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G E N E R A L  MUNDY: The  s u b j e c t  of ou r  l e c t u r e  th is  m o r n i n g  

is " T h e  A m e r i c a n  Scene  T o d a y . "  

As we b e g i n  the s c h o o l  y e a r ,  i t l s  a p p r o p r i a t e  that  we take  a good 

look  at the p o s i t i o n  of the U n i t e d  S ta te s  in the w o r l d .  We h a v e  of ten  

h e a r d  it s a i d  that  the on ly  th ing  that  we can  be c e r t a i n  of in l i fe  is  

change  i t s e l f .  C e r t a i n l y  we a r e  l i v i n g  in an e v e r - c h a n g i n g  w o r l d ,  and  

it t akes  an a l e r t  and  a s t u d i o u s  p e r s o n  to k e e p  up wi th  the m a n y  c h a n g e s  

that  a r e  t ak ing  p l a c e .  

Our  s p e a k e r  today  is  a d i s t i n g u i s h e d  s t u d e n t  of w o r l d  h i s t o r y ,  and 

he  is e m i n e n t l y  q u a l i f i e d  to t e l l  us how t h e s e  c h a n g e s  a f fec t  the w e l l -  

b e i n g  and the s e c u r i t y  of the U n i t e d  S t a t e s .  F r o m  h i s  b i o g r a p h y  you 

have  l e a r n e d  that  he  is a d e v o t e d  pub l i c  s e r v a n t  and  an o u t s t a n d i n g  

a u t h o r  and  l e c t u r e r .  A m a n  of m a n y  t a l e n t s ,  he  is a l s o  a n o t e d  

s c u l p t o r .  J u s t  t h r e e  w e e k s  ago t h e r e  a p p e a r e d  in  L i fe  M a g a z i n e  a p i c -  

t u r e  of the s c u l p t u r e d  h e a d  of B o r i s  P a s t e r n a k  w h i c h  is h i s  l a t e s t  w o r k .  

I a m  a l s o  p r o u d  to count  h i m  as one of the b e s t  f r i e n d s  that  the C o l l e g e  

h a s .  He has  t a l k e d  h e r e  s i n c e  1939. 

It g i v e s  m e  a g r e a t  d e a l  of p l e a s u r e  to p r e s e n t  to you the E x e c u t i v e  

D i r e c t o r  of the  R e s e a r c h  I n s t i t u t e  of A m e r i c a ,  M r .  L e o  C h e r n e .  



M R .  C H E R N E :  G e n e r a l  Mundy ,  G e n e r a l  H o u s e m a n :  I t ' s  s o m e -  

th ing  of a s h o c k  to r e a l i z e  tha t  e x a c t l y  20 y e a r s  h a v e  p a s s e d  s i n c e  

m y  f i r s t  e x p o s u r e  to the o f f i c e r s  who at  tha t  t i m e  a t t e n d e d  the I n d u s -  

t r i a l  C o l l e g e  of the A r m e d  F o r c e s .  I r e f e r  to one p e r s o n a l  i n c i d e n t  

b e c a u s e  in m a n y  w a y s  i t l s  v e r y  r e l e v a n t ,  r e l e v a n t  in  e x a m i n i n g  s o m e  

of the m a i n  c u r r e n t s  i n v o l v e d  in a n  e x a m i n a t i o n  of the A m e r i c a n  s c e n e  

t o d a y .  

A c t u a l l y  m y  a s s o c i a t i o n  wi th  the I n d u s t r i a l  C o l l e g e  b e g a n  in  1938. 

At tha t  t i m e  the t h e n  A s s i s t a n t  S e c r e t a r y  of W a r  c h a r g e d  wi th  i n d u s -  

t r i a l  m o b i l i z a t i o n ,  L o u i s  J o h n s o n ,  w a s  p e r s u a d e d  tha t  the C z e c h o s l o -  

v a k i a  c r i s i s  wou ld ,  w i t h i n  a v e r y  s h o r t  t i m e ,  i nvo lve  the U n i t e d  S t a t e s  

in  w a r  on the E u r o p e a n  C o n t i n e n t .  T h e r e  w e r e  t h o s e  a r o u n d  h i m  who  

w e r e  c o n v i n c e d  tha t  the U n i t e d  S t a t e s  w o u l d  be  i n v o l v e d  in the E u r o p e a n  

w a r  b e f o r e  the end  of 1939. B e c a u s e  of tha t  c o n v i c t i o n ,  the I n d u s t r i a l  

C o l l e g e  t u r n e d  to the R e s e a r c h  I n s t i t u t e  to a s s i s t  in  the p r e p a r a t i o n  of 

the f i n a l  i n d u s t r i a l  m o b i l i z a t i o n  p l a n s  fo r  an  e v e n t u a l  M - d a y .  In 1938 

b e g a n  a h e c t i c  p r o c e s s  of r e - e x a m i n a t i o n  of a l l  of the p l a n s  and  c o n -  

c e p t s  w h i c h  h a d  b e e n  a s s e m b l e d  s i n c e  the N a t i o n a l  D e f e n s e  A c t  of 1920. 

We w e r e  c a l l e d  upon to u n d e r t a k e  tha t  t a s k  and  to p l a y  a k e y  r o l e  

in  a d v i s i n g  A m e r i c a n  b u s i n e s s  of i t s  r e s p o n s i b i l i t i e s  in the e v e n t  of 

i n d u s t r i a l  m o b i l i z a t i o n ,  b e c a u s e  C o n g r e s s  h a d  f a i l e d  to p r o v i d e  an  

a p p r o p r i a t i o n  to the I n d u s t r i a l  C o l l e g e  o r  to the A r m y  and  N a v y  



M u n i t i o n s  B o a r d  f o r  tha t  u r g e n t  u n d e r t a k i n g .  And so  a s  a n  o r g a n i z a t i o n  

c o n c e r n e d  wi th  a s s i s t i n g  s o m e  30, 000 of the N a t i o n t s  l e a d i n g  b u s i n e s s e s  

in  a d j u s t i n g  e s p e c i a l l y  to g o v e r n m e n t a l  a f f a i r s ,  we  u n d e r t o o k  the r e s p o n -  

s i b i l i t y  of a s s i s t i n g  in the f i na l  r e v i s i o n  of the p l a n s  and  a n n e x e s  and  in 

c o n v e y i n g  those  d e t a i l s  w h i c h  c o u l d  be  d i s c u s s e d  to A m e r i c a n  b u s i n e s s .  

E x a c t l y  20 y e a r s  ago  I found  m y s e l f  in a s l e e p y  N e w  E n g l a n d  v i l l a g e  

a t  the r e q u e s t  of the A s s i s t a n t  S e c r e t a r y  of W a r .  M y  p u r p o s e  t h e r e  w a s  

to p r e s e n t  the  c o n t e n t  of the I n d u s t r i a l  M o b i l i z a t i o n  P l a n  of 1939 to the 

l e a d i n g  b u s i n e s s m e n  a n d  i n d u s t r i a l i s t s  of N e w  E n g l a n d  a t  the N e w  E n g -  

l a n d  C o u n c i l .  I spoke  s o m e  45 m i n u t e s  and  at  the c o n c l u s i o n  of m y  

a d d r e s s  e x p l a i n i n g  the I n d u s t r i a l  M o b i l i z a t i o n  P l a n ,  s a t  down on the 

p l a t f o r m .  

T h e r e  w a s  no a p p l a u s e .  One l e a d i n g  N e w  E n g l a n d  i n d u s t r i a l i s t  

r a i s e d  h i s  h a n d  and  p r o p o s e d  a m o t i o n .  He  m o v e d  tha t  the N e w  E n g l a n d  

C o u n c i l  c e n s u r e  the o f f i c e r s  of the o r g a n i z a t i o n ,  e s p e c i a l l y  t h o s e  r e -  

s p o n s i b l e  f o r  h a v i n g  i n v i t e d  and  a d d r e s s  so  u n r e a l i s t i c ,  so  u n w i s e ,  a n d  

so  u n - A m e r i c a n .  I s a t  f o r  one h o u r  and  a q u a r t e r  as  the g r o u p  d e b a t e d  

w h e t h e r  the New E n g l a n d  C o u n c i l  w o u l d  be  f o r m a l l y  c e n s u r e d  fo r  a 

p r e s e n t a t i o n  to i t  of the p l a n s  of the U n i t e d  S t a t e s  G o v e r n m e n t  f o r  in -  

d u s t r i a l  m o b i l i z a t i o n  in  the e v e n t  of w a r .  I a m  s u r e  tha t  on ly  m y  

p r e s e n c e  and  s o m e  s m a l l  r e s e r v e  of c o u r t e s y  t o w a r d  a s p e a k e r  d e -  

f e a t e d  the m o t i o n ,  b e c a u s e  the d e f e a t  of the m o t i o n  w a s  b y  a v e r y  s m a l l  



margin indeed. This occasion came some 30 days prior to 3 Sep- 

tember 1939. 

In some respects it is my judgment that we are in a similar inter- 

val of unrealism. Before I address myself to that, lid like to quickly 

examine some aspects of the economy. 

The near-term outlook is a very pleasant thing to look at for any 

economist. For business ha this late summer of 1959 there is very 

l i t t l e  c a u s e  fo r  c o m p l a i n t .  L e a v i n g  a s i d e  f o r  the m o m e n t  the s t e e l  

s t r i k e ,  we f ind  i n d u s t r y  and  t r a d e  o p e r a t i n g  in  h igh  g e a r  p r a c t i c a l l y  

e v e r y w h e r e  we look .  With  i n d u s t r i a I  a c t i v i t y  at n e w  h i g h s ,  u n e m p l o y -  

m e n t  h a s  a g a i n  b e e n  r e d u c e d  to u n d e r  5 p e r c e n t  of the l a b o r  f o r c e  and  

is no l o n g e r  a c r i t i c a l  n a t i o n a l  p r o b l e m .  A n d  if the s t e e l  s t r i k e  is 

s e t t l e d  b e f o r e  O c t o b e r ,  S e c r e t a r y  of L a b o r  M i t c h e l l  w i l l  no t  h a v e  to 

ea t  h i s  ha t .  You m a y  r e c a l l  that  he  p r o m i s e d  to do so  if u n e m p l o y m e n t  

by  O c t o b e r  1959, is in e x c e s s  of 3 m i l l i o n .  

On the c o n s u m e r  s i d e  of the e c o n o m y ,  new  r e c o r d s  a r e  a l s o  b e i n g  

s e t  m o n t h l y .  H igh  e m p l o y m e n t  m e a n s  i n c r e a s i n g  c o n s u m e r  i n c o m e ,  

and  the pub l ic  is s p e n d i n g  th is  new  m o n e y  at  a f a n t a s t i c  p a c e .  In fac t ,  

j u d g ing  by  the f a s t - r i s i n g  i n s t a l l m e n t  c r e d i t  f i g u r e s ,  i t ' s  s p e n d i n g  a 

good p a r t  of nex t  y e a r l s  i n c o m e  as w e l l .  B a r r i n g  an e x t e n d e d  s t e e l  

s t r i k e ,  the c o m i n g  C h r i s t m a s  s e a s o n  s h o u l d  p r o d u c e  the h i g h e s t  r e -  

t a i l  v o l u m e  in  i n d u s t r y .  Auto  i n d u s t r y  f o r e c a s t e r s  a r e  b e g i n n i n g  to 
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talk about 7 million cars for the 1960 model run. New homes are 

being built and sold at peak rates. 

Business is spending money at a faster clip also, for new indus- 

trial plants, new shopping centers, for more modern machinery and 

equipment, for rebuilding inventory. We are apparently in the be- 

ginning stages of another wave of heavy capital spending by business 

such as triggered the boom in 1955 and 1956. In this free economy of 

ours prospective capitalists have been responding to the favorable 

business climate in an almost incredible way. New business ventures 

are being incorporated at the rate of nearly i00 every hour of every 

business day. There were 120, 000 new corporations formed in the 

first seven months of this year, as against 80, 000 in the average year. 

In the nature of things many of these new businesses will fail or other- 

wise dissolve, but as an index of confidence of the business community 

the figures are quite impressive. 

Are there any clouds on the business or industrial horizon? The 

steel strike, of course, is one; and it's a big one. Our surveys at the 

Research Institute show that even if the strike were to end tomorrow-- 

which it won't do --many companies will face a shortage of steel by the 

end of September. The reason is that it will be four to six weeks after 

the strike ends before finished steel products, rolled and cut to custom- 

ers' specifications, are again flowing normally from the mills to steel 



u s e .  And  th is  is  a l o n g e r  p e r i o d  of t i m e  than  m a n y  of t h e s e  u s e r s  c a n  

wa i t  and  than  an i n c r e a s i n g  n u m b e r  n o w  f ind  p o s s i b l e .  B y  L a b o r  D a y  

we w i l l  h a v e  r e a c h e d  tha t  c r i t i c a l  po in t  at  w h i c h  m o r e  b u s i n e s s e s  d a i l y  

f ind  t h e m s e l v e s  w i thou t  a d e q u a t e  i n v e n t o r y  f o r  t h e i r  p r e s e n t  p r o d u c t i v e  

n e e d s .  

Bu t  th i s ,  b a r r i n g  an  e x t r a o r d i n a r i l y  long  s t e e l  s t r i k e ,  w h i c h  c o u l d  

s e t  the e c o n o m y  in to  a t a i l s p i n  and  w h i c h  in m y  j u d g m e n t  w i l l  not  h a p p e n ,  

w i l l  be  a t e m p o r a r y  p r o b l e m  at  w o r s t .  The  ne t  e f f e c t  w i l l  be  s i m p l y  to 

s h a r p e n  the b o o m  in  the m o n t h  a f t e r  the e v e n t u a l  s e t t l e m e n t .  W h a t e v e r  

h a p p e n s  in  fac t ,  it  now a p p e a r s  that  m o s t  o r  a l l  of 1960 w i l l  s e e  b u s i -  

n e s s  at continued high levels. 

Beyond 1960 there is more uncertainty in the outlook. Therels a 

strong likelihood that by early 1961 at the latest business inventories 

will again begin to be out of line on the high side, and that productive 

faciilities in many industries will be reaching the stage of some over- 

production, and another recession may well be in the making. And if 

it is, itls unlikely to be any more severe or any longer in duration than 

the two which preceded it--the recessions of 1953-54 and 1957-58. 

Itls impossible in a discussion of the economic picture to ignore 

the question of prices and inflation. For over a year now, until just a 

very few weeks ago, wholesale and retail price levels have held remark- 

ably stable. Actually on second thought, that's not so remarkable when 

we remember that for a good part of the time demand was at depressed 

levels. 
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Now, th is  p e r i o d  of s t a b i l i t y  h a s  l e d  to a g r o w i n g  t ide  of r e p o r t s  

and  op in ions  tha t  i n f l a t i on  m a y  not  be m u c h  of a p r o b l e m  a f t e r  a l l ;  

tha t  we m a y  h a v e  th i s  p r i c e  th ing  l i c k e d .  We l l ,  we don l t  h a v e  it 

l i c k e d .  W h i l e  i n f l a t i o n  in the o l d - f a s h i o n e d  c l a s s i c a l  s e n s e ,  of 

r a p i d l y  s p i r a l i n g  p r i c e s  and  a p r e c i p i t o u s  f a l l  in  the v a l u e  of the d o l l a r ,  

i s n ' t  in  the c a r d s  in the n e a r  f u t u r e ,  and  m a y  n e v e r  be ,  the co ld  f ac t  

is  tha t  b u s i n e s s  and  the c o n s u m e r  w i l l  s o o n  be  l i v i n g  a g a i n  w i th  the  

s o r t  of c r e e p i n g  2 to 3 p e r c e n t  a n n u a l  r i s e s  in the p r i c e  l e v e l s  tha t  

w e r e  the r u l e  a few y e a r s  ago;  and  we w i l l  s e e  the s t a r t  of th is  r i s i n g  

t r e n d  b e f o r e  the c l o s e  of th is  y e a r ,  in  ou r  j u d g m e n t ;  and  it h a s  a l r e a d y  

b e e n  at  l e a s t  h e r a l d e d  by  the not  i n s i g n i f i c a n t  i n c r e a s e  in  the c o s t  of 

l i v i n g  w h i c h  w a s  j u s t  a n n o u n c e d  l a s t  w e e k .  

T h e r e  a r e  s o m e  e c o n o m i s t s  who s e e  th i s  r i s i n g  p r i c e  t r e n d  as  the 

m o s t  s e r i o u s  s i n g l e  t h r e a t  f a c i n g  ou r  e c o n o m y .  T h e r e  a r e  o t h e r s  who 

s e e  it as  a boon ,  s t i m u l a t i n g  e c o n o m i c  g r o w t h  and  e n c o u r a g i n g  b u s i n e s s  

i n v e s t m e n t .  In the a r e a  in w h i c h  you  a r e  c o n c e r n e d  i t l s  apt  to be  n e i -  

t h e r  of t h o s e  two.  I t ' s  apt  to be  a s e c o n d a r y  p r o b l e m ,  wi th  the p r i m a r y  

one wi th  w h i c h  you  w i l l  be  i n c r e a s i n g l y  c o n c e r n e d  the r a t e  of g r o w t h  of 

the e c o n o m y  as  a w h o l e .  

Bu t  t h e r e  is one th ing  w r o n g ,  and  b a d l y  w r o n g ,  wi th  th is  p i c t u r e  

of a f r e e ,  h e a l t h y ,  and  c o m f o r t a b l e  e c o n o m y .  What  is w r o n g  is  tha t  , 

it  is  too l i m i t e d  a c l o s e - u p  l o o k .  W h e n  we d r a w  b a c k  a l i t t l e  and  look  



at  the l a r g e r  p i c t u r e ,  we f ind  tha t  th i s  p r o s p e r o u s  and  c o m f o r t a b l e  

s o c i e t y  is a c t u a l l y  l i v i n g  on the edge  of a p r e c i p i c e ,  and  a l m o s t  t o t a l l y  

i g n o r a n t  of the f ac t  tha t  it  is  do ing  s o .  

Now, l e t  m e  e x p l a i n  to you  wha t  I m e a n  b y  th i s  a n d  the i m p l i c a t i o n s  

tha t  is h a s  f o r  the U n i t e d  S t a t e s  and  o u r  p o s i t i o n  in the w o r l d  t o d a y  and  

t o m o r r o w .  

As I h a v e  s a i d - - a n d  a l l  of the d a t a  to w h i c h  I h a v e  r e f e r r e d  so  f a r  

s p e l l  o u t - - w e  a r e  l i v i n g  in an  e c o n o m y  that  is  f r e e  and  c o m f o r t a b l e .  

In  the p a s t  it h a s  b e e n  p o s s i b l e  f o r  us to r e t a i n ,  e v e n  in wha t  we c o n -  

s i d e r  h a r d  t i m e s ,  m o s t  of o u r  f r e e d o m  and  m o s t  of o u r  c o m f o r t  at  the 

s a m e  t i m e .  Bu t  in the  m o d e r n  w o r l d  th is  is  b e c o m i n g  l e s s  and  l e s s  

p o s s i b l e .  M o r e  a n d  m o r e  we  a r e  f a c e d  w i th  c h o i c e s  tha t  i nvo lve  g iv ing  

up s o m e  of o u r  e c o n o m i c  f r e e d o m  o r  s o m e  of o u r  c o m f o r t .  Not  on ly  

a r e  the A m e r i c a n  p e o p l e  u n w i l l i n g  to m a k e  th i s  c h o i c e ,  bu t  t h e y  a r e  to 

a g r e a t  e x t e n t  t o t a l l y  u n a w a r e  tha t  t h e y  h a v e  it  to m a k e .  

An e x a m p l e :  A y e a r  and  a h a l f  ago  the R o c k e f e l l e r  B r o t h e r s  F u n d  

p r e p a r e d  a v e r y  t h o r o u g h  and  s o u n d  r e p o r t  on the m i l i t a r y  a s p e c t s  of 

i n t e r n a t i o n a l  s e c u r i t y .  One of the p r i m e  r e c o m m e n d a t i o n s  of tha t  r e -  

p o r t  was  tha t  the U n i t e d  S t a t e s  s h o u l d  b u d g e t  f o r  n a t i o n a l  d e f e n s e  e a c h  

y e a r  at  l e a s t  $3 b i l l i o n  m o r e  than  the y e a r  p r e c e d i n g ;  and  it s u g g e s t e d  

tha t  the c o s t  of d e f e n s e  w o u l d  h a v e  to r i s e  a t  that  r a t e  f o r  e a c h  y e a r  at  

l e a s t  un t i l  1965. 



I know that  a l l  of you pay  c o n s i d e r a b l e  a t t e n t i o n  to the D e f e n s e  

D e p a r t m e n t  a p p r o p r i a t i o n s ,  p e r h a p s  not  f o r  the  b e s t  r e a s o n ,  but  

n e v e r t h e l e s s  y o u l r e  s e n s i t i v e  to t h e m .  And so  you know tha t  t h e r e  

was  no $3 b i l l i o n  i n c r e a s e  f r o m  f i s c a l  1958 to 1959, or  f r o m  1959 to 

1960; n o r  w i l l  t h e r e  be  any  f r o m  1960 to 1961. I n s t e a d ,  the P r e s i d e n t ,  

the D e f e n s e  S e c r e t a r y ,  and  the C o n g r e s s  a r e  j o i n e d  in i n s i s t i n g  that  

ou r  d e f e n s e  c o s t s  be  kep t  at a p p r o x i m a t e l y  the p r e s e n t  $41 b i l l i o n  l e v e l .  

Now, t h e r e l s  no n e e d  h e r e ,  and no t i m e  in any  c a s e ,  to r e v i e w  the 

f a c t s  on the b a s i s  of w h i c h  the R o c k e f e l l e r  s t u d y  r e a c h e d  i ts  c o n c l u s i o n .  

I t ' s  c e r t a i n l y  sa fe  to say ,  though,  that  t h e r e t s  b e e n  no b a s i c  change  in  

the w o r l d  s i t u a t i o n  wh ich  cou ld  m a k e  t h e s e  c o n c l u s i o n s  any  l e s s  v a l i d  

or  the n e e d  fo r  th is  a d e q u a t e  d e f e n s e  fund any  l e s s  u r g e n t .  

A n o t h e r  e x a m p l e :  The  D r a p e r  C o m m i t t e e  has  ju s t ,  t o w a r d  the end  

of Last week ,  a g a i n  s t a t e d  that  our  m i n i m u m  b u d g e t  fo r  m i l i t a r y  a id  to 

f r i e n d l y  n a t i o n s  s h o u l d  be $2 b i l l i o n .  The  P r e s i d e n t  h a s  a s k e d  C o n g r e s s  

fo r  1 .6  b i l l i o n ,  and  C o n g r e s s  s e e m s  d i s p o s e d  to g r a n t  1 .4  b i l l i o n - - f u l l y  

o n e - t h i r d  l e s s  than  the r e c o m m e n d a t i o n s  of the D r a p e r  c o m m i t t e e .  

A t h i r d  e x a m p l e ,  not  d i r e c t l y  m i l i t a r y  but  j u s t  as m u c h  a p a r t  of 

ou r  g loba l  d e f e n s e  p o s i t i o n :  The  D r a p e r  c o m m i t t e e  and  o t h e r  r e s p o n -  

s i b l e  g r o u p s  h a v e  a s k e d  that  a D e v e l o p m e n t  L o a n  F u n d  be e s t a b l i s h e d ,  

wi th  an annua l  a p p r o p r i a t i o n  of an e s s e n t i a l l y  m o d e s t  $1 b i l l i o n  a y e a r  

f o r  f ive  y e a r s .  T h i s  is not  e v e n  an a p p r o p r i a t i o n ,  s i n c e  it b e c o m e s  



part of a revolving loan fund. The funds loaned by the Development 

Loan Fund could go very far toward bringing the peoples of the still- 

developing nations of the world into the democratic camp and out of 

their neutralist or even antidemocratic posture. But the Secretary of 

the Treasury and the Budget Director have said that this fund is of low 

priority; that it would keep us from balancing the budget. And it would. 

And the economy bloc in Congress of course agrees with this point of 

view, and the President does not strongly oppose it. 

So there we are, at least from the point of view of these jaundiced 

or prejudiced eyes, the richest nation of the world entering a period of 

unprecedented prosperity, more comfortable than we have ever been 

before, yet more in danger of losing our prosperity, our freedom, our 

comfort than welve been in a very long time because we canlt afford to 

defend it. We would rather be comfortable today and risk the precipice 

tomorrow. 

Now, can we really not afford the additional billions of dollars 

that these proposals call for? Therels no precise answer to that ques- 

tion. The answer is not susceptible to an economist's measure. The 

answer is very much more a political and psychological question than 

it is an economic or budgetary question. But to the extent that it is 

budgetary, the Treasuryls economists have already determined that at 

the present rate of consumer income and corporate profits, tax receipts 
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this year will be several billion dollars more than was budgeted. Even 

though spending will also be higher, there is a real likelihood of a $ i 

or $2 billion surplus for this fiscal year that has just started. Next 

year there is a real possibility of a whopping surplus--of course, acci- 

dentally, in an election year. And so the debate has started. Should 

we cut taxes first, or reduce the national debt, or do some of both? 

Now, thereTs not really even a whisper from Congress or the 

Administration or the Department that perhaps a significant portion of 

that available money be spent to maintain our position in the world. 

The reason for this is not hard to see. I have been critical of our 

lawmakers in these remarks and even of the President. But the real 

culprit is the American people themselves. We are a people who really 

love our comfort, who have made it a national hobby to beat the tax 

collector, who love to vote against appropriations, whether itTs a local 

school board budget or a budget for adequate defense and an adequate 

foreign policy. Somehow a change has to be brought about in this 

dominant factor of the American scene today, and it was really to this 

that the study of the Rockefeller Brothers Fund addressed itself. 

Now, will the change come about? Frankly, ITm rather pessimistic 

and becoming more so. HereTs a clipping from the "Wall Street Journal" 

of last Thursday, 20 August. It neednTt be pointed out that the "WaLl 

Street Journal" is one of our most influential newspapers, because itTs 

Ii 



read by people who are the opinion makers in our business and 

financial community, because itts believed by these people, and with 

good reason. 

The headline of this story reads, "Administration expects Ike- 

I~hrushchev talks to help curb outlay." I'll read just two sentences, 

whieh set the tone for the entire story. It's a first-page story. The 

top title is, "Weapons Shakeout." 

"The Administration is counting on the forthcoming Eisenhower- 

Khrushchev talks to aid its effort to hold down defense spending, rafter 

all, we're no longer waiting for war to break out in Berlin any day, t 

comments a top Defense Department policy maker. T" 

Since I don't know who the top Defense Department policymaker is 

who is quoted, he may be in this group. 

Now, not only have we talked of lessening tension when, in fact, 

all that has happened is that the Soviets have won another round in the 

sparring, and a very substantial one, in my judgment; but now it seems 

that the Russians' latest victory in bringing out this exchange of tourists 

at the summit is to be used as an excuse for handing them a much more 

tangible victory--a relaxing of our defense posture. 

Now, perhaps there was no way of avoiding these visits. Perhaps 

even they will make a positive contribution to our search for a basis 

for a lasting peace. Perhaps history will show that wetve really en- 

tered a new phase; that we have passed the turning point, as the first 
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r e l e a s e s  i n d i c a t e d .  I1m a lways  w o r r i e d  about  t u r n i n g  po in t s ,  b e c a u s e  

I1m n e v e r  qui te  s u r e ,  and  the i n d i c t t o n s  a r e  n e v e r  qu i t e  exp l i c i t ,  w h i c h  

way  w e l r e  t u r n i n g .  

But  t h e r e  is a f ac t  that  we d e a l  w i th .  The  fac t  is that  t oday  th is  

Sov ie t  t e c h n i q u e  of d i p l o m a c y  by  t o u r i s m  is  p o s i n g  one of the m o s t  

d a n g e r o u s  t h r e a t s  we h a v e  f a c e d  in m o d e r n  t i m e s .  C o m p a r e d  to th is  

the G e r m a n  p r o g r a m  of e n c o u r a g e m e n t  to i s o l a t i o n i s t  and p a c i f i s t  g r o u p s  

b e f o r e  W o r l d  W a r  II was  a p e n n y  an te  g a m e .  

The  fac t  is that  t h e s e  m o m e n t a r y  d r a m a t i c  m i r a g e s  of K b l u r  so  

s u b s t a n t i a l l y  the o f t - r e f e r r e d - t o  c o n c e p t  of the l ong  h a u l - - t h e  a r d u o u s ,  

p r o t r a c t e d  conf l i c t ,  the g e n i u s  that  the  Sov ie t  has  and ha s  i n c r e a s i n g l y  

d e v e l o p e d  fo r  the o r c h e s t r a t i o n  of c r i s i s ,  as  R o b e r t  K i n t n e r  ha s  c a l l e d  

i t - - a n d  he ,  I u n d e r s t a n d ,  w i l l  be  a d d r e s s i n g  you in  the w e e k  f o l l o w i n g  

L a b o r  Day .  The  r e a l  c o n t e s t  is  the c o n t e s t  in the r a t e s  of g rowth ,  in 

the e c o n o m i c  and  i n d u s t r i a l  v i t a l i t y  and  m u s c l e  of t h e s e  two g ian t  s o c i e -  

t i e s  and  of the n a t i o n s  w h i c h  a r e  l i n k e d  wi th  t h e m .  

I ld l ike  to quote  a few o b s e r v a t i o n s  f r o m  the D i r e c t o r  of the C e n -  

t r a l  I n t e l l i g e n c e  A g e n c y .  A l l e n  D u l l e s  th is  s p r i n g  s a i d  the fo l l owing :  

" A s  long  as the p r i n c i p l e s  of i n t e r n a t i o n a l  c o m m u n i s m  m o t i v a t e  the 

r e g i m e s  in  M o s c o w  and P e i p i n g ,  we m u s t  e x p e c t  that  t h e i r  s i n g l e  p u r -  

p o s e  wi l l  be  the l i q u i d a t i o n  of ou r  f o r m  of s o c i e t y  and the e m e r g e n c e  of 

a S o v i e t i z e d  w o r l d  o r d e r . "  
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He then  c o n t i n u e d :  " D u r i n g  the p a s t  s e v e n  y e a r s ,  t h r o u g h  1958, 

Sov ie t  i n d u s t r y  ha s  g r o w n  at  the r a t e  of 9 .5  p e r c e n t  a n n u a l l y .  T h i s  

is  our  r e c o n s t r u c t i o n  and d e f l a t i o n  of Sov ie t  d a t a , "  M r .  D u l l e s  a d d e d .  

" O u r  own g r o w t h  r a t e  fo r  the s e v e n  y e a r s  t h r o u g h  1957 h a s  b e e n  3 .6  

p e r c e n t . "  

T h e s e  da ta  did  not  i nc lude  the r e c e s s e d  y e a r  of 1958, w h i c h  p u l l e d  

that  a v e r a g e  c l o s e r  to 3 p e r c e n t .  

Now, the Sov ie t s ,  wi th  l o w e r  s t a n d a r d s  of l i v i n g  and  c o n s u m e r  

goods ,  p lough  b a c k  a l m o s t  30 p e r c e n t  of t h e i r  e n t i r e  w e a l t h  in to  c a p i t a l  

i n v e s t m e n t .  We a r e  c o n t e n t  wi th  17 to 20 p e r c e n t  p l o u g h e d  b a c k .  

But  the d i f f e r e n c e  is  g r e a t e r  t han  that ,  b e c a u s e  that  s m a l l e r  a m o u n t  

that  we p lough  b a c k  is  f o r  e n o r m o u s l y  d i f f e r e n t  t h ings  than  t hose  fo r  

w h i c h  the Sov ie t  p loughs  b a c k  30 p e r c e n t .  T h e y  t u r n e d  out 1 a u t o m o b i l e  

fo r  e v e r y  50 of o u r s  l a s t  y e a r .  It g ive s  us a g r e a t  d e a l  of s a t i s f a c t i o n .  

P r i m i t i v e  p e o p l e .  T h e y  t u r n e d  out four  t i m e s  as  m a n y  m a c h i n e  tools  as  

we d id  l a s t  y e a r .  T h e y ' r e  not  qui te  so  p r i m i t i v e .  T h e y  j u s t  d o n ' t  

h a p p e n  to s e e  the r e a s o n  fo r  p r o v i d i n g  t h e i r  c i t i z e n s  wi th  a u t o m o b i l e s .  

The  m e m b e r s  of t h e i r  n e w  c l a s s ,  the b u r e a u c r a c y ,  h a v e  a u t o m o b i l e s .  

T h e r e  is no s h o r t a g e  fo r  t h e m .  

" K h r u s h c h e v  f o r e c a s t s  that  our  f u t u r e  i n d u s t r i a l  g r o w t h  w i l l  be  

on ly  2 p e r c e n t  a y e a r , "  s a y s  AlLan DH!!es .  And  t h e n  he  c o n t i n u e d :  

"I f  th i s  is t r u e ,  the U.  S. w i l l  be  v i r t u a l l y  c o m m i t t i n g  e c o n o m i c  s u i c i d e . "  
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Now, we h a v e  m a d e  a p r o j e c t i o n  at  the R e s e a r c h  I n s t i t u t e .  If 

the Sov ie t  r a t e  of g r o w t h  d r o p s  to 8 p e r c e n t  a n n u a l l y ,  and  if o u r s  

j u m p s  to 4 p e r c e n t  e a c h  y e a r - - i n c i d e n t a l l y ,  thatTs a d d i n g  a g r e a t  

d e a l  m o r e  p e r c e n t a g e w i s e  to o u r s  t han  d e c l i n e d  to t h e i r s - - i f  bo th  

of t h e s e  h a p p e n ,  Sov i e t  p r o d u c t i o n  w i l l  be  m o r e  t han  66 p e r c e n t  of 

o u r s  in 1970 and  w i l l  be  90 p e r c e n t  of o u r s  b e f o r e  1980; and  w i l l  

e x c e e d  o u r s ,  if t h o s e  p e r c e n t a g e s  w e r e  to r e m a i n  c o n s t a n t ,  in the 

e a r l y  19801s. 

Now, w h a t e v e r  the e x a g g e r a t i o n  of Sovie t  p r o m i s e s  and  p r e d i c -  

t ions  and  p l a n s ,  the u n d e r d e v e l o p e d  w o r l d  is  w a t c h i n g  and  b e l i e v i n g  

K h r u s h c h e v .  A few m o n t h s  ago  ou r  G o v e r n m e n t  l e a r n e d  to o u r  a c u t e  

d i s c o m f o r t  tha t  P r e s i d e n t  K u b i t s c h e k  of B r a z i l  w a s  c i r c u l a t i n g  a m e m o  

that  the USSR in the n o t - t o o - d i s t a n t  f u t u r e  w o u l d  o v e r t a k e  o u r  l e a d  in  

i n d u s t r i a l  p r o d u c t i o n .  B y  1980 the d o c u m e n t  b e i n g  c i r c u l a t e d  by  

B r a z i l l s  P r e s i d e n t  e s t i m a t e d  tha t  ou r  a n n u a l  g r o s s  p r o d u c t i o n  w o u l d  

be  $865 b i l l i o n  and  the S o v i e t l s  $ 1 , 5 6 1  b i l l i o n  a n n u a l l y - - a l m o s t  t w i c e  

as  m u c h .  T h e  s i g n i f i c a n c e  of th is  is  tha t  the P r e s i d e n t  of B r a z i l  

b e l i e v e s  it  and  w i l l  c i r c u l a t e  i t .  

Of c o u r s e  i t l s  u t t e r  n o n s e n s e .  T h e  p r o b l e m  is  s e r i o u s  e n o u g h  as  

it i s .  Bu t  a v e r y  s u b s t a n t i a l  p a r t  of the w o r l d  is b e l i e v i n g  e v e n  the 

e x a g g e r a t e d  a n d  u n a t t a i n a b l e  p r e m i s e  w h i c h  the Sov ie t  U n i o n  is  u s i n g  

as  p r o p a g a n d a .  
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Now, don l t  u n d e r e s t i m a t e  our  e n e m y  in m e a s u r i n g  ou r  own s o c i -  

e ty .  Or ,  as A l l a n  D u l l e s  put it w h e n  he w a r n e d  a g a i n s t  c o m f o r t i n g  

i l l u s i o n s  w h i c h  s e r v e  as f a l s e  t r a n q u i l i z e r s .  B e a r  in  m i n d  that  the 

Sov ie t  U n i o n  ha s  a d v a n c e d  i ts  1972 t a r g e t s  to the y e a r  1965, and  th is  

t hey  m e a n .  T h e i r  t a r g e t s  by  1965, j u s t  to take  a few of the v i t a l  s i n e w s  

of t h e i r  i n d u s t r i a l  m i g h t ,  i nc lude  the fo l l owing :  

]By 1965 they  e x p e c t  p ig  i r o n  p r o d u c t i o n  to be up 65 p e r c e n t ,  i r o n  

o r e  up by  179 p e r c e n t ,  s t e e l  up by  56 p e r c e n t ,  c h e m i c a l  p r o d u c t s  up 

300 p e r c e n t ,  c e m e n t  152 p e r c e n t ,  o i l  output  up 200 p e r c e n t ,  m e a t  217 

p e r c e n t ,  d a i r y  p r o d u c t s  225 p e r c e n t ,  f u r n i t u r e  240 p e r c e n t ,  n a t u r a l  gas  

up 500 p e r c e n t ;  g r o s s  i n d u s t r i a l  p r o d u c t i o n  1958-1965 up 80 p e r c e n t .  

And the m o s t  c a r e f u l  e x a m i n a t i o n  of t h e i r  da ta  l e a v e s  no p a r t i c u l a r  

r o o m  fo r  c o m f o r t  in  the  e x p e c t a t i o n  that  t h e y  wi l l  m i s s  t h e s e  t a r g e t s  

b y  v e r y  l a r g e  m a r g i n s ,  not  u n l e s s  t h e r e  is an u n f o r e s e e n  and w h o l l y  

u n e x p e c t e d  d e v e l o p m e n t  w i th in  the Sov ie t  w o r l d .  

T h e y  boas t ,  i n c i d e n t a l l y ,  that  t hey  w i l l  a c h i e v e  the s h o r t e s t  w o r k -  

w e e k  in the w o r l d - - 3 0  to 35 h o u r s - - a  5 - d a y  w e e k  by  1965. Our  p r o j e c -  

t ion is that  our  a v e r a g e  h o u r s  in the U n i t e d  S ta te s  w i l l  be  in e x c e s s  of 

35 a w e e k b y  1970, not  1965. 

You w i l l  l e a r n  m o r e  about  the s c i e n t i f i c  c h a l l e n g e - - j u s t  one s t a r t -  

l i ng  but  i m p o r t a n t  s t a t i s t i c .  The  U n i t e d  S t a t e s  g r a d u a t e d  53 ,000  e n g i -  

n e e r s  in 1950. In  1958 we h a d  f a l l e n  b a c k  to 32 ,000  e n g i n e e r s .  In 

that  s a m e  y e a r  the Sovie t  U n i o n  g r a d u a t e d  70, 000 e n g i n e e r s .  
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Here is the crisis. Our economy could not possibly be more 

prosperous than it is today. Its rate of growth is adequate, or itls 

more than adequate for a peacetime society. If there were no Soviet 

Union, that rate of growth in fact could be moderated somewhat in 

order to bring the inflationary pressures under better control than 

they are today. But with the struggle, the continuing struggle, with 

the Soviet Union, our rate of growth is wholly inadequate for the pur- 

poses of in the long run meeting the challenge of the Soviet Union. 

And the nature of the disparity in the rates of growth will make us 

increasingly susceptible to the siren song of peaceful coexistence, 

and will make us fall sucker time and again to the illusory, momen- 

tary promises of peace to be found in meetings at the summit. ~j 

We face some traditional dilemmas. The American scene today 

and its struggle to preserve freedom confront these critical dilemmas: 

I think you will find that most of them will be at the very heart of your 

considerations for the next few months of the many areas which you 

w i l l  be  e x a m i n i n g .  

1. We a r e  e n g a g e d  in  a w a r  that  on ly  our  a d v e r s a r y  is w h o l l y  

c o m m i t t e d  to f igh t .  The  e c o n o m i c  a s p e c t s  of th is  w a r  fo r  n a t i o n a l  

s u r v i v a l  is  b a s i c  to the p o l i t i c a l ,  m i l i t a r y ,  p s y c h o l o g i c a l ,  and o t h e r  

e l e m e n t s  of th is  s t r u g g l e ;  and  the s u c c e s s  of t h e s e  o t h e r  s t r a t e g i e s  

d e p e n d s  f i r s t  on the d e g r e e  of e c o n o m i c  s u b s t a n c e  p r o v i d e d ;  and  we 

a r e  u n r e a d y  to p r o v i d e  tha t  e c o n o m i c  s u b s t a n c e .  
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2. As a f r e e  people ,  we a r e  h a m m e r i n g  out v i t a l  economic  and 

p o l i t i c a l  po l i c i e s  in a m a r k e t p l a c e  of inadequa te ly  e x p r e s s e d  a ims ,  

inadequate  l e a d e r s h i p ,  a l a r g e l y  un in fo rmed  e l e c t o r a t e ,  and buffeted 

f r o m  p i l l a r  to pos t  by s e l f - s e e k i n g  p r e s s u r e  and p o l i t i c a l  g roups .  

Yet, as in any war, we can only plan and fight well if we know our 

war aims, and if each of the instruments of a complex society plays 

an interrelated role in the achievement of those aims. 

3. We have been attempting to protect and serve each separate 

agricultural, industrial, and financial piece of the jigsaw that is our 

national economy and at the same time fight and win a worldwide 

economic war; and that just isnlt possible. There are elements in 

this warfare to which the traditional aspects of a market society will 

simply not prove an adequate response. 

4. We are appalled at the high cost of government, when the fact 

is that the costs need to go higher. The Federal tax burden can never 

be lower than it is today, not so long as we are involved in protracted 

conflict with the Soviet world. If we are to carry on a full-scale mili- 

tary, political, and economic war, on a long-term commitment, the 

Administration must be bold enough to ask, and Congress must be 

far-enough seeing to grant, sufficient funds to do the job. Equally im- 

portant to the amount of money made available is to give permanent 

economic status to our entire economic warfare program. 
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5. We a r e  an  i n t e r n a t i o n a l  p o w e r ,  and  ye t  we s t i l l  c a r r y  s o m e  of 

the b u r d e n  of the c u l t u r a l  and  e c o n o m i c  l ag  tha t  f lows  f r o m  o u r  h a v i n g  

b e e n  so  l ong  an  i s o l a t e d ,  s e l f - s u f f i c i e n t ,  and  s e l f - s a t i s f i e d  n a t i o n .  

M u c h  of the A m e r i c a n  b u s i n e s s  c o m m u n i t y  and  e v e n  m o r e  of the A m e r -  

i c a n  p e o p l e  do not  u n d e r s t a n d  the i m p o r t a n c e  of w o r l d  t r a d e  and w o r l d  

e c o n o m i c  h e a l t h  to ou r  own e c o n o m y  and  to the w a r  we  a r e  f i g h t i n g .  

In one s e n s e  f o r e i g n  t r a d e  is ou r  m o s t  i m p o r t a n t  i n d u s t r y .  

6. We h a v e  an  a c u t e  s h o r t a g e  of d i p l o m a t i c ,  m a n a g e r i a l ,  and  

t e c h n i c a l  s k i l l s ;  ye t  a l l  t h r e e  a r e  u r g e n t l y  n e e d e d  fo r  o u r  e f f o r t s  at  

h o m e  and  a b r o a d .  A t r a i n e d  F o r e i g n  S e r v i c e  m e a n s  m u c h  m o r e  t h a n  

t r a i n e d  d i p l o m a t s .  We h a v e  to m a k e  f o r e i g n  s e r v i c e  m o r e  a t t r a c t i v e  

f o r  e c o n o m i s t s ,  a g r i c u l t u r a l  e x p e r t s ,  e n g i n e e r s ,  pub l i c  h e a l t h  s p e c i a l -  

i s t s - - p e o p l e  wi th  a l l  the m a n y  s k i l l s  tha t  a r e  n e e d e d .  T o  d i r e c t  th is  

f i e l d  f o r c e  and  p l a n  the s t r a t e g y  f o r  the c a m p a i g n s  of e c o n o m i c  w a r f a r e ,  

we  n e e d  s o m e t h i n g  e q u i v a l e n t  to a B o a r d  of E c o n o m i c  W a r f a r e  to gu ide  

o u r  e f f o r t .  

7. We a r e  m e r e  c h i l d r e n  in p s y c h o l o g i c a l  w a r f a r e ;  y e t  th i s  is 

f a s t  b e c o m i n g  one of the m o s t  i m p o r t a n t  f a c t o r s  in the l a r g e r  s t r u g g l e .  

In the p s y c h o l o g i c a l  a s p e c t s  of e c o n o m i c  w a r  though the S o v i e t s  h a v e  

on ly  r e c e n t l y  e n t e r e d  the f i e l d ,  t h e i r  p i n p o i n t e d ,  p s y c h o l o g i c a l l y  guided 

e c o n o m i c  a s s i s t a n c e  h a s  e n a b l e d  t h e m  to ge t  m o r e  m i l e a g e  out of t h e i r  

l i m i t e d  funds  than  we h a v e  r e c e i v e d  f r o m  o u r  m u c h  m o r e  e x t e n s i v e  

p r o g r a m s .  
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To c a r r y  out the s t r u g g l e ,  in m y  j u d g m e n t  we n e e d  a f r e e  w o r l d  

a c a d e m y  to t e a c h  the t e c h n i q u e s  of p o l i t i c a l ,  e c o n o m i c ,  and  p s y c h o -  

l o g i c a l  w a r f a r e  to the b u s i n e s s  peop l e ,  the t e c h n i c i a n s ,  the a g r i c u l -  

t u r a l  e x p e r t s ,  the d o c t o r s ,  the pub l ic  h e a l t h  o f f i c e r s ,  the e x c h a n g e  

g r o u p s ,  and  the t o u r i s t s ,  as  w e l l  as  the d i p l o m a t s  who c a r r y  the 

s t r u g g l e  a b r o a d .  I s h u d d e r e d  w h e n  I l e a r n e d  that  we have  10, 000 

A m e r i c a n  t o u r i s t s  in the Sovie t  Un ion  this  s u m m e r ,  b e c a u s e  I h a v e  

a l l  too v iv id  a k n o w l e d g e  of wha t  it is t hey  l e a r n  and what  it is t hey  

s a y  w h e n  they  c o m e  b a c k .  I am  c o n s t a n t l y  a m a z e d  at the g r e a t  s k i l l  

w h i c h  e n a b l e s  an A m e r i c a n  t o u r i s t  wi th  no k n o w l e d g e  of the R u s s i a n  

l a n g u a g e  to d e t e r m i n e  a f t e r  fou r  days  in M o s c o w  that  the R u s s i a n  

p e o p l e  a r e  happy  wi th  t h e i r  g o v e r n m e n t .  

8. We a r e  the l e a d i n g  p r o p o n e n t s  of the a d v a n t a g e s  of f r e e  e n t e r -  

p r i s e ,  and  ye t  we m a k e  p i t i f u l l y  l i t t l e  use  of A m e r i c a n  b u s i n e s s  

e n t e r p r i s e  in c e r t a i n  t a c t i c a l  a r e a s  of our  w o r l d  e c o n o m i c  p r o g r a m s .  

The  i m p o r t a n c e  of r e d e s i g n e d  tax l aws ,  of e x t r a  i n c e n t i v e s  f o r  p r o f i t -  

m a k i n g  f o r e i g n  i n v e s t m e n t s ,  as  w e l l  as  G o v e r n m e n t  c o n t r a c t s  fo r  

s p e c i f i c  p r o j e c t s  by  p r i v a t e  e n t e r p r i s e  s h o u l d  be c o n s i d e r e d .  

9. We a r e  a n o n c o l o n i a l ,  a n t i - i m p e r i a l i s t  na t ion ;  ye t  we a r e  

d e e p l y  i n v o l v e d  in the p o s i t i o n s  of our  c o l o n i a l  a l l i e s ;  and we ye t  know 

l i t t l e  of the c o m p l e x i t i e s  wh ich  b e d e v i l  t h e m ,  as w e l l  as  the c o m p l e x -  

i t i e s  which  b e d e v i l  the r e s t l e s s  p e o p l e s  wi th  w h o m  they  a r e  c o n c e r n e d .  
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In e c o n o m i c  t e r m s ,  it is  t i m e  we put  the fu l l  w e i g h t  of o u r  i n f l u e n c e  

and  l e a d e r s h i p  b e h i n d  the f o r m a t i o n  of m o r e  l a r g e  r e g i o n a l  e c o n o m i c  

o r g a n i z a t i o n s .  In a r e a s  s u c h  as  L a t i n  A m e r i c a ,  the South  P a c i f i c ,  and  

the N e a r  E a s t ,  s u c h  m u l t i n a t i o n  f r e e  m a r k e t  a r e a s  w i l l  be  the f a s t e s t  

and  s u r e s t  w a y  to p r o m o t e  the g r o w t h  of l o c a l  i n d u s t r y  and  t r a d e  and  

the w i l l  to r e s i s t  the b l a n d i s h m e n t s  of the Sov ie t  b l o c .  

10. We a r e  bo th  a m o r a l  and  a s e l f - r i g h t e o u s  p e o p l e ,  and  y e t  we do 

not  s e e  tha t  t h e s e  a r e  not  the s a m e  th ing .  If we a r e  to s u c c e e d  in c o u n -  

t e r i n g  the S o v i e t s ,  we m u s t  d r o p  o u r  o c c a s i o n a l l y  s t i f f - n e c k e d ,  m o r a l -  

i s t i c  a t t i t u d e  t o w a r d  o t h e r  p e o p l e s  of the w o r l d .  

Now, t h e s e  a r e  bu t  a f ew  of the c o n t r a d i c t i o n s  tha t  a r e  i n v o l v e d  and  

tha t  we  m u s t  r e s o l v e  if  we a r e  to c o u n t e r  the Sovie t  c h a l l e n g e  and  p r e -  

s e r v e  f r e e d o m .  T h e s e ,  in m y  j u d g m e n t ,  a r e  the d i l e m m a s  w h i c h  l i e  

b e n e a t h  the e c o n o m i c ,  the p s y c h o l o g i c a l ,  the p o l i t i c a l  p o s t u r e  ou t l ook  

in the f u t u r e  of o u r  s o c i e t y  h e r e  a t  h o m e .  T h e  m o s t  t r a g i c  c o n t r a d i c t i o n  

of a l l  is  tha t  h i s t o r y  h a s  s h o w n  tha t  we  c a n  f igh t  w e l l  and  w i n  or~ly w h e n  

we h a v e  f i r s t  l o s t .  A n d  y e t  we do no t  know that  in th i s  w a r  t h e r e  is 

m u c h  that  we h a v e  a l r e a d y  l o s t ,  and  tha t  u l t i m a t e  v i c t o r y  b e c o m e s  m o r e ,  

no t  l e s s ,  d i f f i cu l t  wi th  the p a s s a g e  of t i m e ;  and  y e t  we  m u s t  not  l o s e  ! 

I h a v e  t a l k e d  to a n u m b e r  of p e o p l e  who  h a v e  r e t u r n e d  f r o m  the 

Sov i e t  U n i o n  in the l a s t  two w e e k s .  T h e y  in t u r n  h a v e  t a l k e d  to e v e r y  

R u s s i a n  t h e y  c o u l d  a p p r o a c h ,  t h r o u g h  t r a n s l a t o r s  or  t h r o u g h  t h e i r  own 
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l a n g u a g e  r e s o u r c e s .  I h a v e  y e t  to f ind  one A m e r i c a n  t r a v e l e r  who  h a s  

found  one R u s s i a n  c i t i z e n  who h e a r d  N ixon l s  a d d r e s s  a t  the c l o s e  of h i s  

v i s i t  to the Sov ie t  U n i o n .  And  I h a v e  y e t  to s e e  one c o r r e s p o n d e n t  f o r  

a n  A m e r i c a n  w i r e  s e r v i c e  o r  n e w s p a p e r  w r i t e  so  m u c h  as  one l i ne  on 

wha t  the r e a c t i o n  was  a m o n g  R u s s i a n  c i t i z e n s  to N ixon l s  a d d r e s s .  We 

c o m p l i m e n t  the V i c e  P r e s i d e n t  f o r  h i s  s k i l l  and  h i s  c o u r a g e ,  and  he  

h a d  p l e n t y  of both ;  and  h a v e  f a i l e d  to d e t e r m i n e  w h e t h e r  in  f ac t  bo th  

w e r e  w a s t e d  b y  h i s  b e i n g  duped  in to  t a l k i n g  in to  a d e a d  m i c r o p h o n e .  

T h i s ,  too,  is  s y m b o l i c  of o u r  p o s t u r e ,  o u r  f a i th ,  o u r  t o t a l  n a i v e  good  

w i l l .  

We a r e  r e a s o n a b l e  m e n ,  a n d  b e c a u s e  we a r e ,  i t  is  f u n d a m e n t a l l y  

i n c o m p r e h e n s i b l e  to us tha t  we a r e  not  d e a l i n g  wi th  o t h e r s  who a r e  

r e a s o n a b l e  m e n .  We a r e  f a i t h fu l  p e o p l e ,  and  b e c a u s e  we a r e ,  we 

c o n s t a n t l y  e x p e c t  tha t  at  s o m e  po in t  a f a c e - t o - f a c e  c o n f o r n t a t i o n  w i l l  

b r i n g  abou t  c o m p a n i o n  f a i t h f u l n e s s  in o u r  a d v e r s a r i e s .  

If it d o e s ,  e v e r y t h i n g  I h a v e  s a i d  h a s  a d d e d  to u n n e c e s s a r y  a l a r m .  

If it d o e s ,  we m a y  i n d e e d  e n j o y  the f r u i t s  of th i s  p r o s p e r o u s  s o c i e t y  

wi th  g r e a t  c o m f o r t  and  no a n x i e t y .  Bu t  if it does  not ,  t hen  I s u s p e c t  

tha t  the a l a r m  w h i c h  I h a v e  c o n v e y e d ,  the a n x i e t y  w h i c h  I f e e l ,  and  the 

j e o p a r d y  w h i c h  I s e e  I h a v e  at  b e s t  m o s t  i n a d e q u a t e l y  c o n v e y e d  to y o u .  

My d e e p  a p p r e c i a t i o n  to you  f o r  the o p p o r t u n i t y  to e x c h a n g e  t h e s e  

t hough t s  a n d  o p i n i o n s  at  the o p e n i n g  of wha t  f o r  you  w i l l  be  a m o s t  
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v a l u a b l e  i n t e r v a l  of m o n t h s  and what  fo r  the Na t ion  wi l l  be  a 

c o n t r i b u t i o n  of e v e n  g r e a t e r  v a l u e .  T h a n k  you .  

C O L O N E L  SILLS:  G e n t l e m e n ,  M r .  C h e r n e  is r e a d y  fo r  y o u r  

ques  t i ons .  

QUESTION:  M r .  C h e r n e ,  you m e n t i o n e d  that  the A m e r i c a n  p e o p l e  

a r e  r e a l  p a u p e r s ,  in  y o u r  op in ion ,  in p s y c h o l o g i c a l  w a r f a r e .  Has  the 

In s t i t u t e  done any  w o r k  or  c o m e  up wi th  any  r e c o m m e n d a t i o n s  fo r  

p o s s i b l e  p r o g r a m s  that  would  h e l p  i n f o r m  the A m e r i c a n  p e o p l e  so  t h e y  

w o u l d n ' t  be  s u c h  p a u p e r s  ? 

MR.  C H E R N E :  U n f o r t u n a t e l y ,  in a f r e e  s o c i e t y  p a r t i c u l a r l y - - t h i s  

is t rue  in a l l  s o c i e t i e s  but  in  a f r e e  s o c i e t y  p a r t i c u l a r l y - - t h e r e  is no 

s u b s t i t u t e  fo r  l e a d e r s h i p .  Any  p r o g r a m  that  we h a v e  e x a m i n e d ,  any  

that  we h a v e  o u r s e l v e s  p r o p o s e d ,  any  such  as  the R o c k e f e l l e r  c o m m i t -  

tee  s tudy ,  o r  the P r e s i d e n t i a l l y  r e q u e s t e d  G a i t h e r  c o m m i t t e e ,  a l l  in 

the f ina l  a n a l y s i s  r e q u i r e  l e a d e r s h i p ;  and  the l e a d e r s h i p  w h i c h  is  p a r -  

t i c u l a r l y  at this  j u n c t u r e  r e q u i r e d  l e a d e r s h i p  wh ich  m u s t  c o m e  f r o m  

the e x e c u t i v e  b r a n c h  of the G o v e r n m e n t .  

In that  r e s p e c t  we h a v e  b e e n  h e a r t e n e d  to o b s e r v e  on a n u m b e r  of 

l e v e I s  that  the P r e s i d e n t  has  in fac t  e x e r t e d  l e a d e r s h i p  in  a n u m b e r  of 

a r e a s  in  A m e r i c a n  l i f e  in  r e c e n t  m o n t h s  m o r e  v i g o r o u s l y  than  he  had  

p r e v i o u s l y  e x e r t e d .  I cannot ,  h o w e v e r ,  s a y  that  f r o m  the po in t  of v i e w  

of m y  own p r e j u d i c e s  h i s  p a r t i c u l a r  e x p r e s s i o n  of l e a d e r s h i p  on th is  

23 



co ld  w a r  f r o n t  s e e m s  l i k e l y  to b r i n g  abou t  a p u b l i c  a w a r e n e s s  of the 

n e e d  f o r  u r g e n t  a c t i o n .  

who r e a l l y  in f ac t  d o e s ,  

And I do not  e x p e c t ,  n o r  c a n  I i m a g i n e  a n y o n e  

tha t  the e x c h a n g e  b e t w e e n  Ike  and  K h r u s h c h e v  

will result in a greater public awareness of the need for action. 

QUESTION: We have already heard today from two speakers that 

one of the important and probably the principal problem facing us and 

the Nation in our survival is the rate of growth of our industrial might. 

Yet on the horizon we see things that would more or less limit this 

growth, such as surpluses, somewhat our failure to be able to compete 

in foreign markets. In view of the fact that our foreign markets have 

declined over the past few months in this year, what would be your re- 

commended program so that we can continue this industrial growth and 

cope with this problem of surpluses, inflation, and the competitive price 

aspect? 

RCR. CHERNE: There are two approaches. I think I know which 

one I prefer. It's pretty academic, because it isn't possible, I think, 

politically. But the two approaches are, one, the semigarrison-state 

approach--one which involves national leadership in a presentation to 

the American community and to the American Congress of a legislative 

program designed to produce both the growth and the balance in our 

society needed to sustain this kind of effort; and the creation of those 

instruments of emergency policy, such as the Board of Economic 
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W a r f a r e  to w h i c h  I r e f e r r e d ,  u n d e r  w h a t e v e r  t i t l e  i t  would  e m e r g e ,  

that  would  b r i n g  in to  b a l a n c e  and  use  s o m e  of the th ings  w h i c h  today  

a r e  i m p e d i m e n t s .  F o r  e x a m p l e ,  the u se  of s u r p l u s e s  as  w e a p o n s  in 

th is  w a r f a r e .  T h i s  has  b e e n  p r o p o s e d  s e s s i o n  a f t e r  s e s s i o n  and ju s t  

doesnTt get  a n y w h e r e .  

Tha t  is  one a l t e r n a t i v e .  Tha t  i n v o l v e s  a l e g i s l a t i v e  a p p r o a c h  to 

a l o n g - t e r m  e c o n o m i c  and  p o l i t i c a l  s t r u g g l e .  The  o t h e r  a p p r o a c h  is 

one w h i c h  r e l i e s  upon i n d i v i d u a l  c o o p e r a t i v e  e n t e r p r i s e  and  l a b o r  func -  

t i on ing  t o w a r d  that  goa l .  Tha t  one would  invo lve  an  e v e n  m o r e  v i g o r o u s  

P r e s i d e n t i a l  p r e s e n t a t i o n  of the d i l e m m a  and  r e q u i r e m e n t s  and  r e q u e s t  

to the c o m m u n i t i e s  that  they  app ly  t h e i r  e n e r g i e s  w i th in  the l i m i t s  of 

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

I a d d r e s s e d  m y s e l f  in  e s s e n c e  to the s e c o n d  one p r e v i o u s l y  w h e n  

I i n d i c a t e d  that  I do not  now s e e  the p o s s i b i l i t y  of that  h a p p e n i n g .  I do 

not  f o r e s e e  the p o s s i b i l i t y  of the f i r s t  one b e i n g  p o l i t i c a l l y  a c c e p t a b l e  

in our  s o c i e t y  today .  C o n s e q u e n t l y  I m u s t  h o n e s t l y  say ,  I do not  h a v e  

any  r e c o m m e n d a t i o n  w h i c h  p r e s e n t l y  s e e m s  f e a s i b l e ,  s u c h  as would  

b r i n g  about  a s i g n i f i c a n t  i n c r e a s e  in  the r a t e  of g r o w t h  and in the app l i -  

c a t i on  of tha t  g r o w t h  to the p r o g r a m s  r e q u i r e d  fo r  n a t i o n a l  s u r v i v a l .  

Now, th is  is as c l o s e  to b l e a k  p e s s i m i s m ,  I s u p p o s e ,  as  any  

s p e a k e r  can  p r e s e n t ;  and ye t  I wou ld  be  d i s h o n e s t  if I f a t u o u s l y  i n v e n t e d  

a c o n c e p t i o n  and  i n d i c a t e d  that  t h e r e  w e r e  a p o s s i b i l i t y  of it b e i n g  

a c c e p t e d .  
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QUESTION: I'd like to ask one question along this line. We heard 

your statement about a Soviet growth of 9.5 percent or 8 percent where 

the United States is growing at somewhere around 3 or 4 percent. We 

have attained a great portion of our growth, whereas the Soviet Union, 

you might say, is an underdeveloped country. Can they continue their 

8 percent? Or, when they get to somewhere near a proportionate 

growth, will it drop off? In other words, the first 5,000 feet of a 

mountain is a lot easier to climb than the last 5,000 feet. 

MR. CHERNE: I think your question is a very valid one. There is 

no doubt whatever that as they get to the top of the mountain, the going 

is tougher. Of that therels no doubt. At the same time, their rate of 

growth has not been moderated. It has, if anything, been modestly 

increased. 

They have at their disposal one enormous advantage. This is a 

totally regimented society, capable of articulating its aims and com- 

pelling their observance. The one moderating pressure in fact is apt 

to be not the one which would lessen the rate of growth, but one which 

would increase the portion of that growth designed to satisfy the in- 

creasing hunger of a civilian consumer community. 

Now, this I do foresee. In the absence of conflict, the growing 

bureaucracy of the Soviet Union, the growing hunger of a nonrevolu- 

tionary class for just plain comfort and luxury, will increasingly apply 
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i ts  b r a k i n g  m o m e n t u m .  

T h e r e  i s ,  h o w e v e r ,  a c o u n t e r b a l a n c i n g  f a c t .  I h a v e  m a d e  no 

r e f e r e n c e  to C h i n a .  T h a t ' s  a v e r y  c o m p l e x  p r o b l e m  in  t h e r e .  W h a t -  

e v e r  t e n d e n c y  t h e r e  m a y  be  t o w a r d  l u x u r y  o r  t o w a r d  r e l a x a t i o n  in the 

Sov ie t  Un ion  I s u s p e c t  in  the y e a r s  a h e a d  is go ing  to be  m o d e r a t e d  

s i g n i f i c a n t l y  as  the s p e c t e r  of the A s i a n  g i an t  g r o w s  l a r g e r  and  l a r g e r  

on the b o r d e r s  of the Sov ie t  U n i o n .  

H e r e  f o r  us t h e r e  is c o m f o r t .  T h e r e  a r e  e l e m e n t s  of th i s  w h i c h  

m a y  p r o v i d e  us wi th  the th ing  w h i c h  b r e a k s  the log  j a m .  Bu t  at  the 

s a m e  t i m e  it is apt  to h a v e  a p r o d d i n g ,  c o n s t a n t l y  e n e r g i z i n g  i m p a c t  

on the Sov ie t  U n i o n .  

So tha t  in  the long  r u n  I v i s u a l i z e  i n c r e a s i n g  d i f f i c u l t y  f o r  the 

S o v i e t s .  It m a y  w e l l  be  tha t  t h e y  w i l l  d r o p  b e l o w  8 p e r c e n t .  I w o u l d  

love  to s e e  it 6. Bu t  we c a n ' t  t ake  tha t  m u c h  c o m f o r t  f r o m  a doub le  

r a t e  of i n c r e a s e  of o u r s  e v e n  if t h e y  f e l l  to 6. 

Q U E S T I O N :  M r .  C h e r n e ,  you  m a d e  n u m e r o u s  r e f e r e n c e s  in y o u r  

p r e s e n t a t i o n  to the f a c t  tha t  we a r e  c o u n t e r i n g  the Sov ie t  c h a l l e n g e .  

You a l s o  m a d e  s o m e  r e f e r e n c e s  to ou r  e c o n o m i c  p o l i c y  and  the f ac t  tha t  

it h a s  c e r t a i n  p s y c h o l o g i c a l  i m p l i c a t i o n s .  Wou ld  you  r e l a t e  the two in  

t e r m s  of a s t a t e m e n t  as  to wha t  y o u r  c o n c e p t  is of o u r  e c o n o m i c  s t r a t -  

egy  to a c h i e v e  ou r  e c o n o m i c  o b j e c t i v e s ,  as  d i s t i n g u i s h e d  f r o m  wha t  we  

s h o u l d  h a v e  as  a s t r a t e g y  to a c h i e v e  the i n i t i a t i v e  r a t h e r  than  the d e -  

f ens  i r e  ? 
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M R .  C ~ E R N E :  If I understand your question completely--and 

itls a very complex one--I1d like to rearrange it in order to present 

what to me is a feasible answer; and it may be that this is exactly what 

you are asking for. 

I suppose my fundamental unhappiness is that everything we are 

involved in flows from the fact that we are countering Soviet strategy. 

I believe there is no possibility, not even a sound theoretical one, that 

a posture based .largely on counteraction can in the long run be a vic- 

torious strategy. And consequently, my own strong preference is for 

a policy which is not counteractive, for a policy which is as uncom- 

fortable to the Soviet Union as their policy is to us. 

Very frankly, in an interval in which we see the policy of contain- 

ment weakened, and the policy of massive retaliation increasingly 

academic, if I had my way I would reverse ground completely and 

genuinely pursue a course of policy which was one talked of but never 

seriously considered--a policy of liberation. It is my judgment, strong 

judgment, that a policy which constantly threatens Soviet sovereignty 

over the captive European states is the only policy which can in fact 

redress the edge which the Soviet Union has. 

Everything we do now makes life easier for the Soviets. Every- 

thing they do makes life miserable for us. This to me is intolerable. 

Consequently I am one of a group of people--I have very little company, 
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more company here, I suspect, than I am Likely to find elsewhere in 

Washington--but I am unhappy with a whole series of steps, speeded up 

radically in recent months, designed to assure the Soviet Union that 

its sovereignty over the present captive states will not be challenged 

by the western world. In this direction Lies disaster for us. 

QUESTION: I realize that you talked about the American scene, 

but in the total forces that we are now dividing you didnlt day anything 

about the contribution of the Europeans, South America, Africa, and 

so forth, that could be made to the Western World. Could you say a 

few words about that? 

MR. CHERNE: Yes. Without involving myself in a mass of data 

which, frankly, is unworkable for a brief answer, I will. 

The margin of safety for the United States is very substantially 

increased when there is added to it the industrial production of Western 

Europe particularly. The raw resources of a significant portion of the 

balance of the world are still at our disposal. 

That, however, becomes a great deal less dramatic when to the 

Soviet Union there is added the industrial resources of the captive states 

and the growing, yet-to-be-achieved, giant force available in Communist 

China, if in fact it is to be harnessed within the Soviet world. Never- 

theless, the picture is far less bleak presently and in the immediate 

few years ahead when you total up the resources of both of those worlds. 
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Here, however, the economic advantages are to some extent 

lessened by the political disadvantages in the areas which are in- 

volved. Africa, a Western European area until now, is an area 

which will increasingly involve major difficulties for the Western 

World in the years ahead. 

The Latin American world is rapidly becoming a primary target 

for the Soviet Union. Ill had the time, I would speak in some detail 

of the extent to which they have achieved important goals in Cuba, 

for example, 90 miles from our own shore. Politically we are not 

strengthening our position in areas which have been unchallenged 

areas for the West, with one important reversal. Communist action 

in Laos and Chinese action in Tibet have dramatically reversed within 

the last six months Asian neutralism and almost a closed Asian mind 

where western policy is concerned. Here thus far has been the one 

great gain as a result of Communist action for the Western World. 

QUESTION: What would be the effect on our industrial produc- 

tivity if  we vcere p e r m i t t e d  to t r a d e  f r e e l y  wi th  the 300 m i l l i o n  C h i n e s e  ? 

MR. CHERNE:  I, f r a n k l y ,  d o n ' t  know.  T h e r e  is no q u e s t i o n  at  

a l l  that  the Sovie t  U n i o n  and China  bo th  cou ld  be s i g n i f i c a n t  p u r c h a s e r s  

of A m e r i c a n  i n d u s t r i a l  p r o d u c t i o n .  My own i n c l i n a t i o n  is  that  this  

would  be  a s i z e a b l e  l o n g - t e r m  e c o n o m i c  and m i l i t a r y  d i s a d v a n t a g e  to 

U S .  
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You will undoubtedly see that Mr. K will play this particular 

siren song very capably, very enticingly, when he visits the United 

States. I do know that some major American corporations have 

already advised their executive staffs, including at least one corpora- 

tion that expects no visit from Mr. K to their plant, who nevertheless 

advised their executives to be courteous, polite, and helpful in the 

course of Mr. K1s visit to the United States. There is eagerness on 

the part of certain industrial circles for trade, especially with the 

Soviet Union, because that trade is more meaningful now. Communist 

China is not in the position to buy much at the present time from the 

United States, though it does need a gread deal. 

This would for a short period of time be a stimulant. This would 

increase the rate of growth somewhat. But it would be at a tremendous 

hazard, because it would enable the Soviet world to achieve further in- 

dustrial strength which its own resources presently cannot quite attain. 

This is a difficult question, but I happen to be against trade of 

almost anything with the Soviet World, because I do not believe there 

is such a thing as nonstrategic commerce with a Communist country. 

COLONEL SILLS: Mr. Cherne, our time has run out. On behalf 

of all of us I want to thank you for coming here today and giving us your 

current thoughts on the American scene today and the many problems 

that we face. Thank you very much. 
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