ke  
to get  the  bene f i t  out of  the  c a r r o t  out in f ron t .  So I t h ink  the  q u e s t i o n  
i s :  How c a n  you  f o r m  t h e s e  g o a l s  wi th  p e r h a p s  a d e g r e e  of f l ex ib i l i t y ,  
so tha t  t h e r e  i s n ' t  the  m a t t e r  of hav ing  to s u c c e e d  100 p e r c e n t  o r  f a i l  
100 p e r c e n t  ? 

T h e r e ' s  b e e n  a g r e a t  d e b a t e  about  the  E m p l o y m e n t  Act  of 1946. 
T h e r e  i s  one  g r o u p  tha t  b e l i e v e s  it  r e q u i r e s  tha t  g o a l s  be  s e t - - s p e c i f i c  
g o a l s  in t e r m s  of g r o s s  n a t i o n a l  p r o d u c t ,  p e r s o n a l  i n c o m e ,  e m p l o y m e n t ,  
p r o d u c t i o n ,  e tc .  D r .  B u r n s ,  who was  C h a i r m a n  of the  C o u n c i l  of  E c o -  
n o m i c  A d v i s e r s - - t h e  f i r s t  t i m e  u n d e r  th i s  A d m i n i s t r a t i o n - - a n d  I n e v e r  
t ook  tha t  v i ew ,  for  the r e a s o n s  I have  i n d i c a t e d .  We took  the  l a w  r a t h e r  
as  a g e n e r a l  m a n d a t e  to m o v e  f o r w a r d  in an  o p t i m u m  way.  

Now, t h e r e  a r e  d i s a b i l i t i e s  about  tha t  b e c a u s e  p e o p l e  can  d i s a g r e e  
on what  i s  an o p t i m u m  way.  But  t h e r e  a r e  d i s a b i l i t i e s  in the  o t h e r  way  
too.  Maybe  we n e e d  a l i t t l e  i n g e n u i t y  h e r e  to get  the  b e s t  of bo th  w a y s .  

QUESTION:  The  P r e s i d e n t  in hi$ e c o n o m i c  r e p o r t  to the  C o n g r e s s  
fo r  t h i s  l a s t  J a n u a r y  a s k e d  l a b o r  and m a n a g e m e n t  to s u s p e n d  t h e i r  p o w e r  
wh ich  t h e y  i m p l i e d l y  have  to r a i s e  p r i c e s .  What  do you t h i n k  wi l l  be  
the  e f fec t  of  tha t  ? 

DR. HAUGE: Th i s  i s  one  of the d i l e m m a s  of o u r  kind of s o c i e t y .  
I t h ink  in e c o n o m i c  t e r m s  what  tha t  m e a n s  i s  tha t  i f  t h e s e  p o w e r f u l  g r o u p s ,  
t h e s e  p a c e - s e t t i n g  g r o u p s - - a n d  t h e r e  p r o b a b l y  a r e  a d o z e n  i n d u s t r i e s  
and  a d o z e n  key  unions  tha t  r e a l l y  a r e  what  he is  t a l k i n g  a b o u t - - t h e  p a c e -  
s e t t e r s - - i n  r e a c h i n g  t h e i r  j u d g m e n t s  about  what  t h e y  a r e  go ing  to do 
about  w a g e s  next  y e a r ,  o r  the  next  t h r e e  y e a r s ,  wou ld  s o m e h o w  t r y  to 
we igh  in what  was  in t h e i r  own b e s t  i n t e r e s t  at tha t  t i m e  fo r  10 y e a r s ,  
i t  wi l l  b r i n g  in to  the  s h o r t  r u n  the  v a l i d  l o n g e r  r u n  c o n s i d e r a t i o n s .  

Now, I t h ink  that  i s  an hones t ,  so l id  po in t .  I don ' t  t h i n k  it  has  
a n y t h i n g  to do with  a s k i n g  p e o p l e  to a b r o g a t e  the  p r i c e  s y s t e m  o r  a s k i n g  
w o r k e r s  to get  l e s s  than  t h e y  th ink  t hey  ought  to h a v e .  We have  to l e a r n  
to t h ink  about  t o m o r r o w  in the  p o l i c y  d e c i s i o n s  of today ,  b e c a u s e  t h i s  
c o u n t r y  is  go ing  to be  h e r e  t o m o r r o w .  We don ' t  want  to have  a t e r r i f i c  
boom in 1959 and  be s i t t i ng  down in the bo t tom in 1961. Tha t  d o e s n ' t  
he lp  us at a l l .  The  p r o b l e m  with  i n f l a t i on  i s  tha t  i t  l e a d s  to the  r e a c t i o n  
of r e c e s s i o n  o r  d e p r e s s i o n .  S t e a d y  m o n e y  i n c r e a s e s  the  c h a n c e  of stead-T 
jobs ,  as  f a r  a s  I can  s e e .  

Now, what  can  you do ? Obv ious ly ,  we have  g r e a t  hope  in  o u r  c o u n t r y  
tha t  u n d e r s t a n d i n g  wi l l  c o m e  to the  peop l e  who a r e  in key d e c i s i o n - m a k i n g  
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p l a c e s .  If t hey  cou ld  th ink about  wha t  w a s  b e s t  fo r  t h e i r  un ion  and b e s t  
f o r  t h e i r  c o m p a n y  not  on ly  th is  y e a r  but nex t  y e a r  and the y e a r s  a f t e r  
t hey  m i g h t  m o d e r a t e  wha t  would  be in t h e i r  s h o r t - r u n  i n t e r e s t  by wha t  
wou ld  be in t h e i r  l o n g - t e r m  i n t e r e s t .  

Now,  as  f a r  as  any  publ ic  a s p e c t  i s  c o n c e r n e d ,  I have  not  h e a r d  
the P r e s i d e n t  s ay  o r  r e a d  any th ing  f r o m  h i m  to i n d i c a t e  tha t  he  con -  
t e m p l a t e s  any  k ind  of a c o u r t  of a r b i t r a t i o n  on w a g e - p r i c e  i n c r e a s e s  
o r  a n y t h i n g  of tha t  s o r t .  

T h e r e  have  been  p r o p o s a l s  in C o n g r e s s  that  no p r i c e  i n c r e a s e  be 
p e r m i t t e d  f o r  s ix  m o n t h s  a f t e r  a wage  i n c r e a s e .  If you  do th i s ,  I th ink  
you  have  to be p r e p a r e d  to g e n e r a l i z e  i t  t h r o u g h o u t  the e c o n o m y .  And 
then  you  have  to s a y  what  w e ' v e  got d o e s n ' t  w o r k ,  tha t  w e ' v e  got to go 
o v e r  to a s u p e r s e s s i o n  of d e c i s i o n  m a k i n g  by the m a r k e t  to g o v e r n -  
m e n t a l  d e c i s i o n  m a k i n g .  On the b a s i s  of m y  e x p e r i e n c e  in G o v e r n m e n t ,  
I d idn ' t  s e e  anybody  s m a r t  enough  to take  that  job o v e r .  

C A P T A I N  THOMPSON: Dr.  H a u g e ,  on beha l f  of the C o l l e g e ,  I wan t  
to thank  you  f o r  a m o s t  i n t e r e s t i n g  and i l l u m i n a t i n g  l e c t u r e  and  q u e s t i o n  
p e r i o d .  Thank  you .  

(5 June  1959- -4 ,  1 5 0 ) B / m s r / b n  25 3 4880  


