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NATIONAL ACCOUNTING SYSTEMS 

21 S e p t e m b e r  1959 

COLONEL SMYSER: General Mundy, General Houseman, Gentlemen: 

This morning we continue our review of basic economics as we focus 

our attention on the subject, National Accounting Systems. Now, I 

have brought up the name of the current course of study, Review of 

Basic Economics, intentionally, because it is somewhat amusing to 

note that the subject of the lecture this morning is not review, so it 

is quite new, and it is not basic because it is quite complicated, quite 

perplexive. 

It is economics, however, and it is an area of economics of greatly 

increasing importance and significance. The problem of a comprehensive 

system of national accounts has been receiving much study and much 

attention in recent years. It has come before the United States Congress, 

and it is under study by the Joint Economic Committee of the Congress. 

Our speaker this morning, Dr. Gerhard Colin, has participated very 

actively in most of the progress that has been made in developing a 

comprehensive system of national accounts. So he is very well qualified 

to talk to us on this subject. 

Dr. Colin has had extensive civilian and government experience 

as an economist. He was associated with the Department of State and 

with President Truman's Council of Economic Advisers. He is currently 
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with the National Planning Association. Two of his books, "The 

American Economy in 1960, " and "The Economy of the American 

People, " are used here at the Industrial College. 

Dr. Colrn, it is a pleasure to welcome you back to the Industrial 

College of the Armed Forces and to present you to this year's class. 

Dr. Colin. 

DR. COLIV[: General Mundy, General Houseman, Colonel Smyser, 

Gentlemen: It is a great pleasure for me to be back here and a pleasure 

to have been here before. Two or three days ago in the paper some- 

body wanted to close up all military installations, so I am glad to come 

here before %hat happens. 

The national economic accounting system is a tool. W"nat Colonel 

Smyser said is quite right. It is not basic economics; it is applied 

economics. It is a tool without which we think we can't very well work 

In economics, in analysis, or in economic policy. If you have a business 

man who wants to look at an enterprise, he hasn't much time and he wants 

to get a quick look. Well, he asks for the profit and loss account, or 

the balance sheet, and he wants on a few pages the highlights of informa- 

tion which tells him how the enterprise is working, what the sales have 

been, what the costs, profits, assets, and liabilities are. 

We are absolutely acquainted with that tool of the balance sheet 

and accounting systems in private business. I would say it is almost a 
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miracle that in economics such a tool has developed so late. Perhaps 

that isn't quite right. I will in the course of my remarks make a few 

observations on the history of national economic accounts. About 200 

years ago we did have something like that, but then came along chaos 

through which that was forgotten. 

I will present a survey of national economic accounting systems 

by first briefly speaking about the purposes, second about the origin, 

third about various types of accounting systems, and fourth about a 

few further developments which we see on the horizon and which we 

believe are necessary. 

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

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

w e r e  a s i n g l e  e n t e r p r i s e .  N o w ,  t h i s  i n  a w a y  t e l l s  u s  s o m e t h i n g  a b o u t  

t h e  p u r p o s e .  Y o u  m a y  s a y ,  " W e l l ,  w h y  do  w e  n e e d  t o  l o o k  a t  t h e  e c o n o m y  

a s  a w h o l e  ? A b u s i n e s s  m a n  i s  i n t e r e s t e d  i n  h i s  o w n  e n t e r p r i s e .  He  i s  

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

h i s  s u p p l i e r s .  B u t ,  i s  h e  i n t e r e s t e d  in  t h e  e c o n o m y  a s  a w h o l e  ?" T h e  

G o v e r n m e n t  i s  i n t e r e s t e d  in  i t s  o w n  o p e r a t i o n s ,  b u t  a l s o  i n  t h e  e c o n o m y  

a s  a w h o l e .  

T h e  a c c o u n t i n g  s y s t e m s  b e c a m e  i m p o r t a n t  w h e n  i t  w a s  r e a l i z e d  

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

a s  a w h o l e .  W h e n  y o u  a r e  l o o k i n g  a t  o n e  p a r t i c u l a r  b r a n c h  i n  i n d u s t r y ,  
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let's say the construction industry, if somebody in the construction 

industry wants to have an idea of how business might develop duning 

the next year so that he can get ready with his financing and his raw 

materials and other operational plans, he has to look at the economy 

as a whole--for instance, how many commercial buildings, industrial 

plant equipment, or what State or local governments may do in the way 

of road construction or school construction or hospital construction. He 

has to have a view of the economy as a whole and the major segments 

of the economy in order to draw some conclusions for his own enterprise. 

The Government is not only interested in whatever the responsibility 

is. Let's say the Corps of Engineers is interested in building darns, 

and the Department of Agriculture has the responsibilities of prices of 

basic commodities, and so on. But the Government, formalized in the 

Employment Act of 1946, has a responsibility for the economy as a whole, 

not in the same way as a Communist country runs an economy as a wholeAbut 

because it has a responsibility which is robe discharged with a minimum 

of interference with regulation of business transactions, labor conditions, 

and so on. It has a responsibility which is to be discharged by what we 

call the strategic weapons, Like fiscal policy, monetary policy, import 

and export policy, and so on. But under the Employment Act the Govern- 

ment has the responsibility to promote conditions which assure us of a 

satisfactory level of employment, production, and purchasing power; 

and, in the way this law has been interpreted--even though that is not 
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t h e  l a n g u a g e - - t h a t  i n c l u d e s  a l s o  p r o m o t i o n  of a s a t i s f a c t o r y  r a t e  of 

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

Now in o r d e r  to  look at  how t h i n g s  a r e  go ing  in  the  e c o n o m y  as  a 

w h o l e ,  and wha t  s t e p s  the  G o v e r n m e n t  m u s t  t a k e ,  we  n e e d  t h i s  o v e r a l l  

v i e w  a l s o  f o r  the  G o v e r n m e n t .  So f o r  b u s i n e s s ,  g o v e r n m e n t ,  anc~ I 

c o u l d  go on, f o r  labor ,  w h e n  t h e y  a r e  c o n s i d e r i n g  wha t  k ind  of w a g e  

i n c r e a s e s  a r e  p o s s i b l e  w i thou t  f o r c i n g  p r i c e s  up, o r  w h a t e v e r  o t h e r  

c o n s i d e r a t i o n s  t h e r e  m a y  be,  we  h a v e  it  t ha t  bo th  the  d e c i s i o n - m a k e r s  

in  g o v e r n m e n t  and the  d e c i s i o n - m a k e r s  in p r i v a t e  b u s i n e s s ,  and o t h e r  

p r i v a t e  g r o u p s ,  h a v e  the  n e e d  to look  at  the  e c o n o m y  as  a who le  in a 

s i m i l a r  w a y  as  the  b u s i n e s s  m a n  w a n t s  to look  at  t he  c o n d i t i o n s  of an  

e n t e r p r i s e  t h r o u g h  the  h i g h l i g h t s  of t he  a c c o u n t i n g  and the  b a l a n c e  s h e e t .  

F o r  p a r t i c u l a r  i n t e r e s t  I 'd  Like to  m e n t i o n  a f ew e x a m p l e s  in w h i c h  

y o u  m i g h t  be  i n t e r e s t e d .  D u r i n g  t h e  r e c e n t  d e c a d e ,  p a r t i c u l a r l y  a t  the  

t i m e  of the  r e a r m a m e n t  a f t e r  the  K o r e a n  a t t a c k  in 1950, the  q u e s t i o n  

w a s  r a i s e d :  What  k ind of a r m a m e n t  i s  c o m p a t i b l e  w i t h  a q u a s i - p e a c e t i m e  

e c o n o m y  ? It w a s  r e c o g n i z e d  tha t  t h i s  c o u n t r y  p r o b a b l y  needed a h igh  l e v e l  

of a r m a m e n t ,  h igh  in  c o m p a r i s o n  wi th  t he  i m m e d i a t e  p o s t w a r  p e r i o d ,  a 

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

of m o b i l i z a t i o n ,  i t  had  to be  in t i m e  of p e a c e .  Tha t  m e a n s  i t  had  to  be  

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

of  l iv ing ,  and the  p e r f o r m a n c e  of n o n - d e f e n s e  g o v e r n m e n t  cbkiga t ions .  

Now, how c o u l d  one  go a f t e r  s u c h  a p r o b l e m  ? Wel l ,  t he  on ly  w a y  
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of go ing  a f t e r  it w a s  to look at  t h e s e  n a t i o n a l  a c c o u n t s  and s e e  tha t  

if  in  a p e r i o d  of y e a r s  t h e r e  w a s  s u c h  an i n c r e a s e  at  the  t i m e  b e f o r e  

the  K o r e a n  W a r .  I s t i l l  r e m e m b e r  w h e n  s t a t e m e n t s  w e r e  m a d e  t ha t  

we  wou ld  get  a w a r t i m e  t h r e a t  of i n f l a t i o n  and tha t  we  n e e d e d  c o n t r o l s  

if  t he  n a t i o n a l  s e c u r i t y  s p e n d i n g  wou ld  e x c e e d  $15 b i l l i on ;  and w h e n  th i s  

w a s  q u e s t i o n e d  it w a s  t hough t  t ha t  we p r o b a b l y  n e e d e d  s o m e t h i n g  c l o s e r  

to  $50 b i l l i o n ,  and t h e n  how cou ld  tha t  q u e s t i o n  be  a n a l y z e d .  

It was  a n a l y z e d  f o r  t he  N a t i o n a l  S e c u r i t y  C o u n c i l  by  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  in t e r m s  of 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 .  

The  a n s w e r  was  g i v e n  t ha t  a t  t ha t  t i m e  p r o b a b l y  a $50 b i l l i o n  n a t i o n a l  

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

f a c t o r y  s t a t u s  of the  e c o n o m y .  

A l so ,  m o r e  r e c e n t l y ,  the  q u e s t i o n  has  b e e n  a s k e d :  What  would  

h a p p e n  if  we  did get  s o m e  d i s a r m a m e n t  ? S t a t e m e n t s  had  b e e n  m a d e  

both  by l e a d i n g  A m e r i c a n  b u s i n e s s  m e n  and a l s o  by l e a d i n g  C o m m u n i s t s ,  

who a g r e e d  on tha t ,  s t r a n g e l y  enough ,  tha t ,  if  we e v e r  wou ld  h a v e  s o m e  

d i s a r m a m e n t ,  t ha t  wou ld  c a u s e  a c o l l a p s e  of t he  A m e r i c a n  e c o n o m y  and 

t h a t  we j u s t  cou ld  not  a f f o r d  i t .  Tha t  q u e s t i o n ,  too,  h a s  b e e n  a n a l y z e d  

in  t e r m s  of n a t i o n a l  e c o n o m i c  a c c o u n t s .  

Wel l ,  t h e s e  a r e  j u s t  a f ew e x a m p l e s .  In the  m a t e r i a l  I d i s t r i b u t e d  

on the  l a s t  p a g e  I gave  one  e x a m p l e  of a n a t i o n a l  a c c o u n t  f o r  the  J a p a n e s e  

e c o n o m y  w h i c h  s h o w e d  f o r  t ha t  c o u n t r y  a d i f f e r e n t  c o n d i t i o n  and u s e  m a d e  
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of it, because the Japanese wanted to know what the implications for 

import and export would be if their economy continued to grow as it 

has done in recent years, which they think is necessary for the grow- 

ing population and some increase in the standard of living. 

Here again we see a very important policy question is answered 

by the system of national economic accounts by figuring out in a grow- 

ing economy what imports would be needed for raw materials and what 

exports would be necessary in order to make the economy self-supporting. 

Now, national accounts used for that purpose first are compiled 

for the past. We want to know how the economy has performed in the 

past, and we want to have that as a bird's-eye view with a few signifi- 

cant figures. But in all these purposes which I mentioned, I did not 

mention any purpose of historical analysis. All the purposes that I 

mentioned were purposes related to the future. What wilt a business 

man do in the future ? What finances does he need ? What raw materials 

must he secure in order to utilize opportunities of the market which 

are likely to be opened~p for him ? And, for the Government, what 

kind of policies for the future ? Therefore, the big problem is to use 

the past as a sprin~oard for making national account projections into 

the future. That is really the purpose. 

Now, let me come second to a few words about the past, in order 

to give an idea about the origins of national accounts which may help us 

in understanding what this is all about. I think there are three different 
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h i s t o r i c a l  d e v e l o p m e n t s .  One is  t he  d e v e l o p m e n t  of doub l e  e n t r y  

b o o k k e e p i n g  f o r  p r i v a t e  e n t e r p r i s e .  As  you  know,  tbAs is  a s y s t e m  

d e v e l o p e d  d u r i n g  the  r e n a i s s a n c e  in I ta ly ,  and it d e v e l o p e d  to an a r t  

in  t he  m o d e r n  w o r l d .  The  doub le  e n t r y  in  b o o k k e e p i n g  s u r v e y s  a s i m p l e  

i d e a ,  n a m e l y ,  t ha t  e v e r y  t r a n s a c t i o n  in a b u s i n e s s  h a s  two  a s p e c t s .  

If you  buy  r a w  m a t e r i a l  you  add to y o u r  s u p p l y  of r a w  m a t e r i a l .  You 

t a k e  s o m e t h i n g  in and you  i n c u r  a l i a b i l i t y ,  e i t h e r  f o r  c a s h  p a y m e n t  o r  

f o r  c r e d i t .  E v e r y  t r a n s a c t i o n  has  two a s p e c t s .  

It is  t he  s a m e  in  t he  n a t i o n a l  e c o n o m y .  

T h i s  is  a doub le  e n t r y  b o o k k e e p i n g  e x a m p l e .  

( W r i t i n g  on the  b l a c k b o a r d .  } 

In the  n a t i o n a l  e c o n o m y  

t h e r e  is  t he  s a m e  t h i n g .  If the  G o v e r n m e n t  s p e n d s  m o n e y ,  l e t ' s  say ,  

on t he  p r o c u r e m e n t  of a b o m b e r ,  t ha t  is  e x p e n d i t u r e  of m o n e y - - i t ' s  

e x p e n d i t u r e .  But i t  a l s o  is  i n c o m e  of w o r k e r s  and it  b e c o m e s  p r o f i t s  

of a c o r p o r a t i o n .  So h e r e  i t  is  a g a i n  on the  e x p e n d i t u r e  s i d e  of g o v e r n -  

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

a m  ount .  

So in n a t i o n a l  e c o n o m i c  a c c o u n t i n g  we a r e  u s i n g  th i s  s y s t e m  of 

d o u b l e  e n t r y  b o o k k e e p i n g .  Tha t  i s  the  b a s i c  i d e a .  As  a m a t t e r  of f ac t ,  

v e r y  o f ten  the  s a m e  t r a n s a c t i o n  m a y  a p p e a r  f o u r  t i m e s - - n o t  j u s t  two  

t i m e s - - d e p e n d i n g  on how the  b o o k s  a r e  k e p t .  We cou ld  not  h a v e  n a t i o n a l  

e c o n o m i c  a c c o u n t i n g  if  it  had not  b e e n  f o r  the  d e v e l o p m e n t  of doub l e  

e n t r y  b u s i n e s s  a c c o u n t i n g  in the  p r i v a t e  e c o n o m y .  

S e c o n d ,  t h e r e  w a s  n e c e s s a r y  a c e r t a i n  d e v e l o p m e n t  of e c o n o m i c  
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theory. (Writing on blackboard. ) It is what we call the micro economic 

theory. I mentioned before that in the period before the classical economics 

we had a development which was called carneralism, where the economy 

was to a large extent sort of an extension of the household of the monarch-- 

to use an oversimplified analogy--and, well, the economic advisers of 

the princes in Europe had to think in terms of the economy as a whole. 

This wasn't called economic national accounting, but there we had a 

very similar development. This was then taken over by the physiocrats, 

and perhaps the first highly developed system was the tableau economique 

by Canals in France, who wrote a little earlier or at about the same time 

as Adam Smith in England. 

Then came the break with the classical economics, the philosophy 

that nobody needed to be concerned with the economy as a whole. The 

only concern was with micro economics, with the individual enterprises, 

with understanding how the individual enterprise incurred costs and 

thereby determined prices, and how those payments were made to 

labor, and so on, who then bought. If you thought only in terms of the 

millions of units of the economy, then the whole would take care of itself. 

If everybody pursued his own self-interest in that system, nobody needed 

to be concerned with the whole. An individual business man just looked 

at the signals of the market, the prices and costs, the interest rate, and 

so on, and then he had his guidance and didn't need to consider what the 

economy as a whole would do. He looked only at the signals of the market 
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and at  h i s  own e n t e r p r i s e .  G o v e r n m e n t  did no t  n e e d  to  be  c o n c e r n e d  

abou t  the  e c o n o m y  as  a w h o l e .  If the  G o v e r n m e n t  kep t  out of the  b u s i n e s s ,  

t he  e c o n o m y  would  t a k e  c a r e  of i t s e l f .  

Th i s  was  wha t  you  c a l l e d  the  c l a s s i c a l  s y s t e m .  E v e r y t h i n g  I a m  

s a y i n g  in  45 m i n u t e s  i s  a l i t t l e  o v e r s i m p l i f i e d .  A l w a y s ,  in t a l k i n g  about  

n a t i o n a l  a c c o u n t s  I t h i n k  of t he  s t a t e m e n t  m a d e  by  S a ~ ~  A l w a y s  

s e e k  s i m p l i c i t y ,  and d i s t r u s t  i t .  " But  I h a v e  to s i m p l i f y .  

So, as  I s a i d ,  d u r i n g  the  19th c e n t u r y  the  a r t  of n a t i o n a l  a c c o u n t i n g  

got  l o s t .  It i s ,  by  the  way,  v e r y  i n t e r e s t i n g  tha t  a l s o  the  s o c i a l i s t  l i t -  

e r a t u r e  did not  c o n t i n u e  t ha t  t r a d i t i o n a l  t h ink ing ,  e v e n  t hough  p e r h a p s  

one  would  t h i n k  it  was  p e r h a p s  c l o s e r  to t h e i r  i d e o l o g y .  M a r x i s m ,  the  

d o m i n a n t  b r a n d  of s o c i a l i s m  d u r i n g  tha t  t i m e ,  w a s  not  r e a l l y  r e g a r d e d  

as  U top ian ,  in t h i n k i n g  how an  e c o n o m y  cou ld  be  m a n a g e d .  T h e y  w e r e  

c o n c e r n e d  wi th  on ly  the  d e v e l o p m e n t  of a s y s t e m :  w h i c h  would  w e a k e n  

and u n d e r m i n e  c a p i t a l i s m ,  so  then ,  by the  a r t  of m i d w i f e r y ,  c a p i t a l i s m  

c o u l d  be  p u s h e d  to  the  f i n a l  c o l l a p s e  and t h e n  t h e y  wou ld  t a k e  o v e r .  But 

i t  was  in  d i s r e p u t e  to t h i n k  in  d e t a i l  how s u c h  a n e w  e c o n o m y  t h e n  cou ld  

be  o r g a n i z e d  tha t  w a s  r e g a r d e d  as  U t o p i a n i s m .  

Th i s  w a s  one  of t he  r e a s o n s  tha t  w h e n  the  S o v i e t s  t ook  o v e r  in 

R u s s i a  t h e y  had  r e a l l y  no t h e o r y  to  gu ide  t h e m  how to o p e r a t e ,  and it 

t ook  t h e m  p r e t t y  m u c h  40 y e a r s  to get  t h e i r  own s y s t e m ,  f u l l y  d e v e l o p e d ,  

t h r o u g h  a s e r i e s  of f i v e - y e a r  p l a n s ,  and so  on.  

So we d i d n ' t  r e a l l y  have  a n y t h i n g  un t i l  the  e x p e r i e n c e  of the  g r e a t  
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d e p r e s s i o n  of the  t h i r t i e s ,  w h e n  p a r t i c u l a r  S w e d i s h  e c o n o m i s t s  and 

K e y n e s  in E n g l a n d  d e v e l o p e d  what  we c a l l  now the  m o d e r n  t h e o r y  of 

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

t he  m e c h a n i s m  of the  m a r k e t  d o e s  not  g ive  us  the  d e s i r e d  r e s u l t  of 

fu l l  e m p l o y m e n t ,  why we can  have  d e p r e s s i o n s ,  not  only,  as it was  

p r e v i o u s l y  sa id ,  as a f r i c t i o n  in  the  o p e r a t i o n  of the  m a r k e t ,  but  as  

a m u c h  m o r e  s e r i o u s  a f f a i r .  G r a d u a l l y  a t h e o r y  d e v e l o p e d  w h i c h  though t  

in  t h e s e  t e r m s :  t o t a l  n a t i o n a l  i n c o m e ,  wage  b i l l s ,  m a r k e t s ,  t o t a l  s a l e s ,  

and so  on, t h e s e  t e r m s  w h i c h  t h e n  b e c a m e  quan t i f i ed  in  the  n a t i o n a l  

accounts. 

Now the third development (writing on blackboard) was the national 
when 

income statistics. All through this period]theory didn't think in these 

terms, and statistics continued to be concerned with certain aggregates, 

to a large extent, whenever there was a 25th anniversary of a monarch 

in Europe, or any such occasion, there was a universal publication which 

showed the progress and the welfare of the nation, and there national 

income statistics were used, used always for the past, usually five years 

back, because that was the time needed, as statistics were not up to date. 

But, anyway,  a l l  t h r o u g h  tha t  p e r i o d  n a t i o n a l  i n c o m e  s t a t i s t i c s  did c o n -  

t inue ,  not  in  a v e r y  a c t i v e  way,  but  t h e r e  w e r e  s t a t i s t i c a l  c o n f e r e n c e s  

about  wha t  w e r e  the  p r o p e r  ways  of c o m p i l i n g  n a t i o n a l  i n c o m e .  

Now, I would  s a y  tha t  i t  was  a c o n f l u e n c e  of t h e s e  t h r e e  d e v e l o p m e n t s  

w h i c h  gave  us the  n a t i o n a l  e c o n o m i c  a c c o u n t i n g  s y s t e m s - - t h e  t e c h n i q u e  

of doub le  e n t r y  b o o k k e e p i n g ;  the  c h a n g e  in e c o n o m i c  t h e o r y  c o n c e r n e d  
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with the totals in the economy and not only with the individual agents; 

and the statistical technique of national income estimates. 

Now, we distinguish here those for the past, which of course are 

always the basis for whatever we do. Then we have those for the future, 

which we call projections (writing on blackboard) and we have certain 

efforts dealing particularly in mathematical terms with the national 

account in a timeless manner, which are more or less theoretical models, 

where we consider what are the factors, for instance, that determine 

the price, and what is the effect of a change in taxes. These problems 

are approached without direct reference either to the past or to the future, 

with the effort of learning certain general rules. 

]But we are not at this moment going into this. Let's look at these 

projections, iks far as projections are concerned, we have two differ- 

ent kinds--again in some oversimpLification--one of which we call 

forecasting models and the other which we call decision models. Now 

I have to explain that a Little bit. A business man who wants to know 

whether he should increase his stock of inventory or get ready finan- 

cing for expansion, wants to have an answer from somebody as to the 

l i k e l i h o o d  t h a t  t h e  m a r k e t  w i l l  i n c r e a s e  by  5, 10, o r  20 p e r c e n t  o v e r  

a 5 - y e a r  p e r i o d .  We a r e  v e r y  o f t e n  a s k e d  t h a t  q u e s t i o n ,  and  we  

a l w a y s  s t a r t ,  "We l l ,  c o n s i d e r i n g  t h a t  t h e  c o l d  w a r  i n t e n s i f i e s  and  we  

h a v e  t h i s  o r  t ha t ,  o r  c o n s i d e r i n g  t h a t  t h e r e  m a y  be  no  i n c r e a s e  in  m i l i t a r y  

e x p e n d i t u r e s ,  and  c o n s i d e r i n g  t h a t  C o n g r e s s  w i l l  do t h i s  o r  t h a t ,  " and  
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by that time these men get impatient. They say, "No, we don't want 

to consider this or that. What do you think will happen to the market?" 

Now, if you come up with an answer because you are pressed to give 

an answer--Schopater once defined two kinds of problems as those 

which can be measured and those which cannot be answered by measur- 

ment. You clearly recognize and state the problems which you cannot 

answer by measurement, and after you have stated them, you go ahead 

and measure them. So, even with all the ifs, and buts, and so on, the 

business people need to get the best possible judgment on what is likely 

to happen. 

Therefore, the economic profession has developed national accounting 

projections which use certain probabilities which are derived from the 

past and then go ahead and make the best possible forecast. Also that 

is sometimes necessary for government, when we have, let's say, 

the Bureau of Reclamation considering an irrigation project. They come 

to the Department of Agriculture and say, "We think we will be growing 

more potatoes in that area. What do you think will be the market for 

potatoes ten years from now when this whole area will be in production?" 

Then they are told that there will be no market for potatoes then, no 

additional market for potatoes. Then they say, "We can't use these 

experts, " and they go ahead and build the irrigation system anyway. 

That's what I call the forecasting model. Now we come to the 

decision model. The decision model is more of the type where we have 
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a goal. For instance, in the cold war we have to do certain things. 

We know that the rate of grov~th of the American economy during the 

last few years was unsatisfactory. We want a growth rate, let's say, 

of 4 or 5 percent. Then we ask: What policies are needed in order to 

obtain such a rate of economic expansion? What kind of tax policy is 

needed? What kind of monetary policy is needed ? What have we to do 

about prices? And so on. That is the kind of question which we answer 

through the decision model. 

The difference is this: In the forecasting model the unknown is what 

we try to answer. The X is our equation. It is the total; it is the result. 

And what we assume is policy. If we make a forecast, we always must 

have in our minds some idea--in mathematics we call it the parameter-- 

what the tax policy will be. We take that for granted, perhaps as a 

continuation of present policies. If those policies continue, what will be 

the result ? That means, the total economic growth of what we have, 

the future market, is unknown, and we put in as known, the policy. 

In the decision model it is just the opposite. We set a goal, a target. 

Then we ask: What kind of policy variables are the policy measures ? 

We ask: What policies are needed in order to obtain that goal? 

The most important kind of national economic accounting is a com- 

bination of the forecasting and the decision models. Let me say it this 

way: In a fully regulated economy, in a wartime economy, we have to 
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c o m e  to  d e c i s i o n s .  In a d e m o c r a c y ,  w i th  f r e e  e n t e r p r i s e ,  wha t  we  

a r e  o p e r a t i n g  wi th  is  a m i x t u r e .  T h e r e  a r e  c e r t a i n  t h i n g s  fo r  w h i c h  

we  a r e  s e t t i n g  g o a l s .  F o r  i n s t a n c e ,  in  r e c e n t  y e a r s  o u r  g r o w t h  r a t e  

w a s  2 p e r c e n t  and the  R u s s i a n  g r o w t h  r a t e  w a s  6 to 7 p e r c e n t ,  and 

t h e r e  is  a d e f i n i t e  f e e l i n g  t ha t  t h i s  is  u n s a t i s f a c t o r y  and t ha t  we s h o u l d  

h a v e  a h i g h e r  r a t e  of g r o w t h .  But  we a r e  not  s e t t i n g  g o a l s  f o r  e a c h  

i n d i v i d u a l  b r a n c h ,  s u c h  as  e x a c t l y  how m a n y  toys  s h o u l d  be  p r o d u c e d  

f o r  C h r i s t m a s .  We a r e  i n t r o d u c i n g  into  o u r  goa l  and m e r g i n g  w i th  it  

c e r t a i n  f o r e c a s t s .  We say ,  

wha t  it  is  t ha t  p e o p l e  wan t .  

"If the whole economy grows, let's estimate 

If their income is rising, how much do they 

w a n t  of new c a r s ,  o r  r e f r i g e r a t o r s ,  o r  h i g h e r  q u a l i t y  food,  and so  o n . "  

So the  m o d e l  we a r e  b u i l d i n g  f o r  d e m o c r a t i c  p l a n n i n g  in  a f r e e  e n t e r -  

p r i s e  s y s t e m  i s  a m i x t u r e  of t h e s e  t o o l s .  C e r t a i n  s t r a t e g i c  i t e m s  a r e  

d e t e r m i n e d  as  a goal ,  and a l l  t he  r e s t  i s  d e t e r m i n e d  by  h y p o t h e t i c a l  

f o r e c a s t s .  Tha t  m e a n s ,  if t he  p o l i c y  is  g e a r e d  t o w a r d  t h e s e  g o a l s ,  t h e n  

we  t h i n k  i n d i v i d u a l s  w i l l  b e h a v e ,  c o n s u m e r s  and b u s i n e s s  w i l l  b e h a v e ,  in  

s o m e  m a n n e r .  

T h e r e  is  a d i f f e r e n c e  wi th  the  f i v e - y e a r  p l an .  When  we  f ind out  

t ha t  o u r  f o r e c a s t s ,  w h i c h  a r e  bu i l t  in, a r e  not  r i g h t ,  t h e n  we c o r r e c t  

o u r  e s t i m a t e s .  In the  Sov i e t  f i v e - y e a r  p lan ,  the  w h o l e  p l a n  i s  a l e g a l  

d e c r e e ,  and,  if  it  d o e s n ' t  d e v e l o p  as  p l a n n e d ,  t h e n  s o m e b o d y  h a s  v i o -  

l a t e d  a law,  w i th  a l l  t he  c o n s e q u e n c e s .  

Wel l ,  t h i s  i s  wha t  I w a n t e d  to p r e s e n t  to  you  as  a k ind  of p e d i g r e e  
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of 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 .  Now I wan t  to  s a y  b r i e f l y  t ha t  we 

h a v e  a n u m b e r  of d i f f e r e n t  s y s t e m s  of n a t i o n a l  a c c o u n t s .  As  we  have  

in  b u s i n e s s ,  we  h a v e  the  m a j o r  s y s t e m  of p r o f i t  and l o s s  s t a t e m e n t s  

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

r e l a t e d ;  but  t h e y  a r e  d i f f e r e n t  s y s t e m s .  So in 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  we  h a v e  the  n a t i o n a l  i n c o m e .  In T a b l e  I I h a v e  g i v e n  an 

e x a m p l e .  I g ive  you  on ly  one  f i g u r e - - t h e  t o t a l  of the  p r o d u c t i o n  of 

goods  and s e r v i c e s ,  w h i c h  we c a l l  GNP,  g r o s s  n a t i o n a l  p r o d u c t .  I 

gave  you  tha t  as  a s o r t  of b o a s t .  Th i s  s h o w s  t ha t  t h e s e  p r o j e c t i o n s  

a r e  not  e n t i r e l y  w i t h o u t  s o m e  p r o b a b i l i t y  of r e a l i z a t i o n .  

I g ive  you  in  one  l ine  a p r o j e c t i o n  w h i c h  was  p u b l i s h e d  in  t he  f a l l  

of 1952, f o r  1960, but  w i th  the  i n t e r m e d i a t e  y e a r s ,  

i t  w i th  the  a c t u a l s  in t h e  nex t  c o l u m n .  T h e r e  a r e ,  

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

At t i m e s  we  had b o o m s ,  w h e r e  the  a c t u a l s  e x c e e d e d  the  p r o j e c t i o n s ,  

and  at  t i m e s  we  had  r e c e s s i o n s ,  w h e r e  the  a c t u a l s  r e m a i n e d  b e l o w .  

But  in  g e n e r a l  t he  p i c t u r e  c o m e s  out  qu i te  a l l  r i g h t .  

On T a b l e  I I I  g ive  you  the  s a m e  g r o s s  n a t i o n a l  p r o d u c t ,  but  b r o k e n  

down  by the  m a i n  s e c t o r s  of the  e c o n o m y - - c o n s u m e r s ,  b u s i n e s s ,  i n t e r -  

n a t i o n a l ,  and g o v e r n m e n t .  Th i s  i s  a p r o j e c t i o n  f o r  the  y e a r  1970. Tha t  

i s  a l s o  b r o k e n  down by r e c e i p t s  and e x p e n d i t u r e s .  Tha t  i s  a k ind of 

doub le  e n t r y  b o o k k e e p i n g  s y s t e m  w h i c h  I m e n t i c n e d ,  and t h a t ' s  t h e  k ind 
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of thing we are using, for instance, for considering what would be the 

effect of, let's say, an increase in the national security expenditures 

by $20 billion, or a reduction by $20 billion, on the other sectors of 

the economy, and what policies are needed in order to accommodate 

such changes in policy in a manner that either depressions or inflations, 

if not avoided, are minimized. 

A second system of national accounts which has been used is the 

so-called inter-industry study, which concentrates on the relationship 

of industries, on the purchase and sale of industries. That is of par- 

ticular importance when you want to draw conclusions from the general 

economic development to one particular industry--how much steel will 

be needed, how much aluminum will be needed--and you assume a 

certain policy which you want to explore. 

That means, you assume we have an increase in national security 

by SP0 billion. So much of it goes for air procurement. You translate 

that into aluminum and all the other materials that go into that procure- 

ment. Then you can, through the input-output technique, or inter- 

industry studies, find out what the effect of that will be cn the various 

branches of industry and what increase in capacity will be needed. 

The third, for which [ have no example here, is the flow of fund 

study which is done by the Federal Reserve Board, particularly for 

monetary policy. That gives us the flow of income expenditures in 

a similar way to the national income accounts. But in the national income 
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c e r t a i n  t r a n s a c t i o n s  w a s h  out .  F o r  i n s t a n c e ,  i f  we have  s o m e w h e r e  

an i n c r e a s e  in l i qu id i t y  in a n o t h e r  p a r t  of t he  e c o n o m y  and a s t r a i n  

on f i n a n c i a l  r e s o u r c e s ,  our  t o t a l s  t h e r e  a r e  in  m a g n i t u d e  of p r o d u c t i o n  

of goods  and s e r v i c e s - - n o t  in  the  d e t a i l s  of the  m o n e t a r y  t r a n s a c t i o n s .  

Now the  F e d e r a l  R e s e r v e  h a p p e n s  to be i n t e r e s t e d  in  t h e s e  m o n e t a r y  

t r a n s a c t i o n s ,  so  t h e y  have  d e v e l o p e d  a k ind  of n a t i o n a l  a c c o u n t i n g  s y s -  

t e m  wh ich  g ives  t h e m  t h i s  i n f o r m a t i o n .  

F i n a l l y ,  we h a v e  h e r e  the  n a t i o n a l  b a l a n c e  s h e e t ,  w h i c h  g i v e s  us 

the  a s s e t s  and l i a b i l i t i e s .  S o m e  of t h e s e  a r e  h i g h l y  d e v e l o p e d ,  o t h e r s  

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

oped .  It is  p u b l i s h e d  fo r  the  pas t  by the  D e p a r t m e n t  of C o m m e r c e .  

P r o j e c t i o n s  f o r  the  f u t u r e  a r e  not  p u b l i s h e d  by any of t he  e x e c u t i v e  

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

The  Jo in t  E c o n o m i c  C o m m i t t e e  of C o n g r e s s  has  b e e n  u s i n g  p r o -  

j e c t i o n s  in to  the  f u t u r e  o v e r  t he  l a s t  d e c a d e ,  and t h e y  a r e  s t i l l  p u b l i s h -  

ing  s u c h  p r o j e c t i o n s .  B a s i c a l l y  t h e s e  p r o j e c t i o n s  in to  the  f u t u r e  a r e  

lef t  to p r i v a t e  r e s e a r c h  o r g a n i z a t i o n s .  

The  i n p u t - o u t p u t  o r  the  i n t e r - i n d u s t r y  s t u d y  was  d i s c o n t i n u e d  as 

one of t he  e c o n o m y  m e a s u r e s  in  1953. J u s t  t h i s  y e a r  it was  r e s u m e d  

by  the  D e p a r t m e n t  of C o m m e r c e  on a m u c h  s m a l l e r  s c a l e  t h a n  it was  

p r e v i o u s l y  done .  

The f low of fund a n a l y s i s  i s  done  in a r a t h e r  e x t e n s i v e  m a n n e r  by 

the  F e d e r a l  R e s e r v e  B o a r d .  
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The balance sheet approach is actually not used by the Government. 

We have some work done by the National Bureau of Economic Research, 

pioneering work by Raymond Goldsmith; also one Congressional com- 

mittee has also looked into that. But it is not an officially developed 

system. 

On this whole matter, in closing, let me say that we are in a way 

at the beginning of a develq0ment. National accounting, in the way I 

have demonstrated it to you, is a matter of the last 25 years. Much 

progress has been made both in the art of preparing such accounts and 

the art of using them. This, too, is an art. Much more progress needs 

to be made. The Budget Bureau two years ago appointed us, the National 

Bureau, to organize a committee for looking into needed improvements. 

That committee has presented a report to the Budget Bureau, to the 

Executive Bran ch, and also to Congress, and in this year's budget cer- 

tain steps were proposed and adopted by Congress which go a pretty good 

way toward realizing the improvements recommended by that committee. 

One of the recommendations was that these various accounting sys- 

tems should not be free-floating--one in Commerce, one in the Labor 

Department, one in the Federal Reserve--but that there should be an 

integration; they should remain where they are, decentralized, because 

various agencies focus on different aspects, but there should be some 

spot in the Government where they are pulled together so that at least 
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one can explain to the user why certain data come out differently in 

the different systems. 

Also it was felt that we need much more use of these data in 

the Executive Office of the President in the formulation of a consistent 

government program. We have too much lose talk. Sometimes some- 

body--not just somebody but sometimes a body of high authority like 

the National Security Council--determines the need for a certain policy 

that involves an increase in certain expenditures. That is determined 

and then ,  s o m e h o w ,  c o m e s  budge t  t i m e ,  

w e l l  and good,  but  we canno t  a f fo rd  it ." 

and t h e y  say,  " W e l l  tha t  is  

Now, t h e r e  i s  an a b s o l u t e  n e c e s s -  

i ty  of t e s t i n g  g o v e r n m e n t  p r o g r a m s  w h i c h  a r e  in  p r o c e s s  of f o r m u l a t i o n  

wi th  the  a id  of t h e s e  s y s t e m s ,  in  o r d e r  to  be,  f r o m  the  beg inn ing ,  a w a r e  

of the  e c o n o m i c  i m p l i c a t i o n s  and the  f i s c a l  i m p l i c a t i o n s ;  and not  have  

s o m e b o d y  w h i s p e r  in to  s o m e b o d y ' s  e a r ,  " T h a t ' s  v e r y  n ice ,  but you 

r e a l l y  c a n ' t  go fo r  that ;  tha t  e x c e e d s  what  we can  a f f o r d . "  

We th ink  we n e e d  to h a v e  th i s  s y s t e m  of e x a m i n a t i o n  as  a f o r m a l  

p r o c e d u r e ,  e s t a b l i s h e d  in  the  E x e c u t i v e  Off ice  of the  P r e s i d e n t ,  p a r -  

a l l e l  to the  f i n a n c i a l  e x a m i n a t i o n  w h i c h  we have  in  the  Budge t  B u r e a u .  

This  is  m y  own p r i v a t e ,  p e r s o n a l  i d e a .  I hope  I ge t  a l i t t l e  s u p -  

p o r t  fo r  i t .  

Thank you. 
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C O L O N E L  SMYS~ER: D r .  Colin is  r e a d y  f o r  y o u r  q u e s t i o n s .  

QUESTION:  D o c t o r ,  s i n c e  t he  R u s s i a n  e c o n o m i c  p o l i c y  i s  e s t a b -  

l i s h e d  f o r  s u c c e s s i v e  f i v e - y e a r  p e r i o d s  and o u r s  is  a d j u s t e d  as  n e e d e d ,  

w h a t  m u s t  we  s u b t r a c t  f r o m  o r  add to  the  R u s s i a n  r e p o r t s  of the  e c o n o m y  

in  o r d e r  to  a r r i v e  at  s o m e  i n t e l l i g e n t  c o m p a r i s o n  of g r o w t h ?  

DR.  COLM:  The  m o s t  r e c e n t  R u s s i a n  p l a n  i s  a s e v e n - y e a r  p lan .  

The  R u s s i a n s  u s e  d i f f e r e n t  c o n c e p t s  of n a t i o n a l  a c c o u n t i n g .  T h e y  a r e  

e x c l u d i n g  a l a r g e  p a r t  of the  s e r v i c e s  w h i c h  we  i n c l u d e .  T h i s  goes  

b a c k  to  the  c o n c e p t  of c l a s s i c a l  e c o n o m i c s ,  w h e r e  A d a m  S m i t h  and 

K a r l  M a r x  bo th  e x c l u d e d  s e r v i c e s ,  s a y i n g  t h e y  a r e  d e r i v e d  f r o m  i n c o m e  

and shou ld  not  be  i n c l u d e d .  T h a t ' s  one  r e a s o n  why  the  f i g u r e s  a r e  not  

c o m p a r a b l e .  

T h e r e  a r e  a l s o  o t h e r  r e a s o n s .  V e r y  c a r e f u l  s t u d i e s  h a v e  b e e n  

m a d e  of R u s s i a n  s t a t i s t i c s ,  r e c e n t l y  w i th  m o r e  s u c c e s s  t h a n  p r e v i o u s l y .  

Th i s  is  one  e f f e c t  of  t he  c h a n g e  f r o m  the  S t a l i n  e r a ,  t ha t  m u c h  m o r e  and,  

a c c o r d i n g  to e x p e r t s ,  m o r e  r e l i a b l e  i n f o r m a t i o n  has  c o m e  out  of t he  

S o v i e t  Union.  

The  o f f i c i a l  f i g u r e s  f o r  the  s e v e n - y e a r  p lan,  put  in t e r m s  c o m p a r a b l e  

to o u r  c o n c e p t s - - b u t  the  o f f i c i a l  f i g u r e s  a d Q p t e d - - p r o v i d e  f o r  a Little 

s l o w - d o w n  in the  f u t u r e  s e v e n  y e a r s  in c o n t r a s t  w i th  t h e  p r e v i o u s  f ive  

y e a r s .  But t he  r a t e  of i n c r e a s e  and the  g r o s s  n a t i o n a l  p r o d u c t  wou ld  

be  s o m e t h i n g  Like 9 p e r c e n t  p e r  y e a r .  The  s t u d i e s  of t he  A m e r i c a n  

e x p e r t s  b e l i e v e  tha t  t h i s  i s  an  e x a g g e r a t i o n ,  and  s o m e  of the  c o n s e n s u s  
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a m o n g  the  e x p e r t s  i s  t ha t  one  m u s t  e x p e c t  in r e a l i s t i c  t e r m s  a r a t e  

of g r o w t h  in  the  S o v i e t  Union  of b e t w e e n  6 and 7 p e r c e n t  g r o s s  n a t i o n a l  

p r o d u c t  p e r  y e a r .  Tha t  i s  in  a way,  I t h ink ,  p r e t t y  m u c h  the  c o n s e n s u s .  

Now tha t  c o n t r a s t s  w i th  an A m e r i c a n  p e r f o r m a n c e  o v e r  t h e  w h o l e  

p o s t w a r  p e r i o d  of a l i t t l e  b e t t e r  t h a n 3  p e r c e n t .  In r e c e n t  y e a r s  i t  w a s  

b e t w e e n  2 and 3 p e r c e n t .  Of c o u r s e  we d o n ' t  h a v e  a n y  o f f i c i a l  f i g u r e  

f o r  t h e  f u t u r e .  We h a v e  no s u c h  g o a l  w h i c h  has  j e l l e d .  We h a v e  s t a t e -  

m e n t s  f r o m  a v a r i e t y  of b o d i e s  who  h a v e  l ooked  in to  t ha t .  F o r  i n s t a n c e ,  

t h e  R o c k e f e l l e r  B r o t h e r s  F u n d ,  u n d e r  t he  l e a d e r s h i p  of  N e l s o n  R o c k e -  

f e l l e r ,  m a d e  a s t u d y  of t he  p r o b l e m .  T h e y  c a m e  out  w i th  5 p e r c e n t  a s  

s o m e t h i n g  w h i c h  is  (a) d e s i r a b l e  and (b) f e a s i b l e .  O t h e r  g r o u p s  h a v e  

m a d e  s t a t e m e n t s - - t h e  CED,  f o r  i n s t a n c e ,  of 3 p e r c e n t .  We h a v e  m a d e  

e s t i m a t e s  of tha t  and we c a m e  out w i th  4 . 4  p e r c e n t .  By  the  way ,  t h i s  

4 . 4  p e r c e n t  i s  not  j u s t  a f i g u r e  we  l ike;  t h i s  i s  the  r e s u l t  of h u n d r e d s  

of i n d i v i d u a l  f i g u r e s  t ha t  the  c o m p u t i n g  m a c h i n e  g a v e  us  and c a m e  out  

w i t h  4 . 4  p e r c e n t .  

But  tha t  r a t e  of  g r o w t h  does  r e q u i r e  s o m e  a d j u s t m e n t s  in o u r  p o l i c y .  

It w i l l  not  c o m e  out e n t i r e l y  by  i t s e l f .  But we t h i n k  t h i s  c o u l d  be  a c h i e v e d  

wi th  p o l i c i e s  w h i c h  we th ink  a r e  e n t i r e l y  f e a s i b l e  and r e a l i s t i c .  

I 'd  l ike  to e m p h a s i s e  tha t  I would  not  be  t oo  c o n c e r n e d  if the  R u s s i a n s  

h a v e  6 o r  7 p e r c e n t  and we h a v e  4 o r  5 p e r c e n t .  T h e r e  i s  a d i f f e r e n c e  

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

is still building up. I think of the automobile industry in the Soviet Union 
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as virtually starting from close to zero. Take our agricultural staple 

products. For Soviet Russia it is a matter of almost life and death to 

increase production of staple products. For us it is a matter not of 

life and death but of political survival to reduce the advancing abundance 

in certain things. 

What I am saying is that we shouldn't too much just look at these 

two figures. We should look at what we want to achieve. I think we 

have a lot to do in national security, in resource development, in 

economic and social programs, and so on, and in order to do these 

things within a reasonable time we need more growth than we have had 

in the past. But my criterion wculd be what is it we have todo, rather 

than engaging in a GNP statistical race. 

I don't know if I have answered your question. 

QUESTION: Dr. Colin, since we have been here we have had two 

opposed schools of economists talking to us--deflationists and inflation- 

ists. You propose that we have some economists advise the National 

Security Council. In view of the two different schools, could we have 

consistent economic policy from the National Security Council advice ? 

DR. COLM: 

Security Council, 

are two schools, 

stabilization, 

I don't know who is giving advice to the National 

because their reports are classified. But, if there 

one inflationists and one, let's say, on the side of 

we have some examples. We have Sumner Schlicter, 
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who says, 

growth. 

infla%ion. 

" I t ' s  bad h a v i n g  in f l a t ion ,  but  it i s  w o r s e  h a v i n g  i n a d e q u a t e  

So l e t ' s  have  g r o w t h  and a c c e p t  as  the  c o s t  s o m e  d e g r e e  of 

" T h e n  you have  a n o t h e r  s choo l ,  f o r  i n s t a n c e ,  r e p r e s e n t e d  

by C h a i r m a n  M a r t i n  and S e c r e t a r y  A n d e r s o n ,  S e c r e t a r y  of t he  T r e a s u r y ,  

who say,  " T h e  f i r s t  job i s  to k e e p  the  d o l l a r  s t a b l e .  " T h e y  w e r e  i m p r e s s e d  

by t h e i r  t r i p  a round  the  w o r l d .  In New De lh i  and so  an b a n k e r s  sa id ,  

"We a r e  b e g i n n i n g  to  d i s t r u s t  t he  d o l l a r . "  So t h e y  say ,  " W h a t e v e r  we 

do, th i s  is  the  m o s t  i m p o r t a n t  th ing .  Th i s  m a y  i m p a i r  e c o n o m i c  g r o w t h  

fo r  a whi l e ,  but in  the  end t h i s  g i v e s  us a s o u n d e r  e c o n o m y . "  

Now, I t h ink  bo th  a r e  w r o n g .  I t h i n k  t h e r e  i s  a t h i r d  s choo l ,  to 

w h i c h  I h a p p e n  to  a d h e r e ,  tha t  b e l i e v e s  tha t  b a s i c a l l y  the  two o b j e c t i v e s  

c an  be r e c o n c i l e d ;  we can  have  both .  If we i n c r e a s e  p r o d u c t i v i t y ,  and 

r e m o v e  o b s t a c l e s  to  p r o d u c t i v i t y ,  and s i t  down to  do s o m e  w o r k  u t i l i z i n g  

t e c h n o l o g i c a l  a d v a n c e s ,  and so  on, t h e n  I t h ink  we p r o m o t e  g rowth ,  and,  

by i n c r e a s i n g  the  s u p p l y  of goods ,  we a l s o  c r e a t e  the  b e s t  b a s i s  f r o m  

which we can fight inflation. 

reconcilable. 

NOW, 

short run. 

I think basically the two objectives are 

in the short run there is conflict. We have conflict in the 

For instance: Should we have now a restrictive credit 

poUcy in order to curtail demand, or an easier money policy in order 

to promote growth? One thing you have to remember is, a high interest 

rate also increases prices. It goes into the consumer credit. When 

you buy a refrigerator, you don't know what you buy. You do not only 
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b u y  the  r e f r i g e r a t o r ;  you  a l s o  pay  f o r  the  i n t e r e s t .  And the  pub l i c  

u t i l i t i e s ,  one b r a n c h  of i n d u s t r y  w h i c h  is  r e a l l y  g o i n g  on a l a r g e  

s c a l e  f o r  an  e x p a n s i o n  p r o g r a m ,  as  s o o n  as  it  p a y s  a h i g h e r  r a t e  of 

i n t e r e s t ,  i t  t u r n s  a r o u n d ,  goes  to  the  S ta te  C o m m i s s i o n  f o r  u t i l i t y  

r e g u l a t i o n ,  and,  w i thou t  any  q u e s t i o n ,  t ha t  is  a l e g i t i m a t e  c o s t  f a c t o r  

t ha t  goes  in to  o u r  p r i c e  s y s t e m .  

So i t  i s n ' t  so  e a s y  to a n s w e r  tha t  the  h igh  i n t e r e s t  r a t e  i s  the  b e s t  

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

c o m p l i c a t e d  p r o b l e m ,  w h e r e  m u c h  h a s  to  be  s a i d  on both  s i d e s .  But  

I do not  a c c e p t  t he  two t h e s e s :  F i r s t ,  in  o r d e r  to h a v e  g r o w t h  we h a v e  

to  s a c r i f i c e  s t a b i l i t y ;  s e c o n d ,  in  o r d e r  to  h a v e  s t a b i l i t y  we  h a v e  to 

s a c r i f i c e  g r o w t h .  I t h i n k  w e ' v e  got  to  do both ,  and,  f u n d a m e n t a l l y ,  

in  t he  l o n g e r  run ,  t he  s a m e  p o l i c i e s  w h i c h  help us  wi th  g r o w t h  a l s o  

h e l p  us on c u r b i n g  i n f l a t i o n .  In t he  s h o r t e r  r u n  we  h a v e  to  m u d d l e  

t h r o u g h - - s o m e t i m e s  m a k e  s o m e  c o n c e s s i o n s  on the  one  o r  t h e  o t h e r  

p o l i c y .  

QUESTION:  D o c t o r ,  I r e c o g n i z e  tha t  in  t e r m s  of m i c r o  e c o n o m i c s  

we  in t h i s  r o o m  c a n  p r o b a b l y  no t  a f f o r d  a d i s a r m a m e n t  p r o g r a m .  I a m  

c u r i o u s  as  to w h e t h e r  you  know wha t  c o n c l u s i o n s  t he  C o u n c i l  of E c o n o m i c  

A d v i s e r s  c a m e  to  w h e n  t h e y  a n a l y z e d  th i s  q u e s t i o n  of d i s a r m a m e n t  on 

a national basis. 

DR. COLM: First let me say that I am not aware that the Council 

of Economic Advisers has studied that problem. I have asked the 
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A d m i n i s t r a t i v e  A s s i s t a n t ,  a s h o r t  t i m e  ago,  b e c a u s e  I h e a r d  a r u m o r  

tha t  t h e y  had  a n a l y z e d  it ,  and t h e y  s a i d  t h e y  had  no t .  It m i g h t  be  tha t  

t h e r e  is  s o m e  c l a s s i f i e d  w o r k  d o n e .  I a m  not  a w a r e  of i t .  I h a v e  

p e r s o n a l l y ,  in t e s t i m o n y  b e f o r e  the  H u m p h r e y  C o m m i t t e e ,  d i s c u s s e d  

t h a t  q u e s t i o n ,  and I t h i n k  it  is  v e r y  i m p o r t a n t  to a n a l y z e  i t - - n o t  t ha t  

I t h i n k  we w i l l  j u m p  at  the  f o u r - y e a r  p lan .  If I h a v e n ' t  s p o i l e d  m y  

c h a n c e s ,  you  m a y  s e e  m e  h e r e  a g a i n - - b u t  I t h i n k  it i s  t e r r i b l y  i m p o r -  

t an t  to  a n a l y z e  the  q u e s t i o n ,  b e c a u s e  t h a t  is  t he  on ly  w a y  of f i g h t i n g  
on ly  

the  a r g u m e n t  tha t  we  n e e d  the  a r m a m e n t  p r o d u c t i o n / i n  o r d e r  to  k e e p  

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

d o n ' t  n e e d  it f o r  t ha t  p u r p o s e ;  we  do it  b e c a u s e  we  h a v e  to .  

I t h i n k  t ha t  if you  c o n s i d e r  the  p o s s i b i l i t y  of, l e t ' s  s a y ,  a $20 b i l l i o n  

r e d u c t i o n ,  f i r s t ,  you  w o u l d n ' t  do i t  o v e r n i g h t .  If you  did i t  o v e r n i g h t  

I t h i n k  t h e r e  would  be  a s e v e r e  r e p e r c u s s i o n  and s o m e  s e v e r e  a d j u s t -  

m e n t  wou ld  fo l low.  But it  cou ld  be  p r e p a r e d .  We h a v e  m a n y  u r g e n t  

p r o g r a m s .  I t h i n k  if  we  r e d u c e  m i l i t a r y  e x p e n d i t u r e s  by  $20 b i l l i o n  

a g r e a t  p a r t  of i t  cou ld  be  m a d e  up by  o t h e r  p r o g r a m s  of g r e a t  u r g e n c y .  

We h a v e  a w a t e r  d e v e l o p m e n t  p r o g r a m  of $50 b i l l i on ,  a p r o g r a m  of 

t he  D e p a r t m e n t  of C o m m e r c e  in  c o n n e c t i o n  wi th  o t h e r  a g e n c i e s .  Tha t ,  

I th ink ,  is  i n t e n d e d  to be  a 1 5 - y e a r  p r o g r a m ,  o r  s o m e t h i n g  l ike  tha t ,  

but  on ly  b e c a u s e  i t  is  f e l t  we  c a n n o t  a f f o r d  go ing  f a s t e r  do ing  t h i n g s  

w h i c h  n e e d  to be d o n e .  Wel l ,  you  cou ld  s t e p  up s u c h  a p r o g r a m .  

We know tha t  we  n e e d  s c h o o l s .  We know tha t  we  a r e  c o n t a m i n a t i n g  
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t he  a i r .  We know tha t  we s h o u l d  s t e p  up p e a c e t i m e  r e s e a r c h  and 

u t i l i z a t i o n  of s o m e  of the  d e f e n s e  r e s e a r c h  f o r  p e a c e t i m e  p u r p o s e s .  

So I t h i n k  a p a r t  of the  s h o c k  wou ld  be  a b s o r b e d  by  d o i n g  t h i n g s  t h a t  

we  now c a n  do on ly  v e r y  s l o w l y  and do t h e m  a Little f a s t e r .  

S e c o n d ,  I t h i n k  t h a t  s u c h  a d i s a r m a m e n t  wculd m a k e  c o n s i d e r a b l e  

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

f r o m  p r o c u r e m e n t  to  i n d i v i d u a l  p u r c h a s e s .  I d o n ' t  t h i n k  we h a v e  qu i t e  

r e a c h e d  the  s t a g e  o f - - w h a t  i s  i t  ? - - t h e  a f f l u e n t  s o c i e t y .  I t h i n k  if  

you  a sk ,  we  h a v e  s t i l l  15 o r  20 p e r c e n t  of o u r  f a m i l i e s  who  h a v e  an 

i n c o m e  in  o u r  c i t i e s  of l e s s  t h a n  $2, 000 and in  o u r  r u r a l  c o m m u n i t i e s  

of l e s s  t h a n  $1, 500.  We c a l l  t h i s  s u b s t a n d a r d .  If you  a s k  t h o s e  p e o p l e  

I d o n ' t  t h i n k  t h e y  w i l l  s a y  t ha t  t h e y  s u f f e r  by a f f l u e n c y .  

I t h i n k  s o m e t h i n g  c a n  s t i l l  be  done .  I l ike  to s t r e s s  tha t  I f e e l  t ha t  

t h e r e  is  n e e d  f o r  a r e a l  s t udy ,  a g o v e r n m e n t  s tudy ,  of t h i s  q u e s t i o n .  

The  S e n a t e  F o r e i g n  R e l a t i o n s  C o m m i t t e e ,  u n d e r  S e n a t o r  H , , m p h r e y ,  h a s  

done  a lot ,  but  I do t h i n k  tha t  t h i s  i s  s o m e t h i n g  the  E x e c u t i v e  B r a n c h  

s h o u l d  p i c k  up, not  b e c a u s e  I t h i n k  t h i s  i s  s o m e t h i n g  t ha t  w i l l  be r e a l i z e d  

w i t h i n  a s h o r t  t i m e ,  bu t  I t h ink  it i s  p a r t  of o u r  m i l i t a r y  p o s t u r e  to know 

tha t  we  h a v e  t h e s e  huge  e x p e n d i t u r e s - - a n d  p o s s i b l y  l a r g e r  o n e s  t h a n  

we a r e  h a v i n g  n o w - - n o t  in  o r d e r  to  k e e p  o u r  e c o n o m y  go ing  but  in o r d e r  

to s a y  we c a n  a l s o  m a n a g e  o t h e r w i s e .  

So, to c o m e  b a c k  to y o u r  q u e s t i o n ,  I d o n ' t  know of any  s t u d y  of 
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this problem in the Executive Branch of the Government. There is 

some study of it in Congress, and there may be classified work of which 

I am unaware, but I think this is something that should be done. 

COLONEL SIVI'YSER: Dr. Colin, speaking for all of us here, I 

want to tell you how much we appreciate your visit here this morning 

in the midst of your busy schedule. It was a very interesting lecture 

and a very interesting discussion period. Thank you. 
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