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T H E  R E V I E W  O F  E C O N O M I C S  

11 S e p t e m b e r  1959 

DR.  KRESS: G e n e r a l  H o u s e m a n ,  G e n t l e m e n :  T w o  y e a r s  a g o  

t h e r e  w a s  a n  o ld  c o l o r e d  p r e a c h e r  t h a t  h a d  d e v e l o p e d  q u i t e  a r e p u t a t i o n  

f o r  t h e  e f f e c t i v e n e s s  o f  h i s  s e r m o n s ,  and  a g r o u p  w e n t  to  s e e  h i m  to  

s e e  i f  t h e y  c o u l d  l e a r n  s o m e t h i n g  f r o m  h i m  a s  to  h o w  h e  d id  i t ,  a n d  h e  

s a i d :  " W e l l ,  I j u s t  t e l l s  ' e m  w h a t  I ' m  g o i n g  to  t e l l  ' e r a ;  and  t h e n  I t e l l  

' e r a ,  and  t h e n  I t e l l  ' m  w h a t  I t o l d  ' e r a . "  N o w ,  y o u ' v e  b e e n  t o l d  t w o  

o r  t h r e e  t i m e s  a b o u t  t h e  f i v e  s e c t i o n s  in  t h i s  F o u n d a t i o n s  U n i t .  W e  

f r o m  t h i s  
h a v e  n o w  c o m p l e t e d  t h r e e  o f  t h e m ;  a n d  we  c o m e  d o w n * c ~ e b i g  c o n c e p t ,  

to  
o r  s p e c t r u m ,  I t h i n k  t h e  w o r d  w a s  u s e d  t h e  o t h e r  d a y ,  ~ v e r y  m u n d a n e  

t h i n g s - - t h e  r e v i e w  of  e c o n o m i c s .  T h i s  w i l l  l a s t  a b o u t  t w o  w e e k s ,  a n d  

t h e n  w e ' l l  h a v e  a n  a d d i t i o n a l  w e e k  on  e x e c u t i v e  d e v e l o p m e n t ,  a n d  t h e  

F o u n d a t i o n s  U n i t  w i l l  be  a t h i n g  in  h i s t o r y .  

A s  y o u  l e a r n e d  f r o m  t h e  l a s t  s p e a k e r ,  e v e r y b o d y  k n o w s  a l l  a b o u t  

e c o n o m i c s .  H e r e ' s  a l i t t l e  c l i p p i n g  I go t  f r o m  C o l o n e l  S i l l s .  " T r y i n g  

to  s e l l  a h o u s e w i f e  a h o m e  f r e e z e r ,  a s a l e s m a n  p o i n t e d  o u t ,  ' Y o u  c a n  

s a v e  e n o u g h  o n  y o u r  f o o d  b i l l s  to  p a y  f o r  i t . '  ' Y e s ,  I k n o w :  t h e  

w o m a n  a g r e e d .  ' B u t ,  y o u  s e e ,  w e ' r e  p a y i n g  f o r  o u r  c a r  o n  t h e  c a r f a r e  

w e ' r e  s a v i n g ,  a n d  w e ' r e  p a y i n g  f o r  o u r  w a s h i n g  m a c h i n e  o n  t h e  l a u n d r y  

b i l l s  we  s a v e ,  a n d  w e ' r e  p a y i n g  f o r  t h e  h o u s e  o n  t h e  r e n t  w e ' r e  s a v i n g .  

W e  j u s t  c a n ' t  a f f o r d  to  s a v e  a n y  m o r e  m o n e y  r i g h t  n o w .  ' "  

I a m  to  i n t r o d u c e  to  y o u  t h i s  m o r n i n g  b a s i c  e c o n o m i c s .  E v e r y -  
, i t  s e e m s  to  m e ,  

b o d y  a n d  h i s  b r o t h e r / h a s  b e e n  up  h e r e  i n  t h e  a c t  i n  t h e  l a s t  t h r e e  w e e k s ~  



which reminds me of the mother woods pussy that was living in a forest 

with her two little ones. One was named In and one was named Out. 

One day In was out and Out was in, and the mother said to Out: "You go 

out and bring in In. " And so Out out and pretty soon returned without In. 

The mother scolded him and said she had given him a task and she wanted 

him to perform it. So Out went out and pretty soon he came in with In. 

And the mother congratulated him on doing his work so quickly and said, 

"How did you do it?" He said, "In stink. " If I say anything to you up 

here about economics this morning, it's going to be pure genius. 

Now, I want to show you one other little thing, perhaps two other 

little things. This platform up here gets a little austere at times, as 

you'll find out when you're up here making your oral presentations. So 

once in a while when you catch me looking at you, wink your eye and 

let me know you're with me and not agin me. 

We'll not have a question period this morning, because of the 

discussion periods at 13:30. So you can just settle back for 52 minutesj 

and you'll have a long lunch period. 

This morning we shall concern ourselves with a discussion of 

basic economics generally, with the review of basic economics in partic- 

ular, its relation to that section of your course which is called that 

and its relation to the work of the balance of the year. 

Economics is simply the study of man's material wants--his 

material wants, not his social wants, not his emotional wants, not his 

psychological wants--just his material ones. 
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Economics is one of the social sciences, and as such suffers 

when compared to the natural sciences as to definition. Economics 

has no laboratory in which to conduct its research, unless you regard 

the whole wide world as its workshop. It has no experimental labo- 

ratory population, unless you regard the whole human race as such. 

And both are unwieldy workshops. Economics lacks exactness as to 

its forecasting possibilities, in particular situations, since human beings have 

the capacity to say "No" when all the data indicate that the forthcoming 

answer will be "Yes. " 

~ht if we use the dictionary, we find that a science, any science, 

consists of demonstrated truths, or observed facts, bound together in 

a s y s t e m  of g e n e r a l  laws,  

d i s c o v e r y  of new t ru ths .  

and which system includes the means for the 

By this definition, then, economics ins a 

s c i e n c e .  C e r t a i n l y  a growing n u m b e r  of h ighly  educated pei~sons 

are spending their lifetimes in l~ursuing its ends,, and each of us here 

this morning has a whole series of currently personal economic problems. 

It is interesting that economics was once called "pOlitical 

economy, " even after the turn of this century. Today there is an 

increasing tendency once again to consider economic facts in relation 

to the national state, as "welfare state" concepts grow in intensity. 

There is no doubt but that modern economics began with Adam 

Smith's "Wealth of Nations, " published in 1776. Smith was the first 

man to give us a thoroughly integrated system of economics, geared 

to an evolving industrial society. ~ a  Writing on economics, 
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of c o u r s e ,  goes  b a c k  m a n y  c e n t u r i e s  b e f o r e  the  C h r i s t i a n  e r a .  Many 

l ike  to r e f e r  to P l a to ,  to A r i s t o t l e ,  and to X e n o p h o n  as  f o r m a l  w r i t e r s  

on e c o n o m i c  t o p i c s .  T h e y  m a d e  i m p o r t a n t  c o n t r i b u t i o n s  to p o l i t i c a l  

and e c o n o m i c  t h e o r y .  I l ike  to go back  e v e n  f a r t h e r .  The  Code  of 

H a m m u r a b i ,  c o m p o s e d  r o u g h l y  about  2000 B . C . ,  s e t  s t a n d a r d  w a g e s  fo r  

s k i l l e d  w o r k e r s  and f ixed ca t t l e  p r i c e s  fo r  the peop l e  of Baby lon .  

A d v a n c i n g  1500 y e a r s ,  to 551 B . C . ,  we find Confuc iu s  a r g u i n g  

fo r  g o v e r n m e n t  f ix ing  of p r i c e s ,  s t a t e  aid and r e l i e f  fo r  the aged ,  e q u a l -  

i t y  and u n i v e r s a l i t y  of t axa t ion ,  and the abo l i t i on  of t a r i f f s .  

The e c o n o m i s t s  of the  Midd le  A g e s  w e r e  b a s i c a l l y  p h i l o s o p h e r s .  

( F o r  that  m a t t e r ,  what  e c o n o m i s t  of today  is  not  T) T h e s e  p h i l o s o p h e r s  

w e r e  c o n c e r n e d  wi th  the  i d e a l  in m a n k i n d  and wi th  i d e a l i s t i c  u top ian  

t r e a t m e n t  fo r  a l l  m e n .  

But it is  s t i l l  to A d a m  S m i t h  that  c r i t i c s  of ou r  m o d e r n  e c o n o m y  

t u r n  to find a wh ipp ing  boy, a s c a p e g o a t .  He and h i s  f o l l o w e r s ,  of ten  

ca l l ed  c l a s s i c i s t s ,  a r e  a c c u s e d  of g e n e r a t i n g  the c o n c e p t  of l a i s s e z -  

f a i r e ;  and of t u r n i n g  the m o d e r n ,  g r e e d y ,  p r o f i t - m a x i m i z i n g  e n t r e p r e n -  

e u r  l o o s e  on m a n k i n d .  No a m o u n t  of e x p l a n a t i o n  that  A d a m  S m i t h  

s i m p l y  saw that  the  S ta te  had t h e r e t o f o r e  i n t e r f e r e d  too : m u c h  with 

m e n ' s  l i v e s ,  and le f t  t h e m  s t a g n a t e d ,  o r  that  he  was  a p r o f e s s o r  of 

m o r a l  p h i l o s o p h y  in E d i n b u r g h ,  and r e m a i n e d  in good s t a n d i n g  with 

h i s  c o l l e a g u e s  fo r  a l i f e t i m e ,  wi l l  p l a c a t e  t h o s e  who today  c a s t i g a t e  

Smi th .  T h e y  t r y  to r e t u r n  to the  v e r y  Sta te  c o n t r o l  tha t  he  he lped  to 

t h r o w  o v e r .  
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I wi l l  not  w e a r y  you  th i s  m o r n i n g  wi th  a r e h e a r s a l  of the v a r i o u s  

s c h o o l s  of e c o n o m i s t s  and e c o n o m i c s  tha t  h a v e  f o l l o w e d  S m i t h .  T h e i r  

n a m e s  a r e  l eg ion .  But I do want  to m a k e  a poin t  that  I th ink  is  i m p o r t a n t .  

The  19th c e n t u r y  s o c i a l i s t  s c h o o l  of K a r l  M a r x  was  p r e c e d e d  by a f o r -  

m i d a b l e  g r o u p  k n o w n  as  the  p r e - M a r x i a n  S o c i a l i s t s .  It i n c l u d e d  s e v e r a l  

a r i s t o c r a t i c  and r i c h  m e n ,  s u c h  as  Count  H e n r i  de  S a i n t - S i m o n ;  R o b e r t  

Owen,  who was  an E n g l i s h  t e x t i l e  tycoon;  P i e r r e  J o s e p h  P r o u d h o n ;  and 

the G e r m a n - J e w i s h  a r i s t o c r a t  F e r d i n a n d  L a  S a l l e .  K a r l  M a r x ,  then ,  

who l ived  f r o m  1818 to 1883, was  not  the f i r s t  w r i t e r  on the e c o n o m i c s  

of s o c i a l i s m  and c e r t a i n l y  is  not  the  l a s t .  

Of the v a r i o u s  m a i n  s c h o o l s  of e c o n o m i c s  tha t  a r e  i d e n t i f i e d  

u n d e r  s u c h  n a m e s  as  the  c l a s s i c i s t s ,  the  p o s t - c l a s s i c i s t s ,  the  r e v i s -  

i o n i s t s ,  the  h i s t o r i c a l  g r o u p ,  the  s o c i a l i s t s ,  and the e c o n o m e t r i s t s  

we find d i s t i n g u i s h e d  A m e r i c a n  e c o n o m i s t s  b e l o n g i n g  to each ;  but no 

p a r t i c u l a r  A m e r i c a n  s c h o o l  of e c o n o m i c  t h i n k i n g  h a s  a r i s e n .  A m e r -  

i c a n s  h a v e  p e r h a p s  c o n t r i b u t e d  as  m u c h  to the m o r e  r e c e n t  s t a t i s t i c a l  

and e c o n o m e t r i c a l  s c h o o l  as  to any  o t h e r .  

As  I have  s a i d ,  A m e r i c a  h a s  p r o d u c e d  m a n y  g r e a t  e c o n o m i s t s ,  

bo th  w r i t e r s  and t e a c h e r s ;  but  p e r h a p s  A m e r i c a ' s  e c o n o m i c  g e n i u s  

l i e s  in  the  p r a c t i c a l  a p p l i c a t i o n  of i d e a s  to e v e r y d a y  l i v ing .  A l t h o u g h  

we h a v e  p r o d u c e d  no d i s t i n g u i s h e d  A m e r i c a n  s c h o o l  of e c o n o m i c  though t ,  

I want  to r e f e r  to two A m e r i c a n  e c o n o m i c  w r i t e r s  th i s  m o r n i n g ,  one  

s t i l l  l i v ing .  

A m o n g  the e c o n o m i s t s  d e s c r i b i n g  t h e m s e l v e s  a s  " i n s t i t u t i o n -  
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a l i s t s " - - a n d  y o u r  s p e a k e r  on M o n d a y  b e l o n g s  to that  s c h o o l - - w e  find 

the n a m e  of the  A m e r i c a n ,  T h o r s t e i n  Veb l en ,  c a r e f u l l y  e n s h r i n e d .  

The  A m e r i c a n  E c o n o m i c  A s s o c i a t i o n  d e v o t e d  a who le  p r o g r a m  to h i m  

two y e a r s  ago ,  at  the t i m e  of the  A s s o c i a t i o n ' s  a n n u a l  m e e t i n g s .  V e b l e n  

is  r e m e m b e r e d  as  a c a u s t i c  c r i t i c  of m o d e r n  A m e r i c a ' s  w a y s  and m a n -  

n e r s ,  but wi thou t  h i m s e l f  o f f e r i n g  a c o m p l e t e  e c o n o m i c  o r  p o l i t i c a l  

s y s t e m  as  an  a l t e r n a t i v e  to tha t  wh ich  he  c r i t i c i z e d .  He i s  p r o b a b l y  

b e s t  known f o r  h i s  w o r k ,  " T h e  T h e o r y  of the L e i s u r e  C l a s s ,  " p u b l i s h e d  

in 1899. 

The  s e c o n d  m a n  tha t  I w i sh  to r e f e r  to i s  J o h n  K e n n e t h  G a l b r a i t h ,  

p r e s e n t l y  t e a c h i n g  at  H a r v a r d  U n i v e r s i t y .  F o r  s e v e r a l  y e a r s  he  s e r v e d  

F o r t u n e  M a g a z i n e  as  an  e d i t o r ,  and e n j o y s  the  gift  of r e a d a b l e  w r i t i n g .  

A few y e a r s  ago he  f o r m u l a t e d  h i s  t h e o r y  of " c o u n t e r v a i l i n g  p o w e r ,  " 

w h i c h  s@t the  e c o n o m i c  w o r l d  in to  o p p o s i n g  c a m p s ,  one  s i d e  d e n y i n g  

h i s  c e n t r a l  t h e s i s  e n t i r e l y ,  and the  o t h e r  b e l i e v i n g  tha t  the t h e o r y  

e x p l a i n e d  m u c h  of o u r  d i f f i c u l t y  today .  

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

r o u g h l y  h o l d s  tha t  if any  one of the f a c t o r s  of p r o d u c t i o n - - l a n d ,  l a b o r ,  

o r  c a p i t a l - - b e c o m e s  too p o w e r f u l ,  the  o t h e r  two t e m p o r a r i l y  c o m b i n e  

to r e d u c e  the  o v e r - s t r e n g t h  of the  t h i r d .  Or  p e r h a p s  we shou ld  l i s t  the  

t h r e e  o p p o n e n t s  as  m a s s  p r o d u c t i o n ,  m a s s  l a b o r ,  and m a s s  buy ing ,  

wi th  s o m e  G o v e r n m e n t  c o n t r o l  of a l l .  To m e  th i s  t h e o r y  h a s  a g r e a t  

d e a l  of a p p e a l .  

His  n e w e r  w o r k ,  "The Affluent Society, "which you will find 
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in the library and I recommend that you look at it in your spare time-- 

was a best seller a year ago and is still receiving wide attention. ~I~tlIx 

It is not written for economists, as the other work was; but its proposals 

are receiving the widest economic comment. Galbraith would expand 

the role of the State, for welfare purposes, through a huge increase in 

taxes. The title of the book and its contents constitute a paradox. The 

average citizen, so he says, has so much money that the State should 

take some of it to show him how to live. 

Now, your course will be the seventh time that a review of basic 

economics has been given at the Industrial College. While many changes 

have been made in the details of the course and in its administration, 

the old French proverb holds here also--"The more things change, the 

I t  m o r e  t h e y  a r e  t h e  s a m e .  

c o u r s e ,  a r e v i e w  c o u r s e ,  a n d  a c o u r s e  in  b a s i c  e c o n o m i c s .  

We  h a v e  l a b e l e d  t h e  c o u r s e  a s  a r e f r e s h e r  

B u t ,  u n l e s s  

t j o u r  c l a s s  b e c o m e s  t h e  e x c e p t i o n  t h a t  p r o v e s  t h e  r u l e - - a n d  i t  w e l l  m i g h t - -  

a l l  c l a s s e s  f i n d  t h e  r e v i e w  w o r t h w h i l e .  

O u r  o v e r a l l  o b j e c t i v e ,  t h e n ,  i s  to  h a v e  y o u  r e c a l l  e c o n o m i c  

t h e o r y  m a t e r i a l  t h a t  e v e r y d a y  o p e r a t i v e  c o n d i t i o n s  h a v e  l o n g  s i n c e  

r e l e g a t e d  to  t h e  r e c e s s e s  o f  y o u r  m i n d .  M o r e  p a r t i c u l a r l y ,  we  w a n t  

y o u  to  r e l a t e  t h i s  e c o n o m i c  t h e o r y  to  y o u r  o w n  a c t u a l  e x p e r i e n c e ;  a n d ,  

e v e n  m o r e ,  we  w a n t  y o u  to a p p l y  t h i s  t h e o r y  t h r o u g h o u t  t h e  b a l a n c e  

o f  y o u r  y e a r ' s  w o r k .  

No  p a r t  o f  y o u r  t e n - m o n t h  c o u r s e  w i l l  be  v e r y  f a r  r e m o v e d  f r o m  ~ ~  

e c o n o m i c  t h e o r y ,  b u t  s e v e r a l  p a r t s  w i l l  r e f l e c t  t h a t  t h e o r y  in  a s p e c i a l  
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way.  F o r  e x a m p l e ,  the  p r o d u c t i o n  s e c t i o n  of the M a t e r i e l  M a n a g e -  

m e n t  Unit  i l l u s t r a t e s  app l i ed  e c o n o m i c  c o s t  t h e o r y ,  and the  p r o c u r e -  

m e n t  s e c t i o n  is  p r i c e  t h e o r y  in a c t i o n .  You r e t u r n  m o r e  p r e c i s e l y  to 

b a s i c  e c o n o m i c s  a s  a p p l i e d  to d a i l y  l i v ing  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  in the  m o n t h  of F e b r u a r y .  W o r l d  e c o n o m i c s  wi l l  d o m i n a t e  the  

w o r k  of the E c o n o m i c  C a p a b i l i t y  f o r  I n t e r n a t i o n a l  C o n f l i c t  Unit  nex t  

s p r i n g .  Th i s  c o n s i d e r a t i o n  of w o r l d  e c o n o m i c  p r o b l e m s  wi l l  c a r r y  

o v e r  in to  the w o r k  of the f i na l  uni t ,  p a r t i c u l a r l y  in the c o n s i d e r a t i o n  

of  the cold  w a r  s i t u a t i o n .  

Th i s  a f t e r n o o n  at 1330 you  wi l l  m e e t  in  e igh t  d i s c u s s i o n  g r o u p s ,  

as  you  did p r e v i o u s l y .  At tha t  t i m e  the  d e t a i l s  f o r  the  c o n d u c t  of the 

E c o n o m i c  R e v i e w  S e c t i o n  wi l l  be t a k e n  up. J u s t  l e t  m e  s a y  h e r e  tha t  

t h e s e  t en  d i s c u s s i o n  g r o u p s  a r e  i n t e n d e d  as  an  o p p o r t u n i t y  to p e r m i t  

you  to a s k  q u e s t i o n s  on the a s s i g n e d  r e a d i n g  f o r  the d a y  , q u e s t i o n s  on 

m a t t e r s  tha t  a r e  not  c l e a r  to you  and q u e s t i o n s  i n t e n d e d  to m a k e  y o u r  

e v e r y d a y  e x p e r i e n c e  of the l a s t  t w e n t y  y e a r s  j ibe  wi th  the  t e x t b o o k s .  

Have  y o u r  q u e s t i o n s  r e a d y - - l o t s  of t h e m - - f o r ,  if you  do not  q u e s t i o n  

the  i n s t r u c t o r ,  he  wi l l  q u e s t i o n  you .  

Whi le  I a m  about  i t ,  l e t  m e  give you  one of the t r i c k s  of the 

e c o n o m i s t ' s  t r a d e - - a n d  one of m y  c o l l e a g u e s  sa id  I s h o u l d n ' t  s a y  t h i s .  

W h e n  c o r n e r e d  in an a r g u m e n t ,  e c o n o m i s t s  wi l l  a l w a y s  a s k  w h e t h e r  

you  a r e  s p e a k i n g  of the  l o n g - r u n  o r  the s h o r t - r u n  s i t u a t i o n .  W h i c h e v e r  

you  s ay ,  t hey  wi l l  s a y ,  " W e l l ,  I was  t h i n k i n g  of the o t h e r  s i d e .  " Tha t  

m a y  be how D e a n  C l e v e l a n d  though t  tha t  t hey  cou ld  a l w a y s  be so  r i g h t  
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and so  w r o n g  at  the  s a m e  t i m e .  

D u r i n g  the B a s i c  E c o n o m i c s  S e c t i o n  we wi l l  g ive  you  a r e v i e w  

of m a n y ,  m a n y  e c o n o m i c  p r o b l e m s .  I want  to m a k e  p a s s i n g  r e f e r e n c e  

to f ive  of t h e s e  c u r r e n t  p r o b l e m s  h e r e  th i s  m o r n i n g - - p r o b l e m s  wh ich  

a r e  f a c i n g  the  Un i t ed  S t a t e s  in  p a r t i c u l a r  and the  w o r l d  in g e n e r a l .  

T h e s e  p r o b l e m s  a r e  u r g e n t ,  but the s o l u t i o n s  a r e  not  r e a d i l y  a p p a r e n t .  

T h e y  wi l l  p l ague  you  t h r o u g h o u t  the  s c h o o l  y e a r .  T h e y  wi l l  e n t e r  in to  

y o u r  c a r  poo l  d i s c u s s i o n s ,  and wi l l  be no ted  in y o u r  c o m m i t t e e  r e p o r t s .  

T h e y  wi l l  dog  y o u r  f o o t s t p s  f a r  in to  the  f u t u r e .  

T h e s e  f ive  p r o b l e m s  a r e - -  

P r o d u c t i v i t y .  

The  i n f l a t i o n  e f f e c t s  of o u r  fu l l  e m p l o y m e n t  p o l i c y .  

The  i n f l a t i o n a r y  e f f e c t s  of the cold  w a r .  

E c o n o m i c  f o r e c a s t i n g .  

W o r l d  t r a d i n g .  

The  f i r s t  one ,  then ,  p r o d u c t i v i t y .  How do you  m e a s u r e  the  

g r o w t h  of an  e c o n o m y ?  How do you  know w h e t h e r  it  i s  r e g r e s s i n g ,  

p r o g r e s s i n g ,  o r  j u s t  s t a n d i n g  s t i l l ?  

T h e r e  a r e  s e v e r a l  w a y s ,  but one  way  is  to m e a s u r e  the p r o d u c -  

t i v i ty  of l a b o r .  (Sl ide  1) " L a b o r  p r o d u c t i v i t y  is the r a t i o  of output  

to the  n u m b e r  of m a n - h o u r s  e x p e n d e d  to ob t a in  the ou tput .  " It i s  

m e a s u r e d  in  p h y s i c a l  t e r m s ,  a l t h o u g h  s o m e t i m e s  e x p r e s s e d  in m o n e -  

t a r y  un i t s .  

F o r  the  who le  e c o n o m y  th i s  r a t i o  m a y  be n a t i o n a l  p r o d u c t  d i v i d e d  
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~ y  t h e  n u m b e r  of  m a n - h o u r s  e m p l o y e d  d u r i n g  t h e  y e a r .  T h i s  w o u l d  be  

a n  e x p r e s s i o n  in  m o n e t a r y  t e r m s .  F o r  a n  i n d u s t r y  i t  m a y  be  t h e  n u m -  

b e r  o f  t o n s  o r  y a r d s  o f  p r o d u c t  p r o d u c e d  p e r  m a n - h o u r  e m p l o y e d  d u r i n g  

a s p e c i f i e d  p e r i o d .  T h i s  w o u l d  be  e x p r e s s e d  i n  p h y s i c a l  t e r m s .  

W h e n  a n  a t t e m p t  i s  m a d e  to  c o m b i n e  t h e  v a r i o u s  e l e m e n t s  o f  

p r o d u c t i v i t y  and  s e r v i c e s  i n t o  a s i n g l e  n a t i o n a l  m e a s u r e m e n t  i n d e x ,  

s e v e r a l  d i f f i c u l t i e s  a r i s e .  A l l  t h e  e l e m e n t s  m u s t  be  i n c l u d e d ;  a l l  m u s t  

be  w e i g h t e d  in  s o m e  f a s h i o n  o r  a n o t h e r ,  a s  to  t h e i r  i m p o r t a n c e ;  a n d  

a l l  m e a s u r e m e n t s  m u s t  b e  t r a n s f e r r e d  i n t o  m o n e t a r y  t e r m s ,  to  g e t  a 

c o m m o n  d e n o m i n a t o r .  I a m  s u r e  y o u  d o  n o t  s h a r e  t h e  e x p e r i e n c e  of  

t h e  s c h o o l b o y  w h o  a s k e d  h i s  f a t h e r  to  h e l p  h i m  w i t h  h i s  a r i t h m e t i c  in  

t h e  p r o b l e m s ,  and  t h e  f a t h e r  s a i d ,  " W h a t  k i n d  of  p r o b l e m s  a r e  t h e y ? "  

T h e  b o y  s a i d ,  " P r o b l e m s  of  t h e  g r e a t e s t  c o m m o n  d e n o m i n a t o r .  " T h e  

o ld  m a n  s a i d ,  " T h e y  w e r e  l o o k i n g  f o r  t h a t  o n e  w h e n  I w a s  a b o y .  " 

A l l  o f  t h e s e  r e q u i r e m e n t s  f r e q u e n t l y  d i s t o r t  t h e  r e s u l t s .  We d o  n o t  

a l w a y s  g e t  t h e  s a m e  a n s w e r s  a s  d i f f e r e n t  r e s e a r c h e r s  s t u d y  t h e  s a m e  

s t a t i s t i c a l  d a t a .  

T h e r e  i s  m u c h  i n t e r e s t  t o d a y  in  c o m p a r i n g  n a t i o n a l  p r o d u c t i v i t i e s .  

T h e  m o s t  o p t i m i s t i c  e s t i m a t e  we  h a v e  o f  U n i t e d  S t a t e s  p o s t w a r  p r o d u c -  

t i v i t y  i n c r e a s e  i s  3 . 4  p e r c e n t  a n n u a l l y .  O t h e r s  i n s i s t  i t  i s  a s  low a s  

1 . 5 .  On  t h e  o t h e r  h a n d ,  we  a r e  t o l d  t h a t  R u s s i a  i s  i n c r e a s i n g  h e r  p r o -  

d u c t i v i t y  a t  a n  a n n u a l  r a t e  o f  7 to  10 p e r c e n t - - s o m e  p e o p l e  h a v e  e v e n  

t o l d  y o u  12 f r o m  t h i s  p l a t f o r m - - a n d  w i l l  s u r p a s s  u s  i n  a n o t h e r  t w e n t y  

y e a r s .  W h a t  a r e  we  to  b e l i e v e ?  
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L a b o r  u n i o n s  w a t c h  p r o d u c t i v i t y  m e a s u r e m e n t s  v e r y  c l o s e l y ,  

a r g u i n g  tha t  wage  i n c r e a s e s ,  by i n d u s t r i e s ,  shou ld  be t ied to p r o d u c -  

t i v i ty  i n c r e a s e s ,  i n d u s t r y  by i n d u s t r y .  O t h e r s  would p r e f e r  to s e e  

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

of l o w e r  p r i c e s  f o r  the p r o d u c t ,  thus  b e n e f i t t i n g  e v e r y o n e  and not  m e r e l y  

the  w o r k e r s  in tha t  p a r t i c u l a r  i n d u s t r y .  So, you  s e e ,  the  p r o b l e m  of 

p r o d u c t i v i t y  is  a l s o  v e r y  c l o s e l y  r e l a t e d  to the  p r o b l e m  of wage  r a t e s .  

(Sl ide  2) I show you  now a c h a r t  s h o w i n g  the i n c r e a s e  in  p r i c e s  

in e a c h  of o u r  m a j o r  w a r s .  Al l  w a r s  e x c e p t  W o r l d  W a r  II had the  s a m e  

p a t t e r n .  B e g i n n i n g  f r o m  a b a s e ,  t h e y  r i s e  v e r y  s h a r p l y  d u r i n g  the  

w a r  p e r i o d .  About  f ive  y e a r s  a f t e r  the  w a r  t h e y  h a v e  d r o p p e d  c o n s i d -  

e r a b l y .  T e n  y e a r s  a f t e r  the  w a r  t h e y  have  r e d u c e d  t h e m s e l v e s  a l m o s t  

to the  o r i g i n a l  b a s e .  The  e x c e p t i o n  is  W o r l d  W a r  II. You s e e  tha t  

e v e n  t h e r e  the d r o p  was  f a i r l y  s h a r p  un t i l  the  K o r e a n  s i t u a t i o n  c a m e  about .  

Now, m y  old m o t h e r  a l w a y s  told m e  tha t  t h e r e  is  no one so  

b l ind  as  he who w o n ' t  s e e .  A m  I t r y i n g  to f r i g h t e n  you  in to  the  f e e l i n g  

tha t  we a r e  abou t  to s e e  s u c h  a c o l l a p s e ,  d e l a y e d  p e r h a p s  s o m e w h a t ,  

but  n e v e r t h e l e s s  s t i l l  in  the c a r d s ?  The  s t o c k  m a r k e t  in  the l a s t  few 

d a y s  would go a long  in tha t  d i r e c t i o n .  No, I ' m  not ,  ]~ecause  of o u r  

fu l l  e m p l o y m e n t  p o l i c y  tha t  w e ' v e  had s i n c e  1946, and a l s o  due  to a 

s y s t e m  of b u i l t - i n  s t a b i l i z e r s  tha t  we b r o u g h t  abou t  due  to o u r  e x p e r -  

i e n c e  wi th  the  g r e a t  d e p r e s s i o n  of 1929-39.  T h e s e  b u i l t - i n  s t a b i l i z e r s  

i n c l u d e  u n e m p l o y m e n t  p a y m e n t s ;  s o c i a l  s e c u r i t y  b e n e f i t s  to the old ,  

the i n f i r m ,  and the  o r p h a n s ~  : a d d i t i o n a l  p e n s i o n  p a y m e n t s  by i n d u s t r y  
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and by g o v e r n m e n t ;  g u a r a n t e e  of bank  and bu i ld ing  and loan  d e p o s i t s ;  

g u a r a n t e e d  m o r t g a g e s ;  s u b s i d i e s  to f a r m e r s ;  and the w i l l i n g n e s s  of the 

G o v e r n m e n t  to e s t a b l i s h  m a d e  w o r k  and publ ic  w o r k s  p r o g r a m s  as  

p r i v a t e  e m p l o y m e n t  d r o p s  off. 

S ince  1946 we have  o p e r a t e d  the  Uni ted  S t a t e s  e c o n o m y  u n d e r  

the  p r o v i s i o n s  of the  E m p l o y m e n t  Act  of that  y e a r .  It d o e s  not r e q u i r e  

the G o v e r n m e n t ,  as  was  o r i g i n a l l y  p r o p o s e d  when  the act  was u n d e r  

i n i t i a l  c o n s i d e r a t i o n ,  to p r o v i d e  a job fo r  anyone  unab le  to s e c u r e  p r i v -  

a te  e m p l o y m e n t .  

The  s t a t e d  p u r p o s e s  of th is  act  a r e  (Sl ide 4): to e n a b l e  the 

F e d e r a l  G o v e r n m e n t  to c o o r d i n a t e  and u t i l i z e  a l l  i t s  p l ans ,  f u n c t i o n s ,  

and r e s o u r c e s  fo r  the p u r p o s e  of c r e a t i n g  and m a i n t a i n i n g ,  in a m a n n e r  

c a l c u l a t e d  to f o s t e r  and p r o m o t e  f r e e  c o m p e t i t i v e  e n t e r p r i s e  and the 

g e n e r a l  w e l f a r e ,  c o n d i t i o n s  u n d e r  which  t h e r e  wi l l  be a f f o r d e d  u s e f u l  

e m p l o y m e n t  o p p o r t u n i t i e s ,  i n c l u d i n g  s e l f - e m p l o y m e n t ,  f o r  t h o s e  ab le ,  

w i l l ing ,  and s e e k i n g  to work;  and to p r o m o t e  m a x i m u m  e m p l o y m e n t ,  

m a x i m u m  p r o d u c t i o n ,  and m a x i m u m  p u r c h a s i n g  p o w e r .  

E c o n o m i s t s  a r e  not  as d iv ided  as  t hey  once  w e r e  o v e r  the q u e s -  

t ion  of b u i l t - i n  i n f l a t i o n  u n d e r  th i s  ac t .  T h e r e  is  s l o w l y  e m e r g i n g  the 

r e a l i z a t i o n  that  if t h e r e  is  fu l l  e m p l o y m e n t ,  new p r o j e c t s  and new s e r -  

v i c e s  can  on ly  be s t a f fed  with the r e q u i r e d  l a b o r  by h i r i n g  the  n e c e s s a r y  

w o r k e r s  away  f r o m  t h e i r  p r e s e n t  e m p l o y e r s .  You get  a l i t t l e  in f l a t ion ,  

s o m e t i m e s  c a l l e d  c r e e p i n g  in f l a t ion .  Th i s  can  be done ,  as  I s a id ,  on ly  

by o f f e r i n g  i n c r e a s e d  w a g e s  and g r e a t e r  f r i n g e  b e n e f i t s .  
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T h e  d i v i s i o n  a m o n g  e c o n o m i s t s  .now i s  a s  to  w h e t h e r  we  c a n  a c c e p t  

a c r e e p i n g  i n f l a t i o n  of ,  s a y ,  up  to  2 p e r c e n t  p e r  y e a r  a s  a s m a l l  p r i c e  

to  p a y  f o r  c o n t i n u e d  p r o s p e r i t y ;  o r  w h e t h e r  s o m e  o t h e r  w a y ,  o r  w a y s ,  

m u s t  be  f o u n d  to  k e e p  ~ - ~ l ~ ~ r m ~ x ~  p r i c e s  a n d  p r i c e  l e v e l s  

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

m o r e  i n t e r e s t e d  i n  t h e  a l t e r n a t e  s o l u t i o n s .  

P r o b l e m  No .  3 - i n f l a t i o n  t e n d e n c i e s  a n d  f o r e i g n  a i d .  

W e  h a v e  b e e n  i n  t h e  s t a t e  of  c o l d  w a r  n o w  f o r  s o m e  y e a r s - -  

s i n c e  1 9 4 7 - - b u t  s o m e  o f  t h e  c o n s e q u e n c e s  a r e  j u s t  b e g i n n i n g  to  be  a p p a r -  

e n t ,  a n d  r a t h e r  p a i n f u l l y  s o ,  i n  m a n y  p a r t s  o f  t h e  w o r l d .  

T h e  a t o m i c  a g e  h a s  r e q u i r e d  t h e  U n i t e d  S t a t e s  to  m a i n t a i n  a 

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

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

h i g h  t a x e s  to  f i n a n c e  t h i s  c o n t i n u o u s  m o b i l i z a t i o n  p r o c e d u r e .  T h i s  i n  

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

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

m o n e y .  

B u t  t h e  s e c o n d  p h a s e  o f  t h e  c o l d  w a r  i s  j u s t  c o m i n g  to  t h e  f o r e f r o n t .  

T h e  R u s s i a n s  a r e  f r e e l y  q u o t e d  a s  h a v i n g  s a i d  t h e y  w i l l  f o r c e  t h e  f r e e  

w o r l d  to  s p e n d  i t s e l f  i n t o  b a n k r u p t c y .  T h e y  a r e  p r o b a b l y  t h i n k i n g  o f  

t h e  c o n t i n u i n g  c o l d  w a r .  O u r  f o r e i g n  a i d  p r o g r a m s ,  l o a n s  a n d  g r a n t s ,  

m i l i t a r y  a s s i s t a n c e ,  and  P o i n t  F o u r  h e l p  to  t h e  u n d e r d e v e l o p e d  a r e a s  

o f  t h e  w o r l d  a r e  h a v i n g  s i d e  e f f e c t s - - s i d e  e f f e c t s  of  c o n s i d e r a b l e  

p r o p o r t i o n .  

13 



E c o n o m i s t s  had long ago r e l ega ted  the quant i ty  t heo ry  of money  

to beginning  textbooks ,  for  d i s c u s s i o n  pu rpose s  only.  More  r e c e n t l y  

this  t heo ry  is  being dusted off, and i t s  expos i t ion  is  hea rd  again  in 

high p l aces .  (Slide 5) 

th ings  r e m a i n i n g  equal ,  

quant i ty .  " 

E x a m p l e s  a r e  m a n y  and d i v e r s e .  

Stated in i ts  s i m p l e s t  fo rm,  it  is  that  " o t h e r  

the value of money  v a r i e s  i n v e r s e l y  with i ts  

When we help an underdeve loped  

Srea to build a dam for irrigation purposes or to build a steel mill, 

wages are paid, week in and week out, but there is no immediate 

increase in the quantity of foods or manufactured goods available. The 

land to be planted because of the irrigation is not yet in production and 

the steel mill has not begun to operate. But the amount of money in 

local circulation is increased. The wage earners on the new projects must 

compete with all other workers for the static level of consumer goods 

and services available. Of course the goods go to the highest bidder 

and the poorest part of the population are left unsatisfied. Prices not 

only go up, but the least able portion of the people may even have to be 

given relief. 

Let us take a more simple example. A new quartermaster 

depot is opened in any foreign city, and local people are called in to 

help arrange the contents of the depot. Their wages increase the amount 

of money in circulation or in the hands of the local people and available 

for spending. But there is no immediate increase in goods on which 

to spend the new income. Prices are up, at least temporarily. 
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The  day  m a y  well c o m e  when  f o r e i g n  a r e a s  will r e s t r i c t  c o n -  

s i d e r a b l y  the  a m o u n t  of l o a n s  and g r a n t s  t hey  wi l l  a c c e p t  f r o m  us ,  on 

the  g r o u n d  tha t  s u c h  l o a n s  and g r a n t s  a r e  i n f l a t i o n a r y .  

P r o b l e m  No. 4 - the  need  f o r  m o r e  and b e t t e r  f o r e c a s t i n g .  

The  Uni ted  S t a t e s  has  g a t h e r e d  and p u b l i s h e d  g e n e r a l  b u s i n e s s  

s t a t i s t i c s  t h r o u g h  i t s  s e v e r a l  e x e c u t i v e  d e p a r t m e n t s  and a g e n c i e s  f o r  

m a n y  y e a r s .  The  i n f o r m a t i o n  was  g a t h e r e d  on ly  f o r  the  p u r p o s e  of 

i n f o r m i n g ,  and ,  f u r t h e r ,  on ly  f o r  i n f o r m i n g  t h o s e  who w i s h e d  to be 

i n f o r m e d .  

D u r i n g  the e a r l y  y e a r s  of the g r e a t  d e p r e s s i o n  it b e c a m e  a p p a r -  

ent  that  m o s t  of t h i s  s t a t i s t i c a l  i n f o r m a t i o n  was  f r a g m e n t e d  and s c a t -  

t e r e d .  T h e r e  was  a r e a l  need  f o r  a c e n t r a l i z a t i o n  of s t a t i s t i c a l  k n o w -  

l e d g e .  On 9 J u n e  1932 the Uni t ed  S t a t e s  S e n a t e ,  by r e s o l u t i o n ,  a s k e d  

the  S e c r e t a r y  of C o m m e r c e  to r e p o r t  to it  on o r  b e f o r e  15 D e c e m b e r  

1 9 3 3 - - g i v i n g  h i m  abou t  18 m o n t h s - - w i t h  two s e t s  of e s t i m a t e s :  f i r s t ,  

a s e t  of e s t i m a t e s  s h o w i n g  the to t a l  n a t i o n a l  i n c o m e  of the Uni t ed  S t a t e s  

f o r  the c a l e n d a r  y e a r s  1929, 1930, and 1931, a s  w e l l  as  an  i n d i c a t i o n  of 

the  p o r t i o n s  wh ich  w e r e  d e r i v e d  f r o m  a g r i c u l t u r e ,  f r o m  m i n i n g ,  f r o m  

t r a n s p o r t a t i o n ,  f r o m  m a n u f a c t u r i n g ,  and a c a t c h - a l l  g r o u p  c a l l  ed 

" o t h e r  ga in fu l  i n d u s t r i e s  and o c c u p a t i o n s " ;  s e c o n d ,  the  S e n a t e  wan ted  

a g r o u p  of e s t i m a t e s  s h o w i n g  the  d i s t r i b u t i o n  of th i s  n a t i o n a l  i n c o m e ,  

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

t y p e s  of p a y m e n t s .  

Thus  was  the  Uni ted  S t a t e s  g i v e n  the b e g i n n i n g s  of a n a t i o n a l  
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i n c o m e  a c c o u n t i n g  s y s t e m .  S o m e  n a t i o n s  had s u c h  a s y s t e m  p r i o r  to 

th i s  t i m e .  Most  h a v e  it now.  The  s a m e  da ta  a r e  c o l l e c t e d  by the 

Uni t ed  N a t i o n s  and p u b l i s h e d  p e r i o d i c a l l y  fo r  a l l  m e m b e r s .  And le t  m e  

c a l l  y o u r  a t t e n t i o n  to tha t  a n n u a l  p u b l i c a t i o n ,  b e c a u s e  you  wi l l  f ind y o u r -  

s e l v e s  u s i n g  it m a n y  t i m e s  and w i s h i n g  tha t  s o m e  of the n a t i o n s  w h i c h  

a r e  m i s s i n g  would  be t h e r e  too.  

The  s t a t i s t i c i a n s  m o v e d  in on the  e c o n o m i c s  p r o f e s s i o n  g e n e r a l l y  

in th i s  C i ty  of W a s h i n g t o n  in 1933 and took  o v e r .  No s e l f - r e s p e c t i n g  

e c o n o m i s t  at tha t  t i m e  would  p e r m i t  h i m s e l f  any  f l igh t  of f a n c y  in to  

wha t  m i g h t  o r  m i g h t  not  h a p p e n  in the f u t u r e .  Va lue  j u d g m e n t s  and 

p e r s o n a l  op in ion  had no s t a t u r e  in  the  s c i e n c e  of e c o n o m i c s .  Whi l e  

the  s t a t i s t i c i a n s  did not  hold wi th  f o r e t e l l i n g  the f u t u r e  e i t h e r ,  t hey  did 

hold tha t  e x t r a p o l a t i o n  of c u r r e n t  t r e n d s  f o r  a s h o r t  p e r i o d  of t i m e  was  

a l e g i t i m a t e  e x e r c i s e  of the s ~ t i s t i c i a n s '  c r a f t .  The  b a s i s  f o r  e c o n o m i c  

f o r e c a s t i n g  had b e e n  l a id .  

E c o n o m i c  f o r e c a s t i n g  took a s t ep  f o r w a r d  in the Uni t ed  S t a t e s  

wi th  the p a s s a g e  of the E m p l o y m e n t  Act  of 1946. I h a v e  p r e v i o u s l y  

r e f e r r e d  to the  r e q u i r e m e n t s  of t h i s  ac t  in  c o n n e c t i o n  wi th  i n f l a t i o n a r y  

t r e n d s .  You wi l l  r e m e m b e r  too tha t  I r e a d  you  the  p u r p o s e s  of t h i s  

ac t ,  w h i c h  i n c l u d e d  the r e q u i r e m e n t  to p r o m o t e  c o n d i t i o n s  l o o k i n g  

t o w a r d  m a x i m u m  e m p l o y m e n t ,  p r o d u c t i o n ,  and p u r c h a s i n g  p o w e r .  

The  ac t  r e q u i r e s  the P r e s i d e n t  to s end  to the C o n g r e s s  in  J a n u a r y  

of e a c h  y e a r  a r e p o r t  e n t i t l e d  " T h e  E c o n o m i c  R e p o r t  of the P r e s i d e n t  . " 

T h i s  ( e x h i b i t i n g  d o c u m e n t )  i s  a copy  of the  l a s t  one .  The  new one wi l l  
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be out in  J a n u a r y ,  and I ' m  s u r e  you  wi l l  a l l  be w a i t i n g  f o r  i t ,  b e c a u s e  

it h a s  m a n y  f ine  f a c t s  and f i g u r e s  tha t  you  wi l l  n e e d .  T h i s  r e p o r t  m u s t  

not  on ly  i n f o r m  C o n g r e s s  as  to the  e x i s t i n g  i n d u s t r i a l  and e c o n o m i c  

c o n d i t i o n s  and t r e n d s ,  but  i t  m u s t  o f f e r  a p r o g r a m  f o r  c a r r y i n g  out 

the p o l i c i e s  of the  ac t ,  t o g e t h e r  wi th  s u c h  r e c o m m e n d a t i o n s  f o r  l e g i s -  

l a t i o n  as  the P r e s i d e n t  m a y  d e e m  d e s i r a b l e  o r  n e c e s s a r y .  A c o n s i d e r -  

ab le  d e g r e e  of e c o n o m i c  f o r e c a s t i n g  is  i n h e r e n t  in th i s  r e p o r t .  

To a s s i s t  wi th  th i s  r e p o r t ,  

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 .  

r e p o r t  c a l l e d  " E c o n o m i c  I n d i c a t o r s .  

the  P r e s i d e n t  h a s  the  s e r v i c e s  of 

The  C o u n c i l  p r e p a r e s  a m o n t h l y  

" T h i s  ( e x h i b i t i n g  d o c u m e n t )  i s  

the  i s s u e  f o r  A u g u s t ,  and a l l  of you  wi l l  h a v e  a c o p y  of it  in  a d a y  o r  so .  

Th i s  mon th l t ]  r e p o r t  c o v e r s  m a n y  s t a t i s t i c a l  i n d e x e s ,  and e a c h  s t a t i s -  

t i c a l  c h a r t  b e g i n s  wi th  a s t a t e m e n t  of t r e n d  f o r  that  i ndex  s i n c e  the  

p r e v i o u s  m o n t h l y  r e p o r t .  T h a t ' s  f o r e c a s t i n g  in the  s e n s e  of e x t r a p -  

o l a t i o n .  

The  P r e s i d e n t ' s  a n n u a l  r e p o r t  i n c l u d e s  a copy  of the v o l u m i n o u s  

text  and s t a t i s t i c a l  m a t e r i a l  p r e s e n t e d  to h i m  by the  C o u n c i l .  When  the 

r e p o r t  i s  r e c e i v e d  on C a p i t o l  Hi l l ,  at  the o t h e r  end of P e n n s t ] l v a n i a  

A v e n u e ,  it is  o f f e r e d  to the  J o i n t  E c o n o m i c  C o m m i t t e e .  T h i s  c o m m i t t e e  

h a s  i t s  own s ta f f ,  w h i c h  a n a l y z e s  the f a c t s  and f i g u r e s  p r e s e n t e d ,  and 

c o n c u r s  in  o r  adds  l't9 own r e c o m m e n d a t i o n s  fo r  l e g i s l a t i o n .  It h a s  

b e c o m e  c o m m o n p l a c e  f o r  the  J o i n t  E c o n o m i c  C o m m i t t e e  to hold e x t e n d e d  

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

p e n i n g s  and t r e n d s  in the Uni t ed  S t a t e s  in  i t s  e c o n o m i c  and i n d u s t r i a l  
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1,L'fe. Whi le  both  of t h e s e  p r o c e d u r e s  m a y  be s o m e w h a t  s h o r t  of 

e c o n o m i c  f o r e c a s t i n g ,  t hey  a r e  a fu l l  s t e p  f o r w a r d  in  that  p r o c e s s .  

On 9 Augus t  1957 the  N a t i o n a l  A c c o u n t s  R e v i e w  C o m m i t t e e  of 

the Na t iona l  B u r e a u  of E c o n o m i c  R e s e a r c h - - b o t h  pr.~vate o r g a n i z a t i o n s - -  

a d v i s e d  the  Off ice  of S t a t i s t i c a l  S t a n d a r d s  of the  B u r e a u  of the Budge t  

of the  r e s u l t s  of i t s  e igh t  m o n t h s  s t udy  on the n a t i o n a l  e c o n o m i c  a c c o u n t s  

of the  Uni ted  S t a t e s .  It found the  G o v e r n m e n t  s t a t i s t i c s  n e e d e d  s o m e  

s t r e n g t h e n i n g  h e r e  and t h e r e ,  but that  the m o s t  p r e s s i n g  need  was fo r  

an o r g a n i z a t i o n  to pul l  the  s c a t t e r e d  r e p o r t s  t o g e t h e r  and to c o o r d i n a t e  

t h e m .  T h e r e  is  s t i l l  no r e c o m m e n d a t i o n  that  G o v e r n m e n t  o f f i ce s ,  as  

such ,  shou ld  e n t e r  in to  the f o r e c a s t i n g  t h e a t r e .  You wi l l  r e m e m b e r  

tha t  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  is  an ad junc t  of the E x e c u t i v e  

Off ice  of the P r e s i d e n t ~  and h i s  r e c o m m e n d a t i o n s  to the C o n g r e s s  a r e  

r e q u i r e d  by the  E m p l o y m e n t  Act  of  1946. 

T h e r e  was  a n e e d  fo r  e c o n o m i c  f o r e c a s t i n g  by a c e n t r a l  o r g a n -  

i z a t i o n .  Th i s  n e e d  was f i l l ed  by the Na t iona l  P l a n n i n g  A s s o c i a t i o n ,  

a p r i v a t e  a s s o c i a t i o n  of long  s t a n d i n g ,  s u p p o r t e d  by b u s i n e s s m e n .  

In 1959 the A s s o c i a t i o n  i s s u e d  i t s  f i r s t  r e p o r t ,  f o r e c a s t i n g  the  

g r o s s  n a t i o n a l  p r o d u c t  fo r  1962, 1965, and 1970. Th i s  is  a n o t h e r  

d o c u m e n t  ( exh ib i t i ng  it) that  you wi l l  want  to b e c o m e  qu i t e  f a m i l i a r  

with.  T h e s e  a r e  t r u l y  l o n g - r a n g e  p r o j e c t i o n s .  

the  p r e d i c t i o n  that  the  g r o s s  n a t i o n a l  p r o d u c t  

to ta l  annua l  p r o d u c t i o n  of goods  and s e r v i c e s ,  

Sk ipp ing  1962, we no te  

(Sl ide 6), wh ich  is  the  

is  l i k e l y  to r i s e  f r o m  the  

1958 rate of about 450 billioln dollars to more than 600 billion dollars 
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in 1965 and to approximately 800 billion dollars in 1970, all expressed 

in terms of 1958 prices. All the businessmen have to do is to go to 

work and prSJuce the plan~. 

Now, there are certain assumptions there. These predictions 

are based on these very definite assumptions: that there will be no 

major war and no major depression; that the projected increases in 

population and the working force will be realized; that there will be 

extended paid vacations, a somewhat shorter work week, and an average 

of 
rate of growth in total production/4.2 percent per annum. Once the 

assumptions are accepted, the balance of the forecast becomes a matter 

of arithmetic. 

Now, these projections have been well received. They are being widely 

purchased. An overall meeting of interested users was held in June, at 

which time the pros and cons of forecasting were thoroughly rehearsed. 

I attended this meeting and the users seemed well satisfied 

with the prospects for forecasting. Most of those attending were the 

employees of private business firms. Individual firms are constantly 

increasing the practice of keeping statisticians and economists on their 
the national statistical theory to 

own payrolls. Their job is to adapt/the needs and sales prospects of 

the individual industry. It was agreed at this meeting that the statis- 

tics should be recast occasionally, perhaps annually; but in no case 

should there be an attempt to amend them constantly. Economic fore- 

casting is still young, but it seems well established. 

We come now to the last problem for our consideration this 
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morning and perhaps the most important economic problem facing 

the United States today. This is the problem of our foreign trade. 

Everywhere we hear the statement that the United States has 

"priced itself out of the world market. " I will offer some evidence 

to the contrary this morning; but as for myself, I am not sure that 

the statement is not one of fact. 

When people make this statement, they usually mean that wages 

have risen faster in the United States than has productivity, with a con- 

sequent inflation in prices. I mean something a little different. In 

the old days when American producers and workers demanded protective 

tariffs on the ground that imported goods made by cheap labor deprived 

them of the opportunity to earn higher wages, we, the economists, 

answered that American wages were higher because of modern mass 

production methods; and that they were in no sense competing with for- 

eign products made by hand labor, however cheap the foreign workers' 

hourly rate of pay. Our workers, we said, turned out so many more 

o b j e c t s  p e r  h o u r ,  t h r o u g h  m a c h i n e  p r o c e s s e s ,  tha t  when  the c o s t  of 

l a b o r  was  d i v i d e d  o v e r  the m a n y  o b j e c t s  p r o d u c e d ,  the t o t a l  p r o d u c t i o n  

cou ld  be so ld  at  g r e a t l y  l o w e r e d  p r i c e s  and s t i l l  p e r m i t  the p a y m e n t  

of h igh  w a g e s .  

Now, what  h a s  h a p p e n e d  t o d a y ?  F o l l o w i n g  W o r l d  W a r  II we 

i n v i t e d  t e a m s  of w o r k e r s  f r o m  m a n y  c o u n t r i e s  to c o m e  to t h e  Uni t ed  

S t a t e s  and s t u d y  o u r  m e t h o d s ,  Lrl f ac t ,  to copy  t h e m .  We a l s o  e x p o r t e d  

m a c h i n e r y  and s e n t  t e a m s  of e x p e r t s  to m a n y  o t h e r  a r e a s  to s h o w  the 
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f o r e i g n e r s  how to u s e  t h e m .  T h e y  l e a r n e d  f a s t ,  and t hey  did not  r a i s e  

t h e i r  h o u r l y  wage  r a t e s .  R e s u l t :  g o o d - q u a l i t y  p r o d u c t i o n  at  p r i c e s  

we c a n n o t  hope  to m e e t .  

Now, we d e s e r v e  a m e d a l  f o r  s h a r i n g  o u r  g e n i u s  f o r  p r o d u c t i o n  

wi th  the  r e s t  of the w o r l d ,  

t r a d e .  J u s t  an  e x a m p l e .  

but  we wi l l  get  b a c k  l i t t l e  of o u r  f o r e i g n  

H e r e ' s  a c i g a r e t t e  l i g h t e r  ( exh ib i t i ng ) ,  a 

p ipe  l i g h t e r ,  a c i g a r  l i g h t e r .  It s e e m s  to be qu i t e  w e l l  m a d e ,  and I 

know in p r a c t i c e  tha t  a s i m i l a r  one  w o r k s  v e r y  we l l .  I t ' s  m a d e  u n d e r  

C a n a d i a n  p a t e n t s ,  in  Tok io .  I t ' s  v e r y  c l e a r l y  m a r k e d  on the b o t t o m ,  

so  t h e y  a r e  not  a p p a r e n t l y  s t e a l i n g  a n y t h i n g  in  the w a y  of r o y a l t i e s  f r o m  

the C a n a d i a n s .  T h e r e ' s  a v e r y  n i c e  d e c o r a t e d  band a r o u n d  i t ,  and i t ' s  

a l l  w r a p p e d  up in a n i c e  gift  box. F i f t y  c e n t s .  

Now, what  a r e  we do ing ,  then ,  about  th i s  p r o b l e m ?  We a r e  

e x p o r t i n g  b r a n c h  f a c t o r i e s  and s u b s i d i a r y  i n d u s t r i e s  to t ake  a d v a n t a g e  

of  the v e r y  good q u a l i t y  of l a b o r  in  s o m e  f o r e i g n  a r e a s ,  p a r t i c u l a r l y  

in E u r o p e  and,  as  I h a v e  s a i d ,  to s o m e  ex t en t  in J a p a n .  Wi th  th i s  

p r o d u c t i o n  we a r e  m e e t i n g  m u c h  of the  c o m p e t i t i o n  f o r  o u r  goods  in  

f o r e i g n  f i e l d s .  

One of the  w e e k l y  f i n a n c i a l  r e p o r t i n g  l e t t e r s  s a y s  tha t  d u r i n g  

th i s  c a l e n d a r  y e a r ,  Uni ted  S t a t e s  i n d u s t r i a l  c o m p a n i e s  w i l l  s p e n d  m o r e  

than  $2.1  b i l l i o n  f o r  new p l a n t s ,  e q u i p m e n t ,  and p r o p e r t y  o u t s i d e  the  

Co S° 

1958. 

d u r i n g  1960 m o r e  m o n e y  wi l l  be put  in to  new p lan t  and e q u i p m e n t  
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I n c i d e n t a l l y ,  th i s  i s  on ly  f ive  p e r c e n t  m o r e  than  was  s p e n t  in  

An e q u a l  a m o u n t  of e x p e n d i t u r e  is  f o r e c a s t  f o r  1960. H o w e v e r ,  

in  



E u r o p e  t h a n  in  C a n a d a  a n d  L a t i n  A m e r i c a  c o m b i n e d ;  a n d  y o u  k n o w  h o w  

w e ' v e  b e e n  p u m p i n g  m o n e y  i n t o  C a n a d a  i n  t h e  l a s t  t w o  o r  t h r e e  y e a r s .  

M u c h  o f  t h i s  i s  d u e  to  t h e  i n c o m i n g  E u r o p e a n  C o m m o n  M a r k e t ,  a l s o  

r e f e r r e d  to  f r o m  t h i s  p l a t f o r m  t h i s  m o r n i n g .  M o r e  o f  t h i s  i n  a m o m e n t .  

In  a f e w  c a s e s  we  a r e  s e n d i n g  b a c k  to  t h e  U n i t e d  S t a t e s  A m e r i c a n  

selling 
goods made in American foreign branches and smml~m~ them in this coun- 

try, in competition with American-made goods at American wages. 

You're going to hear a lot more about that pretty soon by the manufac- 

turers who do not have foreign plants. 

This chart (Slide 7) shows the drop-off in our foreign trade in 

recent months. I want particularly to call your attention to this red 

line, which is the total merchandise exported. It also shows the imports, 

which, as you see, continue to rise in some cases. Those import rises 

are largely due to the export of agricultural surpluses under special 

conditions; and we are not making any friends among our allies ~ who 

are 
ogx~ exporting agricultural products in order to make a living by selling 

them abroad under special conditions. 

When we compare the first quarter of 1959 with the first quarter 
mine rals 

of 1958, we find that exports of nonmetallic ~ fell off 46.4 million 
off 

dollars, metals and manufactures fell ~ 63.6 million dollars, machinery 

and vehicles fell off 133.5 million dollars, and textiles and fibers fell 

off 140.3 million dollars. These products are in fields in which we 

are close to excess production anyway, and we cannot regard ;the loss 

of these markets without apprehension. 
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The  Uni ted  S t a t e s  i s  one  of the  m a n y  s i g n a t o r i e s  to the G e n e r a l  

A g r e e m e n t  on T a r i f f s  and T r a d e ,  m o r e  o f t en  c a l l e d  G A T T .  Th i s  is  

a p o s t w a r  t r e a t y  a r r a n g e m e n t  b e t w e e n  w e s t e r n  n a t i o n s  l a y i n g  down  the 

m a i n  r u l e s  f o r  i n t e r n a t i o n a l  t r a d i n g .  I ts  a n n u a l  r e p o r t ,  c a l l e d  " I n t e r -  

n a t i o n a l  T r a d e ,  1957-58,  

of Uni ted  S t a t e s  e x p o r t s .  

t t  g i v e s  c o n s i d e r a b l e  a t t e n t i o n  to the  p r o b l e m  

It c o n c l u d e s  tha t  t h e r e  is  c o n s i d e r a b l e  c h a n g e  

in the  r e c e n t  A m e r i c a n  t r a d e  p a t t e r n .  

The  Uni ted  S t a t e s  t r a d e  s u r p l u s  d e c l i n e d  s u b s t a n t i a l l y  in  1958, 

but ,  the  r e p o r t  c o n c l u d e d ,  f o r  c y c l i c a l  r e a s o n s .  We i m p o r t e d  l e s s  

o r e s  and r a w  r u b b e r  b e c a u s e  of the  1957-58 d o m e s t i c  t r a d e  r e c e s s i o n ,  

but we i m p o r t e d  m o r e  p e t r o l e u m ,  m a n y  m o r e  a u t o m o b i l e s ,  and m u c h  

m o r e  G e r m a n  and J a p a n e s e  c o n s u m e r  g o o d s .  The  d e m a n d  f o r  c r u d e  

m a t e r i a l s ,  f u e l s ,  and m e t a l s  had d e c l i n e d  in  1954 and 1958. The  Suez  

C a n a l  c l o s i n g  had p r e v i o u s l y  c a u s e d  g r e a t e r  Uni ted  S t a t e s  e x p o r t s ,  

as  had a p o c r E u r o p e a n  h a r v e s t  in 1954 and a g a i n  in 1956. But t h e s e  

d e m a n d s  had a g a i n  r e c e d e d .  But ,  the  r e p o r t  a d m i t s ,  in  a d d i t i o n  to 

t h e s e  c y c l i c a l  i n f l u e n c e s ,  it is  a l s o  qu i t e  t r u e  tha t  the Uni t ed  S t a t e s  

h a s  lo s t  m u c h  of i t s  s u p e r i o r i t y  in p r o d u c t i v i t y  s i n c e  the  c l o s e  of 

W o r l d  W a r  II. 

Now I want  to go b a c k  j u s t  f o r  a m o m e n t  to the  M a r s h a l l  P l a n  

to bui ld  up s o m e  e v e n t s .  I do not  m e a n  to r e h e a r s e  f o r  you  the  e v e n t s  

l e a d i n g  up to the  M a r s h a l l  P l a n  o r  e v e n  to o u t l i n e  the  p l an  i t s e l f .  

In A p r i l ,  1948, the E c o n o m i c  C o o p e r a t i o n  Ac t  was  p a s s e d  to 

f u r n i s h  m e a n s  to c o v e r  e s s e n t i a l  i m p o r t  n e e d s  f o r  t h o s e  c o u n t r i e s  
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p a r t i c i p a t i n g  in the M a r s h a l l  P l a n - - t h e  s i x t e e n  n a t i o n s  wh ich  had 

o r g a n i z e d  the C o m m i t t e e  of E u r o p e a n  E c o n o m i c  C o o p e r a t i o n  the  p r e -  

c e d i n g  S e p t e m b e r .  Th i s  c o m m i t t e e  had b e e n  f o r m a l i z e d  by A p r i l  of 

1948 in to  the O r g a n i z a t i o n  fo r  E u r o p e a n  E c o n o m i c  C o o p e r a t i o n .  The  

O r g a n i z a t i o n  s o o n  d e v e l o p e d  the  E u r o p e a n  P a y m e n t s  Union,  and the 

two did m u c h  to s m o o t h  out and expand  the f o r e i g n  t r a d e  of E u r o p e ,  

E u r o p e a n  t r a d e  in g e n e r a l .  

T h e r e  have  b e e n  c e r t a i n  s u p r a n a t i o n a l  e v e n t s  o c c u r r i n g  in  

E u r o p e  a l so .  The  E u r o p e a n  Coa l  and S t ee l  C o m m u n i t y  c a m e  in to  be ing  

by t r e a t y  of s ix  n a t i o n s ,  which  w e r e  B e l g i u m ,  N e t h e r l a n d s ,  L u x e m b o u r g ,  

F r a n c e ,  I taly,  and W e s t e r n  G e r m a n y ,  on the 18th of A p r i l ,  1951. It 

d e v e l o p e d  a f o r m a l i z e d  a g r e e m e n t ,  c a l l e d  The  High A u t h o r i t y ,  by 1952. 

The  Coa l  and S t ee l  C o m m u n i t y  is  a l s o  i n s t r u m e n t a l  in  s u p p o r t -  

ing the  C o l l e g e  fo r  E u r o p e ,  which  had b e e n  s e t  up in  1948. Th i s  C o l l e g e  

is  now l o c a t e d  in  B r u g e s ,  B e l g i u m ,  and i s  one  of the  po in t s  to be v i s -  

i ted  on ou r  s p r i n g  f i e ld  t r ip .  Whi le  I do not  w i s h  to s ay  the C o l l e g e  

fo r  E u r o p e  is  p r o m o t i n g  s u p r a n a t i o n a l i s m ,  I do w i s h  to s a y  it p l ays  a 

l e a d i n g  pant  in  p o i n t i n g  out c o m m o n  n a t i o n a l  p r o b l e m s  and in  a n a l y z i n g  

t h e m .  

Now l e t ' s  t a lk  fo r  a m o m e n t  about  c u s t o m s  un ions .  

The O r g a n i z a t i o n  fo r  E u r o p e a n  E c o n o m i c  C o o p e r a t i o n  ha s  17 

m e m b e r s ,  i n c l u d i n g  the Uni ted  Kingdon ,  with Canada  and the Uni ted  

S t a t e s  as  a s s o c i a t e  m e m b e r s .  As e a r l y  as  1921, B e l g i u m  and L u x e m -  

b o u r g  had se t  up a c u s t o m s  union .  A f t e r  Wor ld  War  II, the  N e t h e r -  
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l a n d s  b e c a m e  a m e m b e r ,  

s i n g l e  m a r k e t .  

A b r o a d e r  c u s t o m s  un ion ,  

and " B e n e l u x "  g r a d u a l l y  e m e r g e d  as  a 

the  E u r o p e a n  C o m m o n  M a r k e t ,  

c a m e  into  be ing ,  by  t r e a t y ,  on 1 J a n u a r y  1958. Th i s  g r o u p  c o n s i s t e d  

of the s a m e  g r o u p  of n a t i o n s  tha t  s u b s c r i b e  to the  C o a l  and S t e e l  C o m -  

m u n i t y .  On J a n u a r y  1 of th i s  y e a r  the a g r e e m e n t  b e g a n  to o p e r a t e  

wi th  a 10 p e r c e n t  r e d u c t i o n  in  t a r i f f s  a c r o s s  the  b o a r d .  T h e r e  ~ e  w e r e  

a l s o  l i b e r a l i z a t i o n  of i m p o r t  q u o t a s  and f r e e i n g  of e x c h a n g e  r e g u l a t i o n s .  

Whi l e  th i s  c u s t o m s  un ion  w i l l  not  be c o m p l e t e l y  e f f e c t i v e  f o r  a p e r i o d  

of 12 to 15 y e a r s ,  

(Slid e 8) 

i t s  e f f e c t s  h a v e  b e e n  n o t i c e d  at  o n c e .  

It is  m o r e  than  a c u s t o m s  un ion ,  as  you  s e e  f r o m  

th i s  c h a r t .  In a d d i t i o n  to the two w h i c h  I h a v e  a l r e a d y  n a m e d - - t h e  

C o a l  and S t e e l  C o m m u n i t y  and the  E c o n o m i c  C o m m u n i t y - - t h e r e  i s  a 

t h i r d ,  the C o m m i s s i o n  of the  A t o m i c  E n e r g y  C o m m u n i t y ,  u s u a l l y  

r e f e r r e d  to as  E u r a t o m .  

You wi l l  no te  f r o m  th i s  v u - g r a p h  tha t  t h e s e  t h r e e  c o m m u n i t i e s  

h a v e  d e v e l o p e d  a c o m m o n  a s s e m b l y ,  a c o u n c i l  of m i n i s t e r s ,  and a 

c o u r t  of j u s t i c e .  T h e s e  a r e  p o l i t i c a l  i n s t i t u t i o n s .  T h i s  m o v e m e n t  

to s u p r a n a t i o n a l i s m  is  we l l  u n d e r  way .  

You wi l l  r e m e m b e r  tha t  the  G e n e r a l  A g r e e m e n t  on T a r i f f s  

and T r a d e  h a s  s e v e r a l  a d d i t i o n a l  E u r o p e a n  m e m b e r s  and the  Uni ted  

K i n g d o m  as  w e l l .  T h i s  g r o u p  t r i e d  v i g o r o u s l y  to get  t h e m s e l v e s  

i n c l u d e d  in  the  E u r o p e a n  C o m m o n  M a r k e t  c u s t o m s  band ,  o r ,  f a i l i n g  

tha t ,  to r e v i s e  the  GATT i t s e l f ,  but  wi thou t  r e s u l t  in  e i t h e r  c a s e .  
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Now that  the  E u r o p e a n  C o m m o n  M a r k e t  h a s  s e e m i n g l y  p l a c a t e d  the  

F r e n c h ,  and the m o v e m e n t  i s  w e l l  u n d e r  way,  t h o s e  f r o z e n  out h a v e  
t h e s e  

t r i e d  to f ind a way  to s h a r e / c u s t o m s  un ion  b e n e f i t s ,  at l e a s t  a m o n g  

t h e m s e l v e s .  

We now h e a r  tha t  the  " O u t e r  S e v e n "  wi l l  s e t  up a " L i t t l e  F r e e  

T r a d e  A r e a .  " In J u l y ,  m i n i s t e r s  of the s e v e n  n a t i o n s - - B r i t a i n ,  

S w i t z e r l a n d ,  S w e d e n ,  NorWay, D e r m ~ r k ,  A u s t r i a ,  and P o r t u g a l - -  

a g r e e d  on the  d e t a i l s  of a new t r a d i n g  b loc .  S o m e  e x p e c t  tha t  a f o r m a l  

a g r e e m e n t  wi l l  be r a t i f i e d  by the  v a r i o u s  p a r l i a m e n t s  of t h e s e  n a t i o n s  

as  e a r l y  as  the c u r r e n t  fa l l .  

Now s o m e  s i m i l a r i t i e s  and s o m e  d i f f e r e n c e s  with  the  E u r o p e a n  

s i t u a t i o n .  

The  p lan  i n c l u d e s  c u t t i n g  i n t e r n a l  t a r i f f s  and i n c r e a s i n g  t r a d e  

q u o t a s  by J u l y ,  1960, wi th  an e l i m i n a t i o n  of a l l  i n t e r n a l  t r a d e  b a r r i e r s  

by  1970. It s e e m s  to p a r a l l e l  c l o s e l y  the p l an  of the E u r o p e a n  C o m m o n  

M a r k e t  in  t h e s e  r e s p e c t s .  

But t h e r e  a r e  d i f f e r e n c e s  too.  The  L i t t l e  F r e e  T r a d e  A r e a  

would not  h a v e  a c o m m o n  e x t e r n a l  t a r i f f  and t r a d i n g  p o l i c y  t o w a r d  

a l l  n o n - m e m b e r s .  It d o e s  not  p l an  to m a t c h  the  c l o s e  p o l i t i c a l  i n t e -  

g r a t i o n  of the C o m m o n  M a r k e t  wi th  r e g a r d  to a g r i c u l t u r e ,  n u c l e a r  

e n e r g y ,  l a b o r  and c a p i t a l  m o b i l i t y ,  a n t i - t r u s t  m a t t e r s ,  and h a r m o n i -  

z a t i o n  of s o c i a l  l e g i s l a t i o n  and t axa t i on .  

a p o l i t i c a l  a g r e e m e n t .  

But  t h i s  i s  p e r h a p s  the  m o s t  f u n d a m e n t a l  d i f f e r e n c e .  
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Little FTA would have no common parliament, ministers council, 

or courts. But there are still real problems. Germany now exports 

more to the Outer Seven than to her Common Market partners; 
to 

and the Outer Seven group export more/the Common Market than to 

one another. The two blocs may yet work out some kind of an agreement. 

You will hear much more of these matters during the Review 

of Economics Section, during the Economic Stabilization Unit, and 

during the Economic Capability for International Conflict Unit, and 

on your spring field trips. 

My 52 minutes have grown to 53. I commend you to the tender 

mercies of your economics instructors at 1330. 
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