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ECONOMIC S T A B I L I Z A T I O N  

4 F e b r u a r y  1960 

C O L O N E L  REID:  G e n e r a l  Mundy,  G e n e r a l  H o u s e m a n ,  A d m i r a l  
P a t r i c k :  I have  b e e n  to ld  by a r e n o w n e d  p u b l i c - s p e a k i n g  e x p e r t ,  P r o -  
f e s s o r  S t e v e n s ,  that  m a n y  good s p e a k e r s  s t a r t  out t h e i r  s p e e c h  by  
r e l a t i n g  it to a h i s t o r i c a l  even t  wh ich  o c c u r r e d  on the  s a m e  da te  s o m e -  
t i m e  in pa s t  h i s t o r y .  I did qu i te  a bi t  of r e s e a r c h  to f ind s o m e t h i n g  
r e l a t e d  to th i s  day .  The  f i r s t  t h ing  I r a n  a c r o s s  was  the Y a l t a  Con-  
f e r e n c e ,  w h i c h  had o c c u r r e d  on 4 F e b r u a r y  1945. Going a l i t t l e  f u r t h e r  
b a c k ,  I found tha t  in  1787 t h e r e  has  b e e n  a t r e m e n d o u s  e a r t h q u a k e  at 
C a b a l i s ,  I t a ly ,  wh ich  k i l l e d  s o m e  50, 000 peop le .  Inc iden t ' a l ly ,  o u r  
f l e d g l i n g  N a t i o n  was  not qu i te  r e a d y  then  to a s s u m e  i t s  i n t e r n a t i o n a l  
c a t a s t r o p h e  r e l i e f  r o l e .  

But  I w a n t e d  to get  a l i t t l e  c l o s e r  to t o d a y ' s  s u b j e c t ,  and f i n a l l y  I 
found  i t .  On th i s  da te ,  4 F e b r u a r y ,  270 y e a r s  ago, the f i r s t  p a p e r  
m o n e y  was  i s s u e d  in A m e r i c a  to pay  the  s o l d i e r s  who fought  fo r  M a s s a -  
c h u s e t t s  in the  w a r  a g a i n s t  Q u e b e c .  

I r e a l i z e  tha t  m a n y  e m i n e n t  e c o n o m i s t s  have  p r e c e d e d  m e  h e r e  on 
th i s  p l a t f o r m  and tha t  the  q u e s t i o n  p e r i o d s  fo l l owing  t h e i r  t a l k s  have  on 
the  who le  b e e n  o u t s t a n d i n g .  I know that  s o m e  of you t ake  a l i t t l e  bi t  of 
t i m e  d u r i n g  the  l e c t u r e  to w r i t e  up q u e s t i o n s  to a s k  the  s p e a k e r  d u r i n g  
the  q u e s t i o n  p e r i o d ,  H o w e v e r ,  th i s  wi l l  not  be  n e c e s s a r y  d u r i n g  th i s  
l e c t u r e ,  b e c a u s e  the  q u e s t i o n  p e r i o d  fo r  t h i s  l e c t u r e  wi l l  be  p o s t p o n e d  
unt i l  y o u r  o r g a n i z a t i o n  m e e t i n g s  th i s  a f t e r n o o n .  

Now, l e t ' s  t ake  a l ook  at the  p o s i t i o n  tha t  o u r  Na t ion  is  in t o d a y .  
T h e s e  a r e  s o m e  of the  p r o b l e m s  wi th  wh ich  we a r e  f aced :  

1. K h r u s h c h e v  t a l k e d  to the  U . N .  in O c t o b e r  and  b r o u g h t  up the  
s u b j e c t  of d i s a r m a m e n t .  

2. T h e  s p i r i t  of C a m p  David ,  o r  Thaw,  wh ich  was  e s t a b l i s h e d  by  
P r e s i d e n t  E i s e n h o w e r  and K h r u s h c h e v  in O c t o b e r .  

3. T h e  U . N .  d e b a t e  on H u n g a r y .  

4. N e h r u  and  h is  b o r d e r  t r o u b l e s  and his  d i l e m m a  of c h o o s i n g  
b e t w e e n  C o m m u n i s t  China  and the  f r e e  w o r l d .  
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5. The  Pres iden tWs " J o u r n e y  to U n d e r s t a n d i n g "  in D e c e m b e r .  

6. NATO and the  F r e n c h  i n s i s t e n c e  on the  s e g r e g a t i o n  of f o r c e s .  

7. B e r l i n ,  wh ich  is  an a l w a y s  p r e s e n t  p r o b l e m  wi th  us .  

8. The  s t e e l  s t r i k e  s e t t l e m e n t ,  in  J a n u a r y .  

9. Two w e e k s  ago,  the P r e s i d e n t ,  in  h i s  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  to C o n g r e s s ,  s t a t e d  a con t i nu ing  d e t e r m i n a t i o n  to hold the  
l i ne  a g a i n s t  f u r t h e r  p r i c e  in f l a t ion .  

10. We have  the  s u m m i t  m e e t i n g  c o m i n g  up in May.  

11. Th i s  i s  a p r e s i d e n t s /  e l e c t i o n  y e a r .  

I t ' s  l i ke  open ing  P a n d o r a ' s  box and, a f t e r  a l l  the  f u r i e s  have  f lown,  
hope i s  le f t  in the  b o t t o m .  

E a c h  of t h e s e  i t e m s  c o n t a i n s  s e e d s  
q u e s t i o n s  in o u r  s e a r c h  fo r  s o l u t i o n s  to 
co ld  w a r ,  l i m i t e d  w a r ,  and ~ l l -ou t  w a r .  

of hope fo r  the m a n y  u n a n s w e r e d  
e c o n o m i c  s t a b i l i z a t i o n  in  the  

In the  F o u n d a t i o n s  Unit  l a s t  fa l l  we c o v e r e d  the p r i n c i p l e s  and t h e o r y  
of e c o n o m i e s .  In Uni t  V you  wi l l  app ly  t h e s e  p r i n c i p l e s  to the  n a t i o n a l  
and i n t e r n a t i o n a l  e c o n o m i c  p r o b l e m s  of the day.  Some a s p e c t s  of t h i s  
s u b j e c t  a r e  n a t u r a l l y  qu i t e  c o n t r o v e r s i a l .  In t h e s e  e a s e s  we inv i t e  y o u  
to r e a d ,  to l i s t e n ,  to d i s c u s s  the i s s u e s ,  and then  to a r r i v e  at  y o u r  own 
so lu t ion .  

You have  h e a r d  two o r  t h r e e  d i f f e r e n t  s i d e s  of the  v a r i o u s  e c o n o m i c  
p r o b l e m s  f r o m  th is  p l a t f o r m  o v e r  the  pas t  s ix  m o n t h s .  Some  s p e a k e r s  
have  s t a t e d  that  what  we r e q u i r e  i s  1 .5  to 2 p e r c e n t  i n f l a t ion  fo r  e c o -  
n o m i c  g r o w t h .  One s p e a k e r  s t a t e d  tha t  i n f l a t i on  p r e v e n t s  e c o n o m i c  
g r owth .  A n o t h e r  sa id ,  "We m u s t  r e d u c e  the  n a t i o n a l  debt,  " and a fo l -  
l owing  s p e a k e r  sa id ,  " T h e r e  is  no th ing  w r o n g  wi th  the  p r e s e n t  n a t i o n a l  
d e b t . "  T h e n  we had a s p e a k e r  who s t a t e d  tha t  what  we r e q u i r e  i s  a good 
m o n e t a r y  po l i cy .  He was  fo l l owed  by a F e d e r a l  R e s e r v e  B o a r d  s p e a k e r  
who s t a t e d  tha t  the  p r e s e n t  m o n e t a r y  p o l i c y  is  a d e q u a t e .  

Now you  a r e  going to have  the  o p p o r t u n i t y  of r e a s o n i n g  out  y o u r  
s o l u t i o n s  to o u r  e c o n o m i c  p r o b l e m s  and of p r e s e n t i n g  t hem f r o m  th i s  
p l a t f o r m  on 23 F e b r u a r y .  I ' m  s u r e  you  wi l l  a r r i v e  at an " e n g i n e e r i n g "  
so lu t ion .  
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Of c o u r s e ,  s o m e  of you m a y  not have  r e c e i v e d  the  s a m e  a n s w e r s  
f r o m  t h e s e  v a r i o u s  s p e a k e r s  that  I did.  We have  a lways  had t r o u b l e  with 
c o m m u n i c a t i o n  in  the  E n g l i s h  l anguage .  

I am r e m i n d e d  of a s t o r y  which  will  b r i n g  th is  out.  T h e r e  w e r e  
t h r e e  nuns  walk ing  t h rough  the  y a r d  of a conven t  one day.  E a c h  had 
jus t  r e c e i v e d  a $100 gift ,  and they  w e r e  d e c i d i n g  what t hey  w e r e  go ing  
to do with t h e i r  m o n e y .  The  f i r s t  nun sa id  that  she  would p r e s e n t  h e r s  
to the  l oca l  Ca tho l ic  c h a r i t i e s .  The  next  nun d e c i d e d  that  she  would 
g ive  h e r s  to the  Church .  The t h i r d  nun jus t  cou ldn ' t  qu i te  d e c i d e  what  
she  was go ing  to do with h e r  m o n e y .  Howeve r ,  she  r e c a l l e d  that  she  
had s e e n  a l i t t l e  u r c h i n  who p e r i o d i c s l l y  s tood by the  ga te  at the  Chu rch .  
She wa lked  to the ga te  and s u r e  enough,  h e r e  was the  l i t t l e  boy.  She 
d e c i d e d  h e r e  was one boy who was going to have  a w o n d e r f u l  C h r i s t m a s  
th i s  y e a r .  So, she  handed  h im the  $100, pa t t ed  h im  on the head ,  and 
sa id ,  "God speed .  " He took  off l i ke  a b i r d .  She d idn ' t  s e e  h im aga in  
fo r  a few days ,  and then  one  day he was s t and ing  out at the  ga te  m o -  
t i on ing  to h e r .  She wa lked  out.  The  l i t t l e  boy handed  h e r  $700. She 
sa id ,  " W h a t ' s  th i s  f o r ? "  He said ,  "God Speed  c a m e  in f i r s t  in the  
fifth. " 

Now, d u r i n g  the next  30 m i n u t e s  I wi l l  c o v e r  the  four  i t e m s  l i s t e d  
on th i s  cha r t :  

E c o n o m i c  C o n t r o l s  

S tab l i za t ion  in Na t iona l  E m e r g e n c i e s  

Current American Stabilization Scene 

I n t e r n a t i o n a l  E c o n o m i c  S tab i l i za t ion  

However ,  b e f o r e  I get  into the  i t e m s  on th i s  cha r t ,  it would be  
we l l  to de f ine  what  I m e a n  by e c o n o m i c  s t a b i l i z a t i o n  in th i s  t a lk  t h i s  
m o r n i n g .  In your  r e a d i n g  a s s i g n m e n t  in R-217 l a s t  n ight ,  we t a l k e d  
about what to do to b r i n g  e c o n o m i c  s t ab i l i t y  b a c k  o n c e  it has  b e e n  d i s -  
t u rb e d .  My c o n c e r n  in t h i s  t a lk  is  a de f in i t i on  which wil l  m a i n t a i n  
e c o n o m i c  s t ab i l i t y .  

3 
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Chart I, page 5. --The definition of economic stabilization is: 

That  s t a t e  of c o m p a r a t i v e  e q u i l i b r i u m  of p r i c e - c o s t - w a g e - p r o f i t  
r e l a t i o n s h i p  wi th in  a na t ion  wh ich  does  not r e s u l t  in i n f l a t i o n a r y  o r  
d e f l a t i o n a r y  f l u c t u a t i o n s  and p e r m i t s  the  m a i n t e n a n c e  of a c o m p e t i t i v e  
p o s i t i o n  fo r  that  n a t i o n ' s  goods  in wor ld  m a r k e t s .  

Th i s  d e f i n i t i o n  does  not conno te  e c o n o m i c  r i g i d i t y  but  it  does  i n f e r  
the  a b s e n c e  of v io l en t  o r  u n n e c e s s a r y  f l u c t u a t i o n s  to e c o n o m i c  e q u i l i b -  
r i u m .  S t ab i l i t y  does  not i m p l y  the a r r e s t  of a d e s i r a b l e  p r o c e s s  of 
c h a n g e  in e c o n o m i c  c o n d i t i o n s ,  n o r  does  it i n f e r  a s t a t i c  s i t u a t i o n .  It 
does  r e q u i r e ,  h o w e v e r ,  that  c h a n g e s  in e c o n o m i c  c o n d i t i o n s  be  g r a d u a l  
and o r d e r l y ,  so that  we m a y  a d j u s t  to t hem wi thout  undue  s o c i a l ,  p o l i t i -  
ca l ,  o r  e c o n o m i c  d i s t r e s s .  

A s s u m i n g  a c c e p t a n c e  of th i s  de f in i t ion ,  fo r  the  p u r p o s e s  of m y  ta lk ,  
what  a r e  the  t y p e s  of e c o n o m i c  c o n t r o l s ,  and  why do we n e e d  o r  d e s i r e  
e c o n o m i c  c o n t r o l s  to m a i n t a i n  s t a b i l i t y ?  

First, as to types: They fall into two immediate categories. 

D i r e c t  c o n t r o l s  a r e  t h o s e  c o n t r o l s  put into f o r c e  on ly  in  e m e r g e n -  
c i e s .  

I n d i r e c t  c o n t r o l s  a r e  t h o s e  c o n t r o l s  wh ich  a r e  in f o r c e  and  wi th  us 
e v e r y  day .  

L o o k i n g  f i r s t  at ou r  s i t u a t i o n  in t i m e s  of a c t u a l  con f l i c t ,  h i s t o r y  
s h o w s  tha t  t h e r e  e x i s t s  a s t r o n g  p o s t - D - d a y  t e n d e n c y  fo r  p r i c e s  to get  
out  of hand,  s h o r t a g e s  to deve lop ,  and fo r  p r o d u c t i o n  of m a t e r i a l s ,  
f i n i s h e d  goods ,  l a b o r ,  and  c a p i t a l  to be  d i v e r t e d  to u s e s  i n c o n s e q u e n t i a l  
to the  winn ing  of the w a r .  

C o n t r o l s  a r e  n e c e s s a r y  to r e s t r a i n  u n e s s e n t i a l  c o n s u m p t i o n ,  to 
keep  down the l e g a c y  of the  n a t i o n a l  debt ,  and  to c h a n n e l  a l l  r e s o u r c e s  
and  e f fo r t  in to  a r e a s  which  c o n t r i b u t e  m a t e r i a l l y  to the  w inn ing  of the  
w a r ,  and f u r t h e r ,  c o n t r o l s  a r e  r e q u i r e d  to p r o v i d e  an o r d e r l y  t r a n -  
s i t i on  b a c k  to a s t r o n g  p e a c e t i m e  e c o n o m y  upon the  c e s s a t i o n  of h o s t i l -  
i t i e s .  
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With the evolution of our industrial economy, our experience after 
various wars and during depressions, the peacetime role of the Govern- 
ment in regulating our free-enterprise system to achieve both social 
and economic ends has in contemporary society gained general accept- 
ance, even though all may not be in complete agreement with the 
Government in its manner of handling particular situations. 

C h a r t  2, p a g e  7 . - - S o m e  of  t h e  m o r e  c o m m o n  e c o n o m i c  c o n t r o l s ,  
u s e d  w h e n e v e r  t h e  G o v e r n m e n t  d e c i d e s  t h a t  t h e y  a r e  n e c e s s a r y ,  a r e :  
m o n e t a r y  p o l i c y ,  o r  c o n t r o l s  o n  t h e  o p e n - m a r k e t  p u r c h a s e s  o f  b o n d s  
a n d  s e c u r i t i e s  a n d  s a l e s  o f  G o v e r n m e n t  s e c u r i t i e s ,  d i s c o u n t  r a t e s  a n d  
o p e r a t i o n s ,  a n d  c h a n g e s  in  r e s e r v e  r e q u i r e m e n t s  o f  F e d e r a l  R e s e r v e  
m e m b e r  b a n k s .  

C h a r t  3, p a g e  8 . - - T h e  F e d e r a l  R e s e r v e  B o a r d ,  y o u  w i l l  r e c a l l ,  
c a n  m a k e  m o n e y  e a s i e r  b y  b l o w i n g  a b r e a t h  o f  l i f e  o n  i t ,  a s  y o u  s e e  o n  
t h e  l e f t ,  o r  t i g h t e r ,  b y  q u e n c h i n g  o v e r e x u b e r a n c e ,  d e p e n d i n g  o n  t h e  
m a n i p u l a t i o n  o f  t h e s e  c o n t r o l s .  

Under credit controls we have consumer credit, home mortgage 
loans, farm loans, and small business loans. These are handled by 
other Federal agencies. 

Fiscal controls, or those controls which provide the Government 
with the ability to obtain income and make expenditures, are closely 
related to monetary controls. Fiscal policy affects the total volume of 
national spending, taxing away from private sectors and spending 
amounts greater or less than those collected. The most influential 
fiscal measures involve deficit or surplus budgets, reducing or increas- 
ing aggregate demands, and thus providing inflationary or deflationary 
impulses to our economy. 

Another indirect control is moral suasion. This was used very 
effectively during World War II, reference the bond drives, and it 
has been used by the present Administration at different times with 
varying degrees of effectiveness. Moral suasion has a difficult time 
in persuading individuals to act against what they consider to be their 
own best economic interests, unless it is accompanied by more direct 
measures or there is a general realization of an overpowering need for 
the recommended action. 
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While  i n d i r e c t  c 0 n t r o l s  i n f l uence  the o v e r a l l  f i nanc i a l  e n v i r o n m e n t ,  
d i r e c t  c o n t r o l s  act  m o r e  s p e c i f i c a l l y  upon the  ind iv idua l  and the  f i r m  in 
t h e i r  b u s i n e s s  t r a n s a c t i o n s .  D i r e c t  c o n t r o l s  s u p p l e m e n t  and a c c e n t u a t e  
the i n d i r e c t  c o n t r o l s .  They  dea l  d i r e c t l y  with the e f f ec t s  of i n s t a b i l i t y  
and, in c o m b i n a t i o n  wi th  the  i n d i r e c t  c o n t r o l s ,  d i r e c t  c o n t r o l s  t r e a t  the  
r e a l  c a u s e s  which  r e l a t e  to e x c e s s e s  of d e m a n d  and p u r c h a s i n g  p o w e r  
r e l a t i v e  to the a m o u n t  of a v a i l a b l e  p r o d u c t s .  

Although I may have left the impression that it is the amount of 
money available that causes disequilibrium, the real cause is not the 
amount but how the money is spent. How much people spend in any 
period depends on many factors. The size of their current incomes, 
the difference between current incomes and past incomes, and what they 
think might happen to their incomes in the future are all important. 

The s p e n d i n g  of the  publ ic  is  a l so  a f f ec t ed  by p r i c e s ,  by what  peop l e  
th ink  is  going  to happen  to p r i c e s  in the  fu tu re ,  by the a m o u n t  of l iqu id  
s a v i n g s  they  have ,  and by the  amoun t  of t h e i r  n o t - s o - l i q u i d  ho ld ings ,  
such  as h o m e s  and s e c u r i t i e s .  

Businessmen, like consumers, also consider their income, assets, 
liquidity, future needs and profits prospects, plus their confidence in 
the future of the economy, in making their own spending decisions. 

Thus ,  we conc lude  that  m o n e t a r y  and f i s c a l  c o n t r o l s  p lay  an i m p o r -  
tant  p a r t  in d e t e r m i n i n g  the  s i ze  and the  n a t u r e  of our  n a t i o n a l  output  in 
p e a c e  and in war  and in that  p e c u l i a r  s i t ua t ion  which  we f ind o u r s e l v e s  
in today,  that  i n - b e t w e e n  s ta te ,  the  co ld  war .  

P r i c e s ,  of c o u r s e ,  a r e  only  one  ind ica t ion ,  a l though  an i m p o r t a n t  
one ,  of the  e c o n o m i c  d i s l o c a t i o n s  of w a r t i m e .  L e t ' s  look  at the r a n g e  
of c o m m o d i t y  p r i c e s  in the Uni t ed  Sta tes  for  m a j o r  war  p e r i o d s  o v e r  
the  pas t  150 y e a r s .  

Char t  4, page  1 0 . - - ( C o m m o d i t y  P r i c e  Index  in  Majo r  War  P e r i o d s )  
Note  that  th i s  c h a r t  i s  b r o k e n  down into four  a r e a s :  

B e f o r e  the  w a r s  

About the  p e a k  of the  w a r s  

F i v e  y e a r s  a f t e r  the peak  

Ten  y e a r s  a f t e r  the p e a k  
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I t  s t a r t s  o f f  w i t h  t h e  W a r  o f  1812,  a n d  i n c l u d e s  t h e  W a r  B e t w e e n  t h e  
S t a t e s ,  W o r l d  W a r  I, a n d  W o r l d  W a r  I I .  In  e a c h  i n s t a n c e  o f  o u r  e n g a g e -  
m e n t  in  a m a j o r  w a r ,  p r i c e s  h a v e  s k y r o c k e t e d  t r e m e n d o u s l y ,  a n d ,  u p o n  
t h e  c o n c l u s i o n  of  t h e  w a r ,  t h e y  h a v e  c o m e  b a c k  d o w n  to  r e l a t i v e  p r i c e s  
a g a i n .  T h i s  h a p p e n e d  in  e a c h  c a s e  e x c e p t  f o r  W o r l d  W a r  I I .  P r i c e s  
s t a r t e d  d o w n  a t  t h e  e n d  of  W o r l d  W a r  II ,  a n d  t h e n  t h e  K o r e a n  W a r  c a m e  
a l o n g  a n d  t h e y  s k y r o c k e t e d  o n c e  a g a i n ,  d r o p p e d  o f f  b y  a p p r o x i m a t e l y  12 
p e r c e n t ,  a n d  t h e n  o u r  c o m m o d i t y  p r i c e s  g r a d u a l l y  l e v e l e d  of f  a n d  h a v e  
r e m a i n e d  f a i r l y  s t a b l e  up  to  t h i s  p o i n t .  

T h i s  s h o u l d  b r i n g  up t h e  q u e s t i o n :  W h y ?  I s  t h i s  m e r e l y  a p o s t -  
p o n e m e n t  o f  p a s t  w a r s '  p a t t e r n s  w h i c h  m a y  c a t c h  up  w i t h  us  a g a i n  a t  
a n y  t i m e  ? I s  t h i s  a r e s u l t  o f  t h e  m a n i p u l a t i o n  of  t h e  m o n e t a r y  r a t e  by  
t h e  F e d e r a l  R e s e r v e  B o a r d ?  O r  i s  t h i s  a c o m b i n a t i o n  o f  t h e  a c t i o n s  
t a k e n  b y  t h e  G o v e r n m e n t  u n d e r  t h e  E m p l o y m e n t  A c t  o f  1946 ? 

R e m e m b e r ,  i n  l o o k i n g  a t  t h i s  c h a r t ,  t h a t  o u r  s y s t e m s  of  c o n t r o l s  
w e r e  n o t  s o  s o p h i s t i c a t e d  e a r l i e r  in  o u r  h i s t o r y  a n d  t h a t  t h e  F e d e r a l  
R e s e r v e  B o a r d  w a s  n o t  e s t a b l i s h e d  u n t i l  1913.  R e m e m b e r  a l s o  t h a t  
t h e  c o s t  o f  w a r  h a s  b e e n  a c c e l e r a t i n g  at  an  a s t r o n o m i c a l  r a t e ,  s o m e  
c l a i m  b y  m u l t i p l e s  o f  10, a n d  t h a t  a s  a r e s u l t  t h e  p r e s s u r e s  o n  o u r  
e c o n o m y  h a v e  c o n s e q u e n t i a l l y  b e c o m e  g r e a t e r .  T h u s ,  o u r  N a t i o n  h a s  
f o u n d  i t  n e c e s s a r y  i n  e a c h  s u c c e s s i v e  w a r  t o  e m p l o y  s t r o n g e r  a n d  m o r e  
n u m e r o u s  c o n t r o l s  in  o r d e r  to  r e d u c e  t h e  s t r a i n s  on  o u r  e c o n o m y .  

I s h a l l  no t  d w e l l  l o n g e r  o n  t h e  h i s t o r i c a l  a s p e c t s  o f  c o n t r o l s  a n d  
s t a b i l i z a t i o n ,  a s  t h e r e  i s  a w e a l t h  o f  m a t e r i a l  a v a i l a b l e  in  t h e  l i b r a r y  
o n  t h i s  s u b j e c t .  We w i l l  a l l  a g r e e ,  I b e l i e v e ,  t h a t ,  i f  we  a r e  g o i n g  to  
s u r v i v e  in  e i t h e r  a l i m i t e d  o r  an  a l l - o u t  w a r ,  we  m u s t  h a v e  a s t r o n g  
e c o n o m y  d u r i n g  t h i s  c o l d - w a r  p e r i o d .  

M e a n w h i l e - - b a c k  a t  t h e  r a n c h - - o r  f o r  t h o s e  o f  y o u  who  h a v e  no  
5 - t o  1 5 - y e a r  o l d s  w a t c h i n g  T V  w e s t e r n s - - I  d i r e c t  y o u r  a t t e n t i o n  to t h e  
t h i r d  i t e m  o n  o u r  c h a r t ,  t h e  c u r r e n t  A m e r i c a n  s t a b i l i z a t i o n  s c e n e .  

I m e n t i o n e d  e a r l i e r  t h a t  a n u m b e r  o f  o u r  s p e a k e r s  d u r i n g  t h e  
F o u n d a t i o n s  U n i t  h a d  c o m m e n t e d  t h a t  t h e y  s a w  n o t h i n g  w r o n g  w i t h  a 
s m a l l  a m o u n t  o f  i n f l a t i o n .  I t  h a s  b e c o m e  c o m m o n p l a c e  to  s a y  t h a t  
g r a d u a l  o r  c r e e p i n g  i n f l a t i o n  i s  a n e c e s s a r y  c o m p a n i o n  to  e c o n o m i c  
g r o w t h .  E v e n  p e o p l e  w h o  r e c o g n i z e  t h e  e v i l s  o f  i n f l a t i o n  w o n d e r  i f  p r i c e  
s t a b i l i t y  c a n  b e  a c h i e v e d  o n l y  a t  t h e  c o s t  o f  s t o p p i n g  e c o n o m i c  g r o w t h .  
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L a s t  Ju ly  at  the Un i t ed  Na t ions  E c o n o m i c  and  S e c u r i t y  Counc i l ,  
Un i t ed  Na t ions  S e c r e t a r y  Dag H a m m a r s k j o l d  a s k e d  w h e t h e r  the e c o -  
n o m i c a l l y  d e v e l o p e d  na t ions  w e r e  not pay ing  too m u c h  a t t e n t i o n  to the 
d a n g e r s  of p r i c e  in f l a t ion  and too l i t t le  to the n e e d s  for  e c o n o m i c  g r o w t h .  
Mr .  H a m m a r s k j o l d  said:  

"Are we not, perhaps, rather inclined to resolve the conflict between 
stability and growth too exclusively in favor of stability, to the detriment, 
to the vigor and dynamism so characteristic of the world economy during 
the first postwar decade. " 

R e p l y i n g  to Mr .  H a m m a r s k j o l d ,  Mr .  R o g e r  Auboin ,  f o r m e r  g e n e r a l  
m a n a g e r  of the Bank of I n t e r n a t i o n a l  S e t t l e m e n t s  and the F r e n c h  r e p r e -  
s e n t a t i v e  of the Counc i l ,  po in ted  out F r a n c e ' s  e x p e r i e n c e  wi th  the m e a s -  
u r e s  i n t r o d u c e d  by P r e s i d e n t  De Gau l l e  in 1958 to s top  what  had b e e n  a 
con t inuous  p e r i o d  of in f l a t ion  in F r a n c e  s i n c e  Wor ld  War  I. Mr .  Auboin  
sa id:  

"The reforms have not accentuated the slowdown in business; quite 
the contrary, they have brought about a recovery which is now unmis- 
takable . An entirely new situation has thus emerged in France--a 
situation eminently favorable to vigorous expansion. This will enable 
my country to keep its place among other industrial nations that are now 
resuming their march forward. " 

A n o t h e r  vo te  fo r  p r i c e  s t a b i l i t y  c a m e  f r o m  Mr .  K a r l  B l e s s i n g ,  the  
p r e s i d e n t  of the  G e r m a n  C e n t r a l  Bank,  at  the  W o r l d  Bank and  Fund  
M e e t i n g  in O c t o b e r .  Mr .  B l e s s i n g  s ta ted :  

"We have listened with some surprise to discussion that conveyed 
the impression that there might be a possible conflict or even an incom- 
patibility between a policy of monetary stability and a policy of economic 
growth. 

"In our  m i n d s  t h e r e  is no doubt  w h a t s o e v e r  tha t  t h e r e  is no con f l i c t  
b e t w e e n  s t a b i l i t y  and g rowth .  And even  m o r e ,  we a r e  f i r m l y  c o n v i n c e d  
that  s t a b i l i t y  is  one of the  m a i n  p r e r e q u i s i t e s  of s u s t a i n e d  g r o w t h .  

"This conviction is based on theoretical consideration as well as on 
experience. Germany's postwar development, in my opinion, shows 
clearly that a policy of monetary stability pays good dividends in eco- 
nomic growth. " 

12 



6 8 5  

Inflation provides an insecure basis for growth. All history shows 
that inflation never goes on forever. As Mr. Per Jacobsson, Managing 
Director of the International Monetary Fund, a distinguished inter- 
national economist and, incidentally, one of our lecturers later in this 
unit, has noted, inflationary methods of finance do not provide a durable 
basis for sustained growth. Reliance on them "is bound sooner or 
later--and often sooner rather than later--to result in monetary c r i s i s . "  

It i s  b e t t e r  to f o r e s t a l l  c r i s i s  and knock  out the d i s e a s e .  But 
even  this.  can  be pa infu l .  Mr .  J a c o b s s o n  poin ts  out that  " the  i m p l e -  
m e n t a t i o n  of a s t a b i l i z a t i o n  p r o g r a m  d e s i g n e d  to e l i m i n a t e  in f l a t ion  
wi l l  a l m o s t  i n v a r i a b l y  be fo l lowed  by a p e r i o d  in which  c e r t a i n  h a r d -  
sh ip s  a r e  e x p e r i e n c e d  and the  r a t e  of e c o n o m i c  e x p a n s i o n  s o m e w h a t  
r e d u c e d . "  Thus  d r a s t i c  r e t r e n c h m e n t  b e c o m e s  the  p r i c e  to c r e a t e  the  
b a s i s  fo r  r e s u m e d  e c o n o m i c  g rowth .  

Y o u r  c l a s s m a t e s ,  D r s .  P a r k e r ,  U .S .  Navy, and T i m m e r m a n ,  
U . S .  A r m y ,  would say  in t h e i r  own i n e v i t a b l e  m e d i c a l  m a n n e r ,  the 
b e s t  t h ing  is  to avoid  the  d i s e a s e  e n t i r e l y .  

Dr .  W i n f r e d  R e e f l e r ,  a s s i s t a n t  to the C h a i r m a n  of the  F e d e r a l  
R e s e r v e  Boa rd ,  s p e l l e d  out the r e a s o n s  "why in f la t ion  i s  the  e n e m y  
to g rowth"  b e f o r e  the S tanford  U n i v e r s i t y  B u s i n e s s  C o n f e r e n c e  in 
Augus t .  Dr .  R e e f l e r  po in ted  out that  in f l a t ion  a g g r a v a t e s  i n s t a b i l i t y  in  
o u r  e c o n o m y .  O v e r s p e c u l a t i o n  in i n v e n t o r i e s  and p r e m a t u r e  add i t i ons  
to p lant  capac i ty ,  in o r d e r  to bea t  p r i c e  r i s e s ,  have  an i n e v i t a b l e  
a f t e r m a t h  of r e c e s s i o n  as i n v e n t o r i e s  a r e  cut back  and e x c e s s  p lan t  
c a p a c i t i e s  b e c o m e  w i d e s p r e a d .  

M o r e o v e r ,  Dr .  R e e f l e r  fe l t ,  i n f l a t ion  and the e x p e c t a t i o n  of i n -  
f l a t ion  would  " i m p a i r  the  qua l i ty  of m a n a g e m e n t  i n v e s t m e n t  d e c i s i o n s  
and thus  p r o m o t e  the m i s 0 ] l o c a t i o n  of c a p i t a l . "  As a resu l t  n a t i o n s  
would  get  " l e s s  g r o w t h  p e r  d o l l a r  of i n v e s t m e n t "  d u r i n g  i n f l a t i o n a r y  
p e r i o d s .  He a l so  s t r e s s e d  the  a d v e r s e  e f fec t  of i n f l a t ion  on s a v i n g s .  

In f la t ion  e v e n t u a l l y  b r i n g s  about a b a l a n c e - o f - p a y m e n t s  c r i s i s .  
We a r e  in  the  p o s i t i o n  now w h e r e  r i s i n g  c o s t s  in  ou r  c o u n t r y  a r e  p r i c i n g  
o u r  goods  out of w o r l d  m a r k e t s  and at the  s a m e  t i m e  our  i n f l a t e d  p r i c e s  
h e r e  at h o m e  a r e  c r e a t i n g  a d e m a n d  fo r  i m p o r t e d  goods .  F o r  a t i m e  
our  gold and f o r e i g n  e x c h a n g e  r e s e r v e s  c o v e r e d  e s s e n t i a l  i m p o r t s ,  but 
we a r e  r e a c h i n g  the  point  now w h e r e  the  d a n g e r  of d e v a l u a t i o n  is  d r i v i n g  
m o n e y  into s h o r t - t e r m  c l a i m s  aga ins t  the Un i t ed  S ta tes ,  the l i q u i d a t i o n  
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of which could send money out of this country. At the same time long- 
term demands for moneyare driving interest rates even higher. 

It i s  o f ten  o v e r l o o k e d  that  the Un i t ed  Sta tes  r e c o r d e d  one of the  
m o s t  r a p i d  g r o w t h  p e r i o d s  in i t s  h i s t o r y  d u r i n g  the  a l m o s t  30 y e a r s  
fo l lowing  the  War  b e t w e e n  the S ta t e s .  Dur ing  th i s  p e r i o d  t h e r e  was  a 
c o n s i d e r a b l e  d e c l i n e  of p r i c e s .  P r o d u c t i o n  a l m o s t  t r i p l e d  f r o m  1869 
to 1896 whi le  p r i c e s  d e c l i n e d  29 p e r c e n t .  A c c o r d i n g  to s t u d i e s  m a d e  
by P r o f e s s o r  S imon  Kuzne t s  at the Na t iona l  B u r e a u  o f  E c o n o m i c  R e -  
s e a r c h ,  the  Un i t ed  S ta tes  g r o s s  na t i ona l  p roduc t ,  m e a s u r e d  in  c o n s t a n t  
d o l l a r s ,  r o s e  4. 9 p e r c e n t  pe r  y e a r ,  c o m p o u n d e d  annua l ly ,  d u r i n g  t h i s  
p e r i o d ,  1869 to 1896. Net  cap i t a l  f o r m a t i o n - - t h a t  i s  the  a d m i s s i o n s  to 
the  N a t i o n ' s  p lant  and e q u i p m e n t ,  which  a r e  the  founda t i ons  of  f u tu r e  
g r o w t h - - i n c r e a s e d  5.7 p e r c e n t  p e r  y e a r  d u r i n g  th i s  p e r i o d .  Th i s  
e x p e r i e n c e  r e f u t e s  the  i dea  that  in f l a t ion  is  n e c e s s a r y  fo r  e c o n o m i c  
g rowth .  

S e c r e t a r y  of the T r e a s u r y  A n d e r s o n  po in t s  out the  l a t e r  p e r i o d s  in 
ou r  h i s t o r y .  He s t a t ed :  

" F r o m  1910 to 1915, fo r  e x a m p l e ,  m a n u f a c t u r i n g  p r o d u c t i o n  i n -  
c r e a s e d  30 p e r c e n t  whi le  p r i c e s  showed  m o d e r a t e  d e c l i n e .  D u r i n g  the  
d e c a d e  of the  1920 's ,  we had one of the m o s t  no tab le  p e r i o d s  of  s u s -  
t a i n e d  e c o n o m i c  g rowth  in the  h i s t o r y  of ou r  c o u n t r y  p r i o r  to Wor ld  
War II, with n a t i o n a l  output  r i s i n g  50 p e r c e n t  in e ight  y e a r s .  And yet ,  
t h i s  d e c a d e  was c h a r a c t e r i z e d  by r e m a r k a b l e  p r i c e  s t ab i l i t y .  B e t w e e n  
1951 and 1955, aga in  a p e r i o d  c h a r a c t e r i z e d  by r e l a t i v e  s t ab i l i t y  in the  
b r o a d  i n d e x e s  of w h o l e s a l e  and c o n s u m e r  p r i c e s ,  we r e a c h e d  the m o s t  
p r o s p e r o u s  l e v e l s  a t t a ined  in our  e c o n o m y  up to that  t i m e . "  

S e c r e t a r y  A n d e r s o n  i m p l i e s  what we a l l  s u s p e c t ;  m o s t  of the  p r i c e  
in f l a t ion  in the  h i s t o r y  of the Un i t ed  S ta tes  has  b e e n  e i t h e r  the  a c c o m -  
p a n i m e n t  o r  the  a f t e r m a t h  of war .  H i s t o r y  shows  that ,  in p e r i o d s  
u n in f l u enced  by war  e m e r g e n c i e s ,  g rowth  goes  h a n d - i n - h a n d  wi th  r e l -  
a t i v e l y  s t ab l e  p r i c e s .  

To quote  f r o m  a n o t h e r  e c o n o m i s t ,  Ne i l  H. Jacoby ,  Dean  of the  
U C L A  G r a d u a t e  School  of B u s i n e s s ,  s u m m e d  up the  r e c o r d  in Ju ly  
before a life insurance symposium in New York. Dr. Jacoby said: 

" Most thoughtful Americans have come to this conclusion: If 
individual prices and movements of capital are flexible, as a result  of 
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a d e q u a t e  c o m p e t i t i o n  in open m a r k e t s  and in a b s e n c e  of g o v e r n m e n t a l  
i n t e r f e r e n c e  with  f a r m  and o t h e r  p r i c e s ,  then  the r e a l  g r o w t h  of the  
Un i t ed  S ta tes  e c o n o m y  is f o s t e r e d  by a d o l l a r  of s t a b l e  v a l u e .  E v e n  a 
g r a d u a l  i n f l a t ion  of the  p r i c e  l eve l ,  once  it b e c o m e s  g e n e r a l l y  e x p e c t e d ,  
i m p e d e s  r e a l  g rowth .  It r e s u l t s  in l e s s  s a v i n g s ,  m i s d i r e c t e d  i n v e s t -  
m e n t ,  s p e c u l a t i o n ,  l o o s e r  m a n a g e m e n t ,  and l o w e r  p r o d u c t i v i t y .  When 
peop le  expec t  l o n g - r u n  s t a b i l i t y  in the  p r i c e  l eve l ,  t h e i r  b e h a v i o r  p r o -  
m o t e s  the g r o w t h  of p r o d u c t i o n .  " 

The  i n s t a b i l i t y  of the  n u m e r o u s  g o v e r n m e n t s  of F r a n c e  f r o m  the  end 
of W o r l d  W a r  I unt i l  l a te  1958 is  a t t r i b u t a b l e  in a l a r g e  p a r t  to an  in f l a -  
t ion  which  cut  the v a l u e  of the  f r a n c  f r o m  20 c e n t s  in 1914 to o n e - q u a r t e r  
of a cen t  in l a t e  1959. The  r i s e  to p o w e r  of H i t l e r  in G e r m a n y  c e r t a i n l y  
m a y  be a t t r i b u t e d  in a l a r g e  p a r t  to the  t e r r i b l e  h a r d s h i p s  i n f l i c t e d  on 
the  G e r m a n  peop le  and the deep  s o c i a l  u p h e a v a l s  c r e a t e d  by the c o l l a p s e  
of the m a r k  a s  a r e s u l t  of the  f lood of p r i n t i n g  p r e s s  m o n e y .  A m o r e  
r e c e n t  e x a m p l e  is the  fa l l  of the N a t i o n a l i s t  C h i n e s e  G o v e r n m e n t  on the  
M a i n l a n d  and the  c o n s e q u e n t  t ak ing  o v e r  of China  by the C o m m u n i s t s .  
Th i s  h a p p e n e d  when  the C h i n e s e  d o l l a r  in r e l a t i o n  to the  Uni t ed  Sta tes  
d o l l a r  f e l l  to $8. 683 m i l l i o n  C h i n e s e  to $1, Un i t ed  S ta t e s .  

Some  of our  f acu l ty  m e m b e r s  have  quoted  Confuc ius  and s o m e  Sun 
Y a t - s e n .  I would l ike  to quote  f r o m  a l i t t l e - k n o w n  C h i n e s e  author ,  
Chang  K i - g n a w ,  f o r m e r  p r e s i d e n t  of the Bank of China ,  in a book which  
he w r o t e  to point  out what  h a p p e n e d  p r i o r  to and d u r i n g  the  fa l l  of the  
N a t i o n a l i s t  C h i n e s e  G o v e r n m e n t .  He sa id:  

"Not  p o s s e s s i n g  the  w i s d o m  and  c o u r a g e  to u n d e r t a k e  u n p o p u l a r  
m e a s u r e s ,  the  g o v e r n m e n t  could  of c o u r s e  have  r e d u c e d  the s c a l e  of i ts  
s p e n d i n g .  But it p e r s i s t e d  in i t s  r e f u s a l  to t ake  any  e f f e c t i v e  s t ep  to 
t r i m  e x p e n d i t u r e s ,  and,  o v e r e m p h a s i z i n g  the  i m p o r t a n c e  of p r e s t i g e  
and o u t w a r d  m i l i t a r y  p o w e r ,  it u n d e r w r o t e  p o l i t i c a l  and m i l i t a r y  e x p e n d -  
i t u r e s  r e g a r d l e s s  of t h e i r  e c o n o m i c  c o n s e q u e n c e s .  It was c u r i o u s l y  
bl ind to the  fac t  tha t  in the  long r u n  e c o n o m i c  h e a l t h  is  a p r e r e q u i s i t e  of 
p o l i t i c a l  p o w e r .  It sough t  an  e a s y  way out of i ts  f i n a n c i a l  d i f f i c u l t i e s ,  
only  to c o u r t  e v e n t u a l  d i s a s t e r .  " 

I s u b m i t  in m y  own h u m b l e ,  u n e c o n o m i c  op in ion  that ,  if we d o n ' t  
s t r o n g l y  c u r b  in f la t ion ,  we wi l l  aga in  f a c e  the  b o o m  and bus t ,  the  de -  
p r e s s i o n  and pan ic ,  on a s c a l e  u n p r e c e d e n t e d  in our  h i s t o r y .  B e c a u s e  
of our  p o s i t i o n  of w o r l d  l e a d e r s h i p ,  t h r u s t  upon us by w o r l d  e v e n t s ,  the  
f a i l u r e  of the  Uni ted  S ta te s  to c o m e  to i ts  f i s c a l  s e n s e s  and avo id  the  
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awful  c o n s e q u e n c e s  of the  p o s s i b l e  i n f l a t i o n  l o o m i n g  ahead  would have  
r e p e r c u s s i o n s  of e n o r m o u s  s i g n i f i c a n c e .  The  c o l l a p s e  of the  c r e d i t  
of the  Un i t ed  S t a t e s  could  e a s i l y  l e a d  to the  c o l l a p s e  of the  f r e e  wor ld ,  
o r  at l e a s t  to m o r e  i n r o a d s  by  c o m m u n i s m  into the f r e e  wor ld .  

In s u m m i n g  up t h i s  p o r t i o n  of m y  t a lk ,  I would l ike  to r e v i e w  what  
m a n y  e c o n o m i s t s  f e e l  a r e  the  c a u s e s  of our  p r e s e n t  f i n a n c i a l  s t a t e ,  
T h e s e  c a u s e s  a r e  not l i s t e d  in  a n y  p a r t i c u l a r  p r i o r i t y .  

1. The  l a r g e  F e d e r a l  debt  and the c o n s t a n t  g r o w t h  of S ta te  and  
l o c a l  e x p e n d i t u r e s .  

2. The  r i s e  in  wages  at  a g r e a t e r  r a t e  than  tha t  of p r o d u c t i v i t y ,  
wi th  the  r e s u l t i n g  h i g h e r  c o s t s  of p r o d u c t i o n .  

3. The  g r o w i n g  i m p o r t a n c e  of the  s e r v i c e  i n d u s t r i e s  and the  
c o n s t a n t  r i s e  in  the cos t  of s e r v i c e s .  

4. The  l e v e l  of c o r p o r a t e  t a x e s  wh ich  a r e  p a r t  of the  cos t  of p r o -  
duct ion ,  the  n u m e r o u s  e x c i s e  and s a l e s  t a x e s ,  a l l  of wh ich  have  a 
b e a r i n g  on the  cos t  of l i v i n g .  

T h e n  I would a s k  you  to a s k  y o u r s e l v e s  t h e s e  q u e s t i o n s :  

Does  a r i s i n g  p r i c e  l e v e l  s t i m u l a t e  p r o d u c t i o n  m o r e  t h a n  would 
s t a b l e  p r i c e s  ? 

Does  e m p h a s i s  on fu l l  e m p l o y m e n t  and r a p i d  e c o n o m i c  g r o w t h  
r e q u i r e  a c c e p t a n c e  of c r e e p i n g  in f l a t ion  ? 

Do t n c r e a c i n g  g o v e r n m e n t a l  e x p e n d i t u r e s  and publ ic  debt  n e c e s -  
s a r i l y  p r o d u c e  i n f l a t i on  ? 

Does  upwar d  p u s h  on p r i c e s  by  p o w e r f u l  l a b o r  un ions ,  b ig  b u s i n e s s ,  
and  s u b s i d i z e d  a g r i c u l t u r e  c a u s e  the  p r i c e  l e v e l  to r i s e  e v e n  i n  the  
f a c e  of u n e m p l o y m e n t ?  

Now, l e t ' s  t ake  a q u i c k  look  at  what  h a s  t r a n s p i r e d  on  the  i n t e r -  
n a t i o n a l  s c e n e  in  the  way  of s t a b i l i z a t i o n - - o u r  f o u r t h  and l a s t  i t e m  on 
the  c h a r t .  

R e c e n t l y  the F e d e r a l  R e s e r v e  B a n k  of New Y o r k  c o n d u c t e d  a s tudy  
to d e t e r m i n e  ff i n f l a t i o n  was  i n e v i t a b l e  and even  he lp fu l  to g r o w t h  in  
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e c o n o m i c a l l y  u n d e r d e v e l o p e d  n a t i o n s .  T h e y  c o m p a r e d  e c o n o m i c  g r o w t h  
in 16 u n d e r d e v e l o p e d  n a t i o n s ,  8 of which  had r a p i d l y  r i s i n g  p r i c e s ,  and 
8 of wh ich  had r e l a t i v e l y  s t a b l e  p r i c e s  d u r i n g  the  p e r i o d  1950 to 1957. 
C a u t i on ing  tha t  i n t e r n a t i o n a l  c o m p a r i s o n s  a r e  d i f f icu l t  in th is  i n s t a n c e  
b e c a u s e  the  da ta  a r e  of ten not s t r i c t l y  c o m p a r a b l e ,  the bank  c a m e  up with  
th i s  p r i n c i p a l  g e n e r a l i z a t i o n ,  tha t  " w h i l e  s t a b l e  p r i c e s  tend  to p r o m o t e  
an o r d e r l y  and f a i r l y  r a p i d  e x p a n s i o n  in output ,  i n f l a t ion  t ends  to l ead  to 
an u n e v e n  and in m a n y  c a s e s  l agg ing  r a t e  of o v e r a l l  g rowth .  ~' 

The  bank  d e t e r m i n e d  tha t  " . . the  c o u n t r i e s  w h e r e  p r i c e s  ad -  
v a n c e d  m o d e r a t e l y  or  not at  a l l  d u r i n g  the  p e r i o d  1950-57 . e x p e r i -  
e n c e d  r a t e s  of n a t i o n a l  e x p a n s i o n  which  by and l a r g e  w e r e  s t e a d y  and 
wh ich  c l u s t e r e d  a r o u n d  an a v e r a g e  of c l o s e  to 6 p e r c e n t  a n n u a l l y .  In 
c o n t r a s t  the c o u n t r i e s  w h e r e  s u s t a i n e d  i n f l a t i o n a r y  p r e s s u r e s  d e v e l o p e d  
d u r i n g  the p e r i o d  have  shown w i d e l y  v a r y i n g  and s o m e w h a t  s p o r a d i c  
g rowth ;  with the a v e r a g e  r a t e s  of abou t  4 p e r c e n t  fo r  the  whole  g r o u p .  

"It was  found tha t  in na t ions  wi th  r a p i d  p r i c e  i n c r e a s e - - i n c l u d i n g  
Ch i l e ,  Bo l iv ia ,  A r g e n t i n a ,  and T h a i l a n d - - m o u n t i n g  i n f l a t i o n a r y  p r e s -  
s u r e s  w e r e  a c c o m p a n i e d  by l agg ing  output .  In s o m e  y e a r s  output  a c t u -  
a l l y  d e c l i n e d  in the f ace  of r i s i n g  p r i c e s .  F o r  the  p e r i o d  as  a whole ,  
B r a z i l  and T u r k e y  a c h i e v e d  v i g o r o u s  r a t e s  of e c o n o m i c  e x p a n s i o n  d e -  
sp i t e  the  f a i r l y  i n t e n s e  i n f l a t i o n a r y  p r e s s u r e s ,  but only at  the  cos t  of 
i n c u r r i n g  c o n s i d e r a b l e  f o r e i g n  i n d e b t e d n e s s .  In Mexico ,  the only  c a s e  
c i t ed  of r a p i d ,  w e l l - b a l a n c e d  e c o n o m i c  g r o w t h  d e s p i t e  i n f l a t i o n a r y  p r e s -  
s u r e ,  the a u t h o r i t i e s  a r e  now d e v o t i n g  c o n s i d e r a b l e  e f fo r t  to c u r b i n g  in-  
f l a t ion  in o r d e r  to e s t a b l i s h  a founda t ion  for  s o u n d e r  e c o n o m i c  a d v a n c e . "  

The  New Y o r k  bank  c o n c l u d e d  tha t  e c o n o m i c  d e v e l o p m e n t  t h r o u g h  
in f l a t ion  has  r e p e a t e d l y  b e e n  found to be a h y d r a h e a d e d  m o n s t e r .  As a 
c o n s c i o u s  e c o n o m i c  p o l i c y  it is  c e r t a i n l y  u n a c c e p t a b l e .  P r i c e  s t a b i l i t y  
is not a l u x u r y  tha t  only a few c o u n t r i e s  can  a f fo rd ,  no r  is  it a goa l  un-  
a t t a i n a b l e  by a c o u n t r y  a t t e m p t i n g  to l a u n c h  an  e c o n o m y  on a r o a d  to 
c u m u l a t i v e  e c o n o m i c  g r o w t h .  If th is  w e r e  not  so  t h e r e  could  be no b a l -  
a n c e d  o r  l a s t i n g  e c o n o m i c  d e v e l o p m e n t .  

It is t r u e  tha t  the  l i m i t a t i o n  of g e n e r a l  m o v e m e n t s  in p r i c e s  is 
n e v e r  s t e a d y  and  c e r t a i n l y  has  no s i n g l e  f o r m u l a ;  but ,  as  we  have  b e e n  
taught  and have  p r a c t i c e d  fo r  y e a r s  in the  m i l i t a r y ,  the e f f e c t i v e  r e s o l u -  
t ion of any  p r o b l e m ,  g r e a t  o r  s m a l l ,  d e p e n d s  f i r s t  on a r e c o g n i t i o n  t ha t  
the  p r o b l e m  e x i s t s  and i ts  n a t u r e .  T h e s e  c o u n t r i e s  r e c o g n i z e d  tha t  
r e a s o n a b l e  p r i c e  s t a b i l i t y  was  not  an  a l t e r n a t i v e  to e c o n o m i c  d e v e l o p -  
m e n t  but an  e s s e n t i a l  cond i t i on  for  i ts  a c h i e v e m e n t .  
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In c o n c i s i o n ,  e c o n o m i c  s t a b i l i z a t i o n  m e a s u r e s  a r e  i n t e g r a l  to  and  
e v e r  p r e s e n t  in an  i n d u s t r i a l  s o c i e t y .  In p e a c e t i m e  v a r i o u s  i n d i r e c t  
c o n t r o l s  m a y  be u s e d  to  p r e v e n t  s e r i o u s  d i s r u p t i o n s  to  the  e c o n o m y  and  
to m a i n t a i n  a s t r o n g  g o i n g  e c o n o m y .  

W e s t e r n  E u r o p e  is  u n d e r t a k i n g  new and  i m p o r t a n t  s t e p s  t o w a r d  e c o -  
n o m i c  c o l l a b o r a t i o n  and  s t a b i l i z a t i o n .  E l s e w h e r e  in the  w o r l d ,  m a n y  of 
the  e c o n o m i c a l l y  u n d e r d e v e l o p e d  c o u n t r i e s  a r e  a t t e m p t i n g  to p r o f i t  f r o m  
o u r  m i s t a k e s  and a r e  t r y i n g  to f ind s h o r t c u t s  to r e a c h  the  e c o n o m i c  and  
s o c i a l  b e n e f i t s  wh ich  m o r e  h i g h l y  d e v e l o p e d  c o u n t r i e s  h a v e  r e q u i r e d  
g e n e r a t i o n s  to  a c h i e v e .  

T o d a y ' s  s i t u a t i o n  is  un ique  in h i s t o r y .  F o r  the  p a s t  15 y e a r s  a f o r -  
m i d a b l e  w o r l d  p o w e r  ha s  a p p l i e d  c o n s t a n t  p r e s s u r e  on i t s  p e r i p h e r y  na -  
t i o n s .  T h e  only  o t h e r  e q u a l l y  g r e a t  w o r l d  p o w e r ,  s e n s i n g  the  e v e n t u a l  
d a n g e r  to  i t s e l f  and  to the  r e s t  of the  f r e e  w o r l d ,  ha s  u n d e r t a k e n  the  t a s k  
of c o n t a i n i n g  th i s  c r e e p i n g  a g g r e s s i o n  wh i l e  at  the  s a m e  t i m e  b u i l d i n g  up 
the  r e s t  of the  f r e e  w o r l d  to r e s i s t .  T h e  e c o n o m i c  r e q u i r e m e n t s  of t he  
s t r u g g l e  a r e  h i n d e r i n g  o u r  a b i l i t y  to m a i n t a i n  s t a b i l i t y  and  the  s o u n d n e s s  
of g r o w t h .  At  e v e r y  c o u n c i l  t ab l e  h o v e r s  the  s p e c t e r  of M a r s .  

I l l u s t r a t i o n ,  page  1 9 . - - C a n  it be tha t  a s t a t e m e n t  r e i t e r a t e d  in New 
Y o r k  l a s t  S e p t e m b e r  m a y  s o m e  day  c o m e  to p a s s ?  

I wi l l  be  f o l l o w e d  at  10:30 by a s p e a k e r  who wi l l  r e p r e s e n t  a l i b e r a l  
v i e w p o i n t  on the  e x p a n s i o n  of i n d u s t r y  p e r h a p s  wi th  c o n s i d e r a b l e  G o v e r n -  
m e n t  a s s i s t a n c e .  On the  12th of t h i s  m o n t h  a m o r e  c o n s e r v a t i v e  v i e w -  
po in t  wi l l  be  p r e s e n t e d .  

I n c i d e n t l y ,  I m i g h t  po in t  out  t ha t  bo th  of t h e s e  s p e a k e r s  h a v e  s e r v e d  
on 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  to P r e s i d e n t s .  

By the  way,  m y  own v i e w s  as  e x p r e s s e d  h e r e  th i s  m o r n i n g  do no t  
n e c e s s a r i l y  r e p r e s e n t  t he  v i e w s  of the  s p o n s o r ,  e i t h e r .  

T h a n k  you.  

(30 A u g u s t  1 9 6 0 - - 4 ,  6 0 0 ) O / m r : d w  
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