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HOW MUCH S E C U R I T Y  CAN T H E  COUNTRY A F F O R D  ? 

8 F e b r u a r y  1960 

C O L O N E L  REID:  G e n e r a l  H o u s e m a n ,  G e n t l e m e n :  E a r l i e r  th i s  
m o r n i n g  you  had  a t a lk  on " T r a n s p o r t a t i o n  and N a t i o n a l  S e c u r i t y ,  " and 
n o w  we wi l l  s l i p  b a c k  in to  e c o n o m i c  s t a b i l i z a t i o n .  You h a v e  had  two 
s p e a k e r s  so  f a r  in t h i s  c o u r s e ,  one  who gave  a p l an  f o r  sound  e c o n o m i c  
g r o w t h  and  one  who c o v e r e d  the  p r i c e - w a g e - c o s t  r e l a t i o n s h i p .  

T h e  s p e a k e r  t oday ,  w i th  the  s u b j e c t  of  " H o w  M u c h  S e c u r i t y  Can  the  
C o u n t r y  A f f o r d ,  " b e g i n s  to h i t  a l i t t l e  c l o s e r  to h o m e ,  bo th  on  the  p r e s -  
en t  p o l i t i c a l  s c e n e  w h i c h  i s  b e i n g  the  p r e s i d e n t i a l  e l e c t i o n  y e a r  and  on 
m o r e  o r  l e s s  the  p e r s o n n e l  s c e n e ,  a s  the  bu lk  of  the  g r o u p  in  h e r e  a r e  
m i l i t  a r y .  

You  wi l l  f ind  t h a t  M r .  S i l b e r m a n ' s  t a l k  is  qu i t e  a t h o u g h t - p r o v o k i n g  
and  c h a l l e n g i n g  a p p r o a c h  to the  a m o u n t  of  s e c u r i t y  tha t  t h i s  N a t i o n  c a n  
a f f o r d .  

M r .  S i l b e r m a n ,  it  i s  a p l e a s u r e  to w e l c o m e  you  f o r  y o u r  f i r s t  
a p p e a r a n c e  h e r e  on  the  p l a t f o r m  and  to i n t r o d u c e  you  to t he  C l a s s  of  
1960. 

MR. S I L B E R M A N :  T h a n k  you ,  Co lone l  R e i d .  G e n e r a l  H o u s e m a n :  
I w a s  r a t h e r  i n t r i g u e d  w h e n  I w a s  a s k e d  to c o m e  down h e r e  and  was  
g i v e n  the  s u b j e c t  m a t t e r .  In c a s e  you  haven r t  l o o k e d  at the  c o u r s e  d e -  
s c r i p t i o n  in  a wh i l e ,  I t hough t  it  m i g h t  be  i n t e r e s t i n g  to r e a d  to you  
wha t  it  was  tha t  I was  a s k e d  to t a l k  to you  abou t .  T h e  top ic  i s  "How 
M u c h  S e c u r i t y  Can  T h e  C o u n t r y  A f f o r d ?  T h e  s c o p e  i s :  

"An  a n a l y s i s  of  the  c o s t  of  n a t i o n a l  s e c u r i t y  and s o m e  i n d i c a t i o n  of 
f u t u r e  n e e d s .  A c o m p a r i s o n  of  t he  m e t h o d s  a v a i l a b l e  to m e e t  t h e s e  
c o s t s  a s  w e l l  a s  an e v a l u a t i o n  of  t h e i r  s e p a r a t e  e f f e c t s  on  the  n a t i o n a l  
e c o n o m y .  A c o n s i d e r a t i o n  of  the  r e l a t i o n s h i p  of g r o s s  n a t i o n a l  p r o d -  
uct  and  T r e a s u r y  r e v e n u e s  and  of p r o d u c t i v i t y  and e c o n o m i c  g r o w t h .  
T h e  l o n g - r u n  e f f e c t s  of  a l a r g e  pub l i c  deb t .  " 

I t hough t  w h e n  I s a w  t h i s  l i s t  of  an  o ld  s t o r y  abou t  an A r a b i a n  p r i n c e  
w h o s e  f a t h e r ,  the  Shiek ,  gave  h im on h i s  21st  b i r t h d a y  a h a r e m  c o n -  
s i s t i n g  of  45 m a g n i f i c e n t  w o m e n .  A d a y  o r  two l a t e r  the  She ik  m e t  
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his son in the corridors of the palace, and the son seemed rather 
troubled, almost downcast. The father said, "Son, what is the trouble? 
Didn't you like the present that I gave you?" The son replied, "Oh, 
no, Dad. It's not that. I'm just mad for the present." The father said, 
"Well, why is it that you look so troubled?" The son replied, "Itls 
just that I don't know where to begin. " 

T h e  b e s t  w a y  to b e g i n  d i s c u s s i n g  as  v a s t  a t op i c  as  t h i s  i s ,  I th ink ,  
to g ive  as  d i r e c t  an a n s w e r  as  I c a n  to the  q u e s t i o n  tha t  f o r m s  the  m a i n  
s u b j e c t  m a t t e r :  "How Much  S e c u r i t y  Can  the  C o u n t r y  A f f o r d ? "  T h e  
a n s w e r ,  it s e e m s  to m e ,  is  as  s i m p l e  as  it i s  o b v i o u s .  We c a n  a f f o r d  
as  m u c h  s e c u r i t y  a s  we n e e d .  To put the  m a t t e r  e v e n  m o r e  b l u n t l y ,  
the  U n i t e d  S t a t e s  can  a f f o r d  to s u r v i v e .  We c a n  a f f o r d  to d e v o t e  at  l e a s t  a s  
m u c h  r e s o u r c e s  to o u r  own s u r v i v a l  as  the  Sov ie t  U n i o n  c a n  to o u r  
d e s t r u c t i o n .  

T h i s ,  of c o u r s e ,  d o e s n ' t  d i s p o s e  of the  m a t t e r ,  f o r  it i s  s t i l l  t r u e  
tha t  d e f e n s e  h a s  i t s  c o s t s ,  h o w e v e r  n e c e s s a r y  t h e s e  c o s t s  m a y  be .  T h e  
c o s t s  c a n  be  m e a s u r e d  in the  f i r s t  i n s t a n c e  in  t e r m s  of  m o n e y ,  w h i c h  
i s  to s a y  in  t e r m s  of  s p e n d i n g  tha t  ha s  to be  f o r e g o n e  f o r  s o m e  o t h e r  
p u r p o s e - - f o r  p e r s o n a l  c o n s u m p t i o n ,  f o r  b u s i n e s s  i n v e s t m e n t ,  f o r  
e d u c a t i o n ,  o r  f o r  o t h e r  s o c i a l  n e e d s .  But  t h e s e  c o s t s  m u s t  a l s o  be  
m e a s u r e d  in t e r m s  of  t h e i r  e f f e c t  on the  o v e r a l l  h e a l t h  of  the  e c o n o m y  
and  of  the  s o c i e t y .  T h i s ,  I th ink ,  i n v o l v e s  two r a t h e r  s p e c i f i c  q u e s t i o n s .  

Firstly: What effect does a given level of defense spending have on 
the rate of growth of the economy and on its capacity for future growth? 

S e c o n d l y :  Is  the  c o s t  in the  f o r m  of t a x e s  pa id  and c o n s u m p t i o n  
f o r e g o n e  m o r e  t h a n  the  A m e r i c a n  p e o p l e  a r e  w i l l i ng  to p a y ?  A r e  t h e r e ,  
in o t h e r  w o r d s ,  e c o n o m i c  c o n s t r a i n t s ,  o r  a r e  t h e r e  p o l i t i c a l  c o n s t r a i n t s ,  
on the  a m o u n t  tha t  we c a n  spend  ? 

L e t  m e  a d d r e s s  m y s e l f  f i r s t  to the  q u e s t i o n  of how d e f e n s e  s p e n d i n g  
a f f e c t s  the  g r o w t h  and  o v e r a l l  w e l l - b e i n g  of the  e c o n o m y .  F r o m  the  
p o s t w a r  to da t e ,  I t h i n k  the  e v i d e n c e  is  u n e q u i v o c a l .  T h e r e  s i m p l y  a r e  
no g r o u n d s  f o r  a r g u i n g  tha t  d e f e n s e  s p e n d i n g  o r  t he  h igh  p e r s o n a l  and  
c o r p o r a t e  t a x e s  tha t  t h i s  s p e n d i n g  has  e v o k e d  h a v e  s t u n t e d  e c o n o m i c  
g r o w t h  o r  i m p a i r e d  the  i n c e n t i v e  to i n v e s t  w h i c h  i s  e s s e n t i a l  to g r o w t h  
in  the  f u t u r e .  T h e  f a c t  is  tha t  t he  e c o n o m y ,  as  m e a s u r e d  by  i t s  g r o s s  
n a t i o n a l  p r o d u c t ,  h a s  g r o w n  at a s o m e w h a t  f a s t e r  r a t e  d u r i n g  the  p o s t -  
w a r  t h a n  the  l o n g - t e r m  a v e r a g e ,  and,  d e s p i t e  t he  w i d e s p r e a d  i m p r e s s i o n  
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that  a d i s p r o p o r t i o n a t e  s h a r e  of output has  been  going into s e r v i c e s  
r a t h e r  than into goods,  the fact  is that i n d u s t r i a l  p r o d u c t i o n  has  
ac tua l l y  been  g rowing  about 10 p e r c e n t  f a s t e r  than g r o s s  na t iona l  p r o d -  
uct o r  to ta l  output of goods and s e r v i c e s ,  f a s t e r  a l so  than i ts  own long-  
t e r m  a v e r a g e .  

Even  m o r e  i m p o r t a n t  f r om the s tandpoin t  of the e c o n o m y r s  c a p a c i t y  
to grow,  p roduc t iv i t y ,  def ined  as output p e r  man  hour ,  has  a l so  g rown  
at a f a s t e r  r a t e  du r ing  the p o s t w a r  than i t s  l o n g - t e r m  a v e r a g e ;  that  is ,  
by 3 p e r c e n t  a y e a r ,  aga ins t  a l o n g - t e r m  a v e r a g e  of 2 .5  p e r c e n t .  What 
m a k e s  th i s  so i m p o r t a n t  i s  that  p r o d u c t i v i t y  is  the p r i n c i p a l  s o u r c e  of 
e c o n o m i c  g rowth .  The  qu i ckened  pace  of o v e r a l l  e c o n o m i c  g rowth  in 
the p o s t w a r  has  s t e m m e d  f rom an a c c e l e r a t i o n  in the r a t e  of p r o d u c t i v -  
i ty  g rowth  r a t h e r  than f rom any fas t  g rowth  in the l a b o r  f o r c e .  The 
l a t t e r ,  in fact ,  g r e w  v e r y  s lowly.  Nor is  t h e r e  any e v i d e n c e  that  the 
high and s e e m i n g l y  puni t ive  l e v e l s  of t axa t ion  that  heavy  d e f e n s e  and 
o t h e r  G o v e r n m e n t  spending  have r e q u i r e d  have  i m p a i r e d  the i n v e s t m e n t  
p r o c e s s  on which g rowth  a l so  c r u c i a l l y  depends .  

On the c o n t r a r y ,  b u s i n e s s  c o r p o r a t i o n s ,  which  a r e  the mos t  heav i l y  
taxed of b u s i n e s s  f i r m s ,  have ac tua l l y  i n v e s t e d  a s l igh t ly  l a r g e r  s h a r e  
of t h e i r  to ta l  output in new plant  and equ ipmen t  du r ing  the p o s t w a r ,  
when the tax a v e r a g e d  52 p e r c e n t ,  than they  did in the l o w - t a x  days  of 
the 1920's .  

So m u c h  for  what happened .  The m o r e  i m p o r t a n t  ques t ion  is  what 
e f fec t  r i s i n g  de fense  e x p e n d i t u r e s  wil l  have on the e c o n o m y  in the 
f o r e s e e a b l e  fu tu re .  The ques t i on  t akes  on added  i m p o r t a n c e ,  fo r  it 
s e e m s  c l e a r  that ,  b a r r i n g  s o m e  a g r e e m e n t  on d i s a r m a m e n t ,  de fense  
spend ing  wil l  have  to r i s e  if we a r e  to en joy  any s e c u r i t y  at a l l .  One 
r e a s o n  is  the s t e a d i l y  r i s i n g  cos t  of m i l i t a r y  weapons .  I am r e f e r r i n g  
not jus t  to in f la t ion  p e r  se but to the s t e a d y  i n c r e a s e  in the p r i c e s  of 
de f e nse  goods r e l a t i v e  to o t h e r  goods .  Th i s  m e a n s ,  that  even  if we can  
con ta in  in f la t ion  in the e c o n o m y  at l a r g e - - a n d  I th ink we c a n - - t h e  p r i c e  
of de f ense  goods would con t inue  to r i s e .  

The m o r e  i m p o r t a n t  f a c to r ,  h o w e v e r ,  is  the i n c r e d i b l y  qu icken ing  
pace  of t e c h n o l o g i c a l  d e v e l o p m e n t  which  m a k e s  weapon s y s t e m s  o b s o l e t e  
be f o r e ,  a l m o s t ,  they  can  be dep loyed .  The la te  S e c r e t a r y  Q u a r l e s  used  
to quip that  if it w o r k s  it is  obso l e t e .  One usefu l  m e a s u r e  of the c u m u -  
la t ive  ef fect  of t h e s e  two f a c t o r s  is that ,  a l though the A r m e d  F o r c e s  
have been  cut by n e a r l y  30 p e r c e n t  in the pas t  s e v e n  y e a r s ,  spend ing  
now is  jus t  about w h e r e  it was then.  

3 



698 

To get  e v e n  m o r e  s p e c i f i c ,  the  A d m i n i s t r a t i o n  has  b e e n  i n c r e a s i n g  
o u t l a y s  fo r  r e t a l i a t o r y  p o w e r  by  abou t  $ I .  5 b i l l i on  a y e a r .  It has  b e e n  
a b l e  to hold  o v e r a l l  d e f e n s e  c o s t s  r e l a t i v e l y  s t a b l e  o v e r  the  p a s t  s e v e r a l  
y e a r s  on ly  by t r i m m i n g  ou r  c a p a b i l i t y  f o r  l i m i t e d  w a r - - f o r  e x a m p l e ,  c u t -  
t i ng  t r o o p  s t r e n g t h .  But  t h e s e  s a v i n g s  o b v i o u s l y  c a n n o t  go on i n d e f i n i t e l y  
s h o r t  of d i s a r m a m e n t .  It is l i ke ly ,  in f a c t ,  t ha t  the  l i m i t  ha s  abou t  b e e n  

r e a c h e d .  

G i v e n  the  r i s i n g  c o s t  and  the  q u i c k e n e d  p a c e  of i n n o v a t i o n ,  t h e r e -  
f o r e ,  s p e n d i n g  on d e f e n s e  would  h a v e  to r i s e  f r o m  abou t  $46 b i l l i on  th i s  
y e a r  to p e r h a p s  $54 b i l l i on  in 1965, and  to $61 b i l l i on  in 1970, m e r e l y  
to k e e p  o u r  s t r e n g t h  a t  the  c u r r e n t  l e v e l s .  

T h e s e  p r o j e c t i o n s ,  then ,  c a n  be t a k e n  as  a kind of r o u g h  m i n i m u m .  
It is h e r e ,  of c o u r s e ,  tha t  the  d i s a g r e e m e n t s  b e g i n .  A good m a n y  r e -  
s p o n s i b l e  peop le  b e l i e v e ,  and  b e l i e v e  v e r y  p a s s i o n a t e l y ,  t ha t  we m u s t  
s t e p  up o u r  s p e n d i n g  v e r y  m u c h  m o r e  than  tha t  if  we a r e  to s u r v i v e .  
L e t ' s  c o n s i d e r ,  f o r  e x a m p l e ,  what  the  c o s t  would  be of c a r r y i n g  out the  
m a j o r  p r o p o s a l s  of the  s o - c a l l e d  G a i t h e r  and  R o c k e f e l l e r  C o m m i t t e e s .  
T h e i r  p r o p o s a l s  can  be s u m m a r i z e d  u n d e r  two m a i n  h e a d i n g s :  I n c r e a s -  
ing o u r  D e t e r r e n t  P o w e r ,  and  I n c r e a s i n g  o u r  C a p a c i t y  to F i g h t  L i m i t e d  
o r  B r u s h f i r e  W a r s .  

I n c r e a s i n g  ou r  d e t e r r e n t  p o w e r  in t u r n  i n v o l v e s  d e f e n s i v e  as  we l l  
as  o f f e n s i v e  m e a s u r e s .  T h e  f o r m e r  i n c l u d e s  s u c h  p r o g r a m s  a s  h a r d e n -  
ing and  d i s p e r s i n g  the  e x i s t i n g  SAC b o m b e r  b a s e s ,  i n s t i t u t i n g  an  a i r -  
b o r n e  a l e r t ,  s t e p p i n g  up r e s e a r c h  and  d e v e l o p m e n t  on r e c o n n a i s s a n c e  
s a t e l l i t e s  and  e a r l y  w a r n i n g  s y s t e m s ,  and s t a r t i n g  c o n s t r u c t i o n  of f a l l -  
out  s h e l t e r s  and  o t h e r  f o r m s  of p a s s i v e  c i v i l i a n  d e f e n s e .  

T h e  o f f e n s i v e  m e a s u r e s  would  i n c l u d e  a s u b s t a n t i a l  i n c r e a s e  in the  
n u m b e r  of I C B M ' s  in h a r d e n e d  and d i s p e r s e d  b a s e s ,  a c c e l e r a t i o n  of the  
P o l a r i s  s u b m a r i n e  p r o g r a m ,  and  r e e n f o r c e m e n t  of  the  b o m b e r  f o r c e  
un t i l  s u c h  t i m e  as  m i s s i l e s  a r e  a b l e  to t a k e  o v e r .  

S t r e n g t h e n i n g  o u r  l i m i t e d - w a r  c a p a b i l i t i e s  would  a l s o  i n v o l v e  a 
l a r g e  n u m b e r  of s e p a r a t e  m e a s u r e s ;  m o s t  no t ab ly ,  e x p a n s i o n  of a i r l i f t  
c a p a c i t y ,  r e e q u i p m e n t  of g r o u n d  f o r c e s  wi th  new t a c t i c a l  c o n v e n t i o n a l  
a s  we l l  a s  n u c l e a r  w e a p o n s ,  e x p a n s i o n  of the  N a v y ' s  c a r r i e r  f o r c e ,  and  
s o m e  e x p a n s i o n  of A r m y  and  M a r i n e  C o r p s  t r o o p  l e v e l s  as  we l l .  
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J u s t  th i s  p a r t i a l  l i s t  of the  m e a s u r e s  wh ich  c r i t i c s  of p r e s e n t  m i l i -  
t a r y  p o l i c y  b e l i e v e  a r e  n e c e s s a r y  s u g g e s t s  the  e n o r m o u s  c o s t s  tha t  
would  be i n v o l v e d .  K e e p i n g  j u s t  10 to 15 p e r c e n t  of the  SAC b o m b e r  
f o r c e  in the  a i r ,  f o r  e x a m p l e ,  would  i nvo lve  an  a d d i t i o n a l  $2 to  $3 b i l -  
l ion a y e a r  to  p a y  f o r  the  h i g h e r  o p e r a t i n g  c o s t s - - f u e l ,  and  o t h e r  t h i n g s - -  
f o r  a d d i t i o n a l  p e r s o n n e l  tha t  would  be r e q u i r e d ,  and f o r  a d d i t i o n a l  s p a r e  
p a r t s  and  the  m o r e  r a p i d  r e p l a c e m e n t  of the  p l a n e s  t h e m s e l v e s .  

T h e  who le  p r o g r a m  ou t l i ned  above ,  a s  n e a r l y  as  we h a v e  b e e n  a b l e  
to j udge  f r o m  an  a t t e m p t  to  p r i c e  out e a c h  s e p a r a t e  p a r t ,  would  r e q u i r e  
an  e x p a n s i o n  of d e f e n s e  s p e n d i n g  f r o m  the  c u r r e n t  $46 b i l l ion ,  r o u g h l y ,  
to $65 b i l l i on  in 1965, a t  the  l a t e s t ;  t ha t  i s ,  by $4 to $5 b i l l i on  a y e a r .  
No one ,  of c o u r s e ,  is  p r o p o s i n g  tha t  th is  r a t e  of i n c r e a s e  go on i n d e f i -  
n i t e l y .  O n c e  the  r e c o m m e n d e d  l e v e l s  w e r e  r e a c h e d ,  s p e n d i n g  cou ld  
l e v e l  off ,  r i s i n g  a t  p e r h a p s  a b i l l i on  o r  so  a y e a r  to r o u g h l y  $70 b i l l i on  
in 1970. 

T h e s e  f i g u r e s ,  then ,  can  be t a k e n  as  a k ind of r o u g h  m a x i m u m  of 
o u r  d e f e n s e  n e e d s ,  m a x i m u m  in t he  s e n s e  of wha t  s e e m s  both  n e c e s s a r y  
and  p o s s i b l e ,  r a t h e r  t han  in the  s e n s e  of what  m i g h t  p r o f i t a b l y  o r  u s e -  
f u l l y  be s p e n t .  In w o r k i n g  out o u r  own p r o j e c t i o n s  of the  f u t u r e  c o u r s e  
of the  e c o n o m y ,  we at  " F o r t u n e "  s t r u c k  a b a l a n c e  b e t w e e n  th i s  b ig  d e -  
f e n s e  p r o g r a m  and  o u r  e x t r a p o l a t i o n  of the  A d m i n i s t r a t i o n ' s  p r o g r a m .  
We a s s u m e d ,  t h e r e f o r e ,  a p h y s i c a l  v o l u m e  of d e f e n s e  n e e d s  of r o u g h l y  
$60 b i l l i on  in 1965, and  $65 b i l l i on  in 1970. S ince  we b e l i e v e  tha t  the  
r e l a t i v e  p r i c e  of d e f e n s e  goods  wi l l  r i s e  d u r i n g  the  1 9 6 0 ' s - - t h a t  is t ha t  
the  p r i c e  of d e f e n s e  goods  wi l l  r i s e  e v e n  though  the  p r i c e  l e v e l  a s  a 
who le  r e m a i n s  s t e a d y - - t h i s  w o r k s  out  to abou t  $61 b i l l ion ,  o r  a l i t t l e  
m o r e ,  in 1965, and  $68 b i l l i on  in 1970, in a c t u a l  d o l l a r s .  

L e t ' s  s e e  now what  t h e s e  l e v e l s  of d e f e n s e  s p e n d i n g  m i g h t  m e a n  f o r  
the  e c o n o m y .  To  do tha t ,  we n e e d  s o m e  p i c t u r e  of how f a s t  t he  e c o n o m y  
i t s e l f  wi l l  be g r o w i n g .  T h e r e  a r e ,  to r e p e a t ,  b a s i c a l l y  on ly  two s o u r c e s  
f o r  e x p a n s i o n  in t o t a l  o u t p u t - - o n  the  one hand  an  i n c r e a s e  in thu l a b o r  
f o r c e ,  tha t  is to s a y ,  in the  n u m b e r  of p e o p l e  a v a i l a b l e  to w o r k ,  and on 
the  o t h e r  hand  an  i n c r e a s e  in p r o d u c t i v i t y ,  tha t  is to s a y ,  in t he  a m o u n t  
tha t  e a c h  p e r s o n  p r o d u c e s .  

T h e  f o r m e r ,  the  l a b o r  f o r c e ,  wi l l  be e x p a n d i n g  v e r y  m u c h  f a s t e r  
d u r i n g  the  1960 's ,  t h a n  it  did d u r i n g  the  1950 ' s ,  when  it was  he ld  down by 
the  b i r t h  r a t e  b a c k  in t he  t w e n t i e s  and  t h i r t i e s .  The  b a b i e s  who w e r e n ' t  
b o r n  d u r i n g  the  t w e n t i e s  and t h i r t i e s ,  tha t  is to  s a y ,  w e r e  not  a v a i l a b l e  
to e n t e r  the  l a b o r  f o r c e  d u r i n g  the  1950 ' s .  Now, h o w e v e r ,  the  huge  r i s e  in 
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t h e  b i r t h  r a t e  d u r i n g  a n d  a f t e r  W o r l d  W a r  II is  b e g i n n i n g  to be  f e l t ,  a n d  
s o  t o t a l  m a n - h o u r s  w o r k e d  ( a l l o w i n g ,  in  o t h e r  w o r d s ,  f o r  s o m e  in -  
c r e a s e  in  v a c a t i o n  t i m e s ,  and  s o  on),  a r e  l i k e l y  to  r i s e  a t  t h e  r a t e  of  
a b o u t  1 .2  p e r c e n t  a y e a r  d u r i n g  t h e  1 9 6 0 ' s ,  c o m p a r e d  to  o n l y  a b o u t  o n e -  
h a l f  p e r c e n t  o r  . 6 p e r c e n t  in  t he  p e r i o d  s i n c e  1947.  

E v e n  m o r e  i m p o r t a n t ,  t h e r e  i s  e v e r y  r e a s o n  to  e x p e c t  t h a t  p r o -  
d u c t i v i t y ,  o r  o u t p u t  p e r  m a n  h o u r ,  w i l l  c o n t i n u e  to e x p a n d  d u r i n g  t h e  
1960 '  s a t  l e a s t  a s  f a s t  a s  i t  d i d  d u r i n g  t h e  f o r t i e s  a n d  f i f t i e s - - t h a t  i s  
to  s a y ,  by  3 p e r c e n t  a y e a r .  A d d i n g t h e  two t o g e t h e r ,  we  ge t  a p r o b a b l e  
g r o w t h  r a t e  f o r  t h e  w h o l e  e c o n o m y  of  4. 2 p e r c e n t  a y e a r ,  c o m p a r e d  
to an  a v e r a g e  r a t e  o f  i n c r e a s e  of  3 . 5  p e r c e n t  a y e a r  in  t h e  p e r i o d  s i n c e  
t h e  e n d  of  W o r l d  W a r  17. 

T h i s  in  t u r n  m e a n s  t h a t  t h e  g r o s s  n a t i o n a l  p r o d u c t  w i l l  r i s e  f r o m  
$479 b i l l i o n  l a s t  y e a r  and  a b o u t  $513 b i l l i o n  t h i s  y e a r  to $615 b i l l i o n  
in  1965 and  $750 b i l l i o n  in  1970.  

L e t ' s  t a k e  a n o t h e r  l o o k  a t  o u r  p r o j e c t i o n s  of  d e f e n s e  s p e n d i n g ,  
t h e r e f o r e ,  in  t he  l i g h t  o f  t h e s e  p r o j e c t i o n s  o f  t o t a l  o u t p u t .  I f  t h e  
e c o n o m y  g r o w s  a s  we  e x p e c t ,  o u r  p r o j e c t i o n  of  a o n e - t h i r d  r i s e  i n  
d e f e n s e  s p e n d i n g  in f i v e  y e a r s ,  f r o m  $46 b i l l i o n  to  $61 b i l l i o n ,  c o u l d  
be  p u r c h a s e d  at  t he  c o s t  o f  o n l y  abou t  a 10 p e r c e n t  r i s e  i n  t he  p r o -  
p o r t i o n  of  n a t i o n a l  r e s o u r c e s  g o i n g  to d e f e n s e .  T h e  s h a r e ,  t h a t  i s  to  
s a y ,  w o u l d  r i s e  f r o m  8 . 9  p e r c e n t  o f  g r o s s  n a t i o n a l  p r o d u c t  t h i s  y e a r  
to  9 . 9  p e r c e n t  in  1965,  w h i c h  i s  no  m o r e - - i n  f a c t ,  s l i g h t l y  l e s s - - t h a n  
d e f e n s e  t o o k  in  1957,  w h e n  t h e  b u r d e n  c e r t a i n l y  d i d n ' t  s e e m  i n t o l e r a b l e .  
A n d  t he  s h a r e  w o u l d  be  n e a r l y  o n e - t h i r d  l e s s  t h a n  i t  w a s  in  1953,  a t  t h e  
p e a k  of  t h e  K o r e a n  W a r  e x p e n d i t u r e s .  A f t e r  1965,  m o r e o v e r ,  o n  o u r  
p r o j e c t i o n s ,  t h e  s h a r e  o f  o u t p u t  g o i n g  to d e f e n s e  w o u l d  d e c l i n e ,  r e a c h -  
i n g  a b o u t  t h e  c u r r e n t  l e v e l  b y  1970.  

B e f o r e  y o u  r e l a x  c o m p l e t e l y ,  l e t  m e  a s s u r e  you  t h a t  t h e  p i c t u r e  i s  
no t  q u i t e  a s  c o m f o r t i n g  a s  t h i s  s o u n d s  so  f a r .  L i k e  d e f e n s e ,  r a p i d  
e c o n o m i c  g r o w t h  a l s o  h a s  i t s  p r i c e .  T h a t  p r i c e  i s  a d i s p r o p o r t i o n a t e  
r i s e  f o r  a t i m e  in i n d u s t r i a l  i n v e s t m e n t  and  in  w h a t  m i g h t  be  c a l l e d  
s o c i a l  i n v e s t m e n t .  T h e  r a p i d  g r o w t h  t h a t  c a n  be  e x p e c t e d  in  t h e  l a b o r  
f o r c e ,  t o g e t h e r  w i t h  t he  d r i v e  f o r  h i g h e r  p r o d u c t i v i t y ,  w i l l  g e n e r a t e  
and ,  in  f a c t ,  r e q u i r e  a v e r y  h e a v y  v o l u m e  of  b u s i n e s s  i n v e s t m e n t  i n  
n e w  p l a n t  a n d  e q u i p m e n t .  T h u s ,  c a p i t a l  e x p e n d i t u r e s  w o u l d  p r o b a b l y  
r i s e  f r o m  a b o u t  $48 b i l l i o n  t h i s  y e a r ,  o r  9 . 6  p e r c e n t  of  g r o s s  n a t i o n a l  
p r o d u c t ,  to  $69 b i l l i o n ,  o r  1 1 . 2  p e r c e n t ,  in  1965.  



I n v e s t m e n t  in  hea l t h  and educa t i on  a l so  c o n t r i b u t e s  i m p o r t a n t l y  to 
the expans ion  of p roduc t i v i t y ,  and such  s o c i a l  i n v e s t m e n t  wi l l  a l so  be  
r i s i n g  f a i r l y  r a p i d l y  fo r  the next  few y e a r s .  

What th i s  m e a n s  i s  tha t  the heavy  i n v e s t m e n t  spend ing  r e q u i r e d  by 
e c o n o m i c  g rowth  and the h e a v y  d e f e n s e  spend ing  r e q u i r e d  by n a t i o n a l  
s e c u r i t y  will both be  c o n c e n t r a t e d  in the next  t h r e e  to f ive  y e a r s .  It i s  
th i s  c o m b i n a t i o n  of c i r c u m s t a n c e s  that  wil l  put a s t r a i n  on c o n s u m e r s ,  
fo r  c o n s u m p t i o n  under  t h e s e  c i r c u m s t a n c e s  would n e c e s s a r i l y  have  to 
g r o w  m o r e  s lowly  than  the e c o n o m y  as  a whole;  tha t  i s  to say ,  no m o r e  
than 3 .5  p e r c e n t  a y e a r  f rom now unt i l  1965, c o m p a r e d  to an a v e r a g e  of 
4. 2 p e r c e n t  a y e a r  expans ion  in to ta l  output .  

Th i s  d i f f e r e n c e  b e t w e e n  c o n s u m p t i o n  and to ta l  i n c o m e  would be 
funne l ed  into  d e f e n s e  and i n v e s t m e n t  spending  th rough  the p r o g r e s s i v e  i n -  
cQme tax s y s t e m ,  t h rough  the d e p r e c i a t i o n  p r o v i s i o n s  of the c o r p o r a t e  tax  
s y s t e m ,  t h rough  r i s i n g  schoo l  and gaso l ine  and s o c i a l  s e c u r i t y  and o t h e r  
kinds of t axa t ion ,  as we11 as  by r i s i n g  p e r s o n a l  s a v i n g s .  

Since  popula t ion  wil l  a l so  be r i s i n g ,  a 3 .5  p e r c e n t  a y e a r  r i s e  in 
to ta l  c o n s u m p t i o n  i m p l i e s  an i n c r e a s e  in p e r  c ap i t a  c o n s u m p t i o n  of 
about  2 .2  p e r c e n t  a y e a r .  F o r  a l a r g e  n u m b e r  of peop le ,  the  i n c r e a s e  
would be l e s s  than that ,  p e r h a p s  no m o r e  than 1 .5  p e r c e n t  a y e a r ,  b e -  
c a u s e ,  pa r t  of the ga ins  f rom r i s i n g  p roduc t iv i t y  and output have to go 
for  what  migh t  be t e r m e d  " m o b i l i t y  g r e a s e "  to p rov ide  r a p i d  i n c r e a s e s  
in  i n c o m e  to people  whose  sk i l l s  a r e  r i s i n g  v e r y  r a p i d l y  and who t h e r e -  
f o r e  a r e  key people  in the r i s e  in to ta l  output .  

Even  so,  A m e r i c a n s  wi l l  be i m p r o v i n g  t h e i r  l iv ing  s t a n d a r d s  at a 
f a s t e r  r a t e  du r ing  the next  f ive y e a r s  than they  did o v e r  the pas t  d e c a d e  
when pe r  c ap i t a  consumpt ion  r o s e  at an a v e r a g e  of 1.7 p e r c e n t  a y e a r ,  
aga ins t  the 2 .2  p e r c e n t  o v e r a l l  a v e r a g e  that  we see  for  the next  f ive 
y e a r s .  Even  if the m a x i m u m  G a i t h e r - t y p e  p r o g r a m  w e r e  adopted ,  it  
would m e a n  that  r e a l  l iv ing s t a n d a r d s  could cont inue  to r i s e ,  a l though  
at a r a t e  a l i t t l e  be low that  of the pas t  d e c a d e .  

By the midd le  of the 1960's ,  h o w e v e r ,  both de fense  and i n v e s t m e n t  
n e e d s  on any  se t  of p r o j e c t i o n s  wil l  l e v e l  off and, t h e r e f o r e ,  c o n s u m p t i o n  
wi l l  beg in  to r i s e  at a v e r y  r a p i d  r a t e ,  f a s t e r ,  in fac t ,  than the r i s e  in 
to ta l  output .  
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What  a l l  th i s  m e a n s  is tha t  the  p r i c e  f o r  a d e q u a t e  s e c u r i t y  plus  
e c o n o m i c  g r o w t h  wil l  be s t e e p ,  but  c e r t a i n l y  t o l e r a b l e ,  if  not  a c t u a l l y  
e a s y  to b e a r .  T h e r e  a r e ,  in s h o r t ,  no r e a l  e c o n o m i c  c o n s t r a i n t s  on 
ou r  s p e n d i n g  as  m u c h  on d e f e n s e  as  s e e m s  n e c e s s a r y .  

One k e y  q u e s t i o n  r e m a i n s ,  h o w e v e r - - w h e t h e r  t h e r e  a r e  a n y  s e r i o u s  
p o l i t i c a l  c o n s t r a i n t s  on d e f e n s e  s p e n d i n g .  Wil l  A m e r i c a n s  be w i l l i ng  to 
pay  the  p r i c e ?  Will  t h e y  be w i l l i ng  to g ive  up b e t w e e n  o n e - t h i r d  and  o n e -  
h a l f  of the  ga ins  f r o m  r i s i n g  p r o d u c t i v i t y  in o r d e r  to f i n a n c e  a h i g h e r  d e -  
f e n s e  p r o g r a m ?  Or  a r e  t h e r e  e x p e c t a t i o n s  g e a r e d  to  a f a s t e r  r i s e  in 
c o n s u m p t i o n  and in l i v ing  s t a n d a r d s  t han  r i s i n g  d e f e n s e  s p e n d i n g  would  
p e r m i t ?  If so,  c an  t h e y  be  p e r s u a d e d  to a c c e p t  l e s s ?  

T h e r e  is a w i d e s p r e a d  i m p r e s s i o n ,  of  c o u r s e ,  tha t  the  a n s w e r  to 
the  l a s t  q u e s t i o n  is no,  tha t  A m e r i c a n s  a r e  not  w i l l i ng  to pay  the  p r i c e .  
I n d e e d ,  the  one po in t  on wh ich  l i b e r a l s  and c o n s e r v a t i v e s  s e e m  un i t ed  
t h e s e  d a y s  is  a b e l i e f  in the  m o r a l  f l a b b i n e s s  and  i n s i s t e n t  s e l f - i n d u l -  
g e n c e  of the  A m e r i c a n  p e o p l e .  It is a c l i c h e  of o u r  t i m e  tha t  A m e r i c a n s  
h a v e  b e c o m e  a n a t i o n  of n o u v e a u  f i c h e ,  p o u r i n g  m o r e  and  m o r e  of t h e i r  
r i s i n g  i n c o m e s  into  b i g - f i n  C a d i l l a c s ,  p l e a s u r e  b o a t s ,  s w i m m i n g  poo l s ,  
and  o t h e r  f r i v o l i t i e s ,  and  b e g r u d g i n g  e v e r y  d o l l a r  t ha t  goes  out  o r  t ha t  
is r e q u e s t e d  fo r  s u c h  s e r i o u s  m a t t e r s  a s  d e f e n s e ,  e d u c a t i o n ,  m e d i c a l  
c a r e  and  so  on. T h i s  p i c t u r e  is  c e r t a i n l y  f a m i l i a r .  It  a l s o  h a p p e n s  to  
be  b a d l y  o v e r d r a w n .  

T h e  f a c t  i s ,  tha t ,  f o r  a l l  t h e i r  wea l t h ,  A m e r i c a n s  s p e n d  t h e i r  in -  
c o m e s  in a r e m a r k a b l y  s o b e r  f a s h i o n .  L a s t  y e a r ,  f o r  e x a m p l e ,  t h e i r  
a f t e r - t a x  i n c o m e s  r a n  to $336 b i l l ion .  T h r e e - q u a r t e r s  of th i s  was  
spen t  on food,  c l o t h i n g ,  h o u s i n g ,  and  t r a n s p o r t a t i o n ,  l e a v i n g  $84 b i l -  
l ion f o r  e v e r y t h i n g  e l s e .  T h e  g r e a t  bulk  of th i s  r e m a i n d e r ,  m o r e o v e r ,  
w e n t  f o r  e m i n e n t l y  s o b e r  p u r p o s e s - - S 2 4  b i l l i on  f o r  s a v i n g s ,  $19 b i l l i on  
f o r  p r i v a t e  m e d i c a l  c a r e ,  $4 b i l l i on  f o r  p r i v a t e  e d u c a t i o n ,  $17 b i l l i on  
f o r  p e r s o n a l  b u s i n e s s - - t h a t  is  to s a y ,  bank  s e r v i c e  c h a r g e s ,  i n t e r e s t  
on l o a n s ,  i n s u r a n c e  p r e m i u m s ,  and  the  l ike .  T h a t  le f t  on ly  $16 b i l l i on  
f o r  fun,  f o r  a d m i s s i o n s  to m o v i e s  and  s p o r t i n g  e v e n t s ,  f o r  a t h l e t i c  
e q u i p m e n t ,  f o r  p l a y i n g  s p o r t s ,  f o r  b o o k s ,  m a g a z i n e s ,  f o r e i g n  t r a v e l ,  
and  so  on. T h i s  f i g u r e ,  of c o u r s e ,  u n d e r s t a t e s  the  fu l l  a m o u n t  t h a t  
A m e r i c a n s  s p e n d  on r e c r e a t i o n  and l e i s u r e .  A good d e a l  of s p e n d i n g  
f o r  the  o p e r a t i o n  of a u t o m o b i l e s  and  o t h e r  f o r m s  of t r a n s p o r t a t i o n ,  and  
m u c h  tha t  goes  f o r  h o u s i n g ,  h o m e  goods ,  and  e v e n  f o r  food,  m u s t  a l s o  
coun t  as  fun.  If we t r a c k  down al l  the  p l e a s u r a b l e  s p e n d i n g  tha t  A m e r i -  
c a n s  do,  the  fun m a r k e t  c o m e s  to $41 b i l l ion .  But  the  s i g n i f i c a n t  f a c t  
t ha t  e m e r g e s  is  t ha t  s p e n d i n g  f o r  r e c r e a t i o n  and l e i s u r e  has  g r o w n  no 
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f a s t e r  t h a n  c o n s u m e r  i n c o m e  in  t h e  p o s t w a r ,  w h i c h e v e r  d e f i n i t i o n  i s  
u s e d ,  In  f a c t ,  i f  we t a k e  t h e  b r o a d e r  d e f i n i t i o n ,  i n c l u d i n g  e v e r y  c o n -  
c e i v a b l e  f o r m  of  r e c r e a t i o n a l  and  l e i s u r e  s p e n d i n g  t h a t  b r i n g s  u s  up  
to $41 b i l l i o n ,  we f i n d  t h a t  t h e  p r o p o r t i o n  of  i n c o m e  g o i n g  in  t h i s  w a y  
i s  a c t u a l l y  l o w e r  n o w  t h a n  i t  w a s  in  1947.  

On t h e  o t h e r  h a n d ,  c o n s u m e r s  h a v e  b e e n  e x p a n d i n g  t h e i r  s p e n d i n g  
f o r  p r i v a t e  m e d i c a l  c a r e ,  educat ior~,  r e l i g i o n ,  w e l f a r e ,  a n d  p e r s o n a l  
a f f a i r s  v e r y  m u c h  f a s t e r  t h a n  t h e i r  i n c o m e s ,  and  so  t h e  s h a r e  o f  i n c o m e  
g o i n g  to  t h e s e  q u i t e  s e r i o u s  and  s o b e r  p u r p o s e s  h a s  b e e n  r i s i n g  v e r y  
r a p i d l y .  T h e  s h a r e ,  on  a l l  t h e  e v i d e n c e ,  i s  a l m o s t  c e r t a i n  to k e e p  
r i s i n g  in  t he  1 9 6 0 ' s ,  and  so  w i l l  c o n t i n u e  to  s q u e e z e  r e c r e a t i o n a l  a n d  

l e i s u r e  s p e n d i n g .  

F o r  a l l  t h e  t a l k  abou t  m i s u s e s  of  p r o s p e r i t y ,  t h e r e f o r e ,  i t  a p p e a r s  
t h a t  A m e r i c a n s  a r e  r e a s o n a b l y  s o b e r ,  r e s p o n s i b l e  p e o p l e  a f t e r  a l l .  I n  
f a c t ,  t h e s e  f i g u r e s  d o n ' t  b e g i n  to  s h o w  t h e  s o b r i e t y  and  r e s p o n s i b i l i t y ,  
f o r ,  w i t h i n  t h e  t o t a l  o f  r e c r e a t i o n a l  s p e n d i n g ,  t h e r e  h a s  b e e n  a v e r y  
i m p o r t a n t  r e d i r e c t i o n  of  s p e n d i n g .  What  h a s  g i v e n  t h e  g e n e r a l  i m -  
p r e s s i o n  of  a t r e m e n d o u s  b o o m  in  s p e n d i n g  f o r  fun  i s  s i m p l y  t h a t  A m e r -  
i c a n s  h a v e  s h i f t e d  f r o m  s p e n d i n g  o n  p a s s i v e  f o r m s  of  r e c r e a t i o n  to s p e n d -  
i n g  o n  v e r y  a c t i v e  f o r m s  of  r e c r e a t i o n .  T h e r e  h a s  b e e n  a t r e m e n d o u s  
b o o m  in  b o a t s  and  in  go l f  and  in  b o w l i n g .  Bu t  t h e s e  a r e  w h a t  you  m i g h t  
c a l l  s e r i o u s ,  in  t h e  s e n s e  of  p u r p o s e f u l  and  a c t i v e ,  w a y s  o f  s p e n d i n g  
l e i s u r e  t i m e .  S p e n d i n g  on  c o m m e r c i a l  a t h l e t i c  e v e n t s ,  s p e c t a t o r  s p o r t s ,  
h a s  a c t u a l l y  d e c l i n e d .  S p e n d i n g  f o r  t h e a t e r ,  c o n c e r t s ,  and  o p e r a  h a s  
g o n e  up v e r y  v e r y  s h a r p l y .  S p e n d i n g o n  a l c o h o l h a s  g o n e  up 7 p e r c e n t  
s i n c e  1947,  in  a p e r i o d  in w h i c h  p e r s o n a l  i n c o m e s  w e n t  up abou t  2 . 5  

t i m e s .  

So t h a t  i t  i s  no t  s i m p l y  t ha t  A m e r i c a n s  h a v e  m a i n t a i n e d  o r  i n c r e a s e d  
t h e i r  s p e n d i n g  f o r  s e r i o u s  p u r p o s e s  v e r y  m u c h  f a s t e r  t h a n  f o r  s e l f -  
i n d u l g e n c e .  E v e n  w i t h i n  t h e  o v e r a l l  p a t t e r n  of  s e l f - i n d u l g e n c e ,  we g e t  
a p i c t u r e  o f  s e r i o u s n e s s  of  a c t i v i t y ,  c e r t a i n l y  no t  o f  any  g r o w i n g  f l a b -  
b i n e s s  o r  p a s s i v i t y .  And  so  i t  w o u l d  s e e m  tha t  t he  A m e r i c a n  p e o p l e  a r e ,  
a s  I s a y ,  r e a s o n a b l y  r e s p o n s i b l e .  T h e y  m a y  g r u m b l e  a b o u t  h i g h  t a x e s  
a nd  r e s i s t  t h e  s u g g e s t i o n  t h a t  t a x e s  be  r a i s e d ,  bu t  t h e  m o s t  o b j e c t i v e  
m e a s u r e  of  a p e o p l e ' s  s e n s e  o f  v a l u e  i s  t he  way  t h e y  a l l o c a t e  t h e i r  i n c o m e s .  

If, t h e r e f o r e ,  t he  A m e r i c a n  p e o p l e  r e s i s t  o r  r e s e n t  t h e  s a c r i f i c e s  
t h a t  t h e y  a r e  a s k e d  to m a k e  f o r  t h e i r  own  s u r v i v a l ,  t h e  r e a s o n ,  I s u b -  
m i t  m u s t  be  a f a i l u r e  of  l e a d e r s h i p ,  and  no t  any  i n h e r e n t  w e a k n e s s  o r  
f l a b b i n e s s  in  t he  A m e r i c a n  c h a r a c t e r .  I f  t h i s  be  t r u e ,  t h e n  t h e r e  c a n  
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be no real political constraints on our spending as much as we have to 
spend on the national security. Bold and imaginative leadership, I 
submit, can persuade the American people to accept whatever sacrifices 
must be made to provide for their own and the free world's safety. 

One l a s t  point  b e f o r e  I c lo se :  B e c a u s e  of the  l i m i t a t i o n s  of t i m e  in 
a n a l y z i n g  a l i m i t l e s s  s u b j e c t ,  I h a v e  not d e a l t  wi th  the p r o b l e m s  of the  
F e d e r a l  b u d g e t  and  the  m a n a g e m e n t  of the  publ ic  deb t .  My o p t i m i s m  
g e n e r a l l y  shou ld  not  i m p l y  tha t  t h e r e  would  be no p r o b l e m s  in th i s  r e -  
s p e c t .  T h e r e  a r e ,  a f t e r  a l l ,  l i m i t s  to a l l  t h i n g s ,  e v e n  the  b e s t .  But  
the  c h i e f  p r o b l e m ,  it s e e m s  to m e ,  is not  f i s c a l  o r  m o n e t a r y .  It is  to 
p e r s u a d e  the  A m e r i c a n  peop le  to d e v o t e  h o w e v e r  m u c h  is n e c e s s a r y  to 
p r o v i d e  f o r  the n a t i o n a l  d e f e n s e  and fo r  e s s e n t i a l  n o n m i l i t a r y  f u n c t i o n s ,  
l ike  e d u c a t i o n .  

T h e  f i s c a l  job m a y  even  be e a s i e r  than  it s e e m s  f o r  the  F e d e r a l  
budge t ,  a f t e r  a l l ,  c o n t a i n s  s o m e  g r o s s  and h o r r i b l e  e x a m p l e s  of w a s t e .  
T h e  m o s t  i n d e c e n t ,  as  wel l  a s  the  m o s t  d u r a b l e ,  is  the  f a r m  s u b s i d y  
p r o g r a m .  But  it  s e e m s  to m e  tha t  a n a t i o n  wh ich  has  b e e n  a r o u s e d  to a 
s e n s e  of s a c r i f i c e  wil l  e a s i l y  a c c e p t ,  i n d e e d  m i g h t  e v e n  d e m a n d ,  t ha t  
p r o f l i g a c y  of th i s  s o r t  be e n d e d .  S h a r p l y  r i s i n g  d e f e n s e  e x p e n d i t u r e s ,  
t h e r e f o r e ,  could  be c u s h i o n e d  by a r e d u c t i o n  in f a r m  s u b s i d i e s  and  in 
o t h e r  f o r m s  of p o r k - b a r r e l  e x p e n d i t u r e s .  

If we w e r e  to adop t  a c r a s h  p r o g r a m ,  m o r e o v e r ,  it m i g h t  a l s o  be 
a d v i s a b l e  to e a s e  the  a d j u s t m e n t  f o r  the v e r y  b r i e f  p e r i o d  of t i m e  t h r o u g h  
s o m e  e x p a n s i o n  of the  n a t i o n a l  deb t ,  a s  we l l  a s  t h r o u g h  h i g h e r  t a x e s .  
T h e r e  is no r e a s o n  why we m u s t  m e e t  a l l  of o u r  n e e d s  t h r o u g h  i m m e d i a t e  
t a x a t i o n  p r o v i d e d  we t ake  the p r o p e r  p r e c a u t i o n s  a t  the  s a m e  t i m e .  It 
would  be n e c e s s a r y ,  tha t  is to s a y ,  to i n c r e a s e  the  s a v i n g s  of the  pub l i c  
a t  l a r g e  enough  to o f f s e t  the  i n f l a t i o n a r y  p r e s s u r e  of a G o v e r n m e n t  d e f i -  
c i t .  This could be done through selective credit controls to limit the 
growth of private debt and through bold and imaginative management of 
the Federal debt. Limiting the term of installment and mortgage credit, 
for example, would force people to defer the purchase of new cars and 
new homes. This in turn would produce a substantial, though not neces- 
sarily a proportionate, increase in real savings. 

The  T r e a s u r y  has  a l r e a d y  s h o w n  in the  p a s t  f ew m o n t h s  how m u c h  
l e v e r a g e  c a n  be e x e r t e d  on p e r s o n a l  s a v i n g s  t h r o u g h  the  m a g i c  of a 5 
p e r c e n t  y i e l d .  If it w e r e  n e c e s s a r y  to s t e p  up d e f e n s e  s p e n d i n g  by  $5 
b i l l i on  a y e a r ,  o r  e v e n  m o r e ,  f o r  a f ew y e a r s ,  in o r d e r  to ge t  a new 
p l a t e a u ,  the  T r e a s u r y ,  j u s t  f o r  e x a m p l e ,  m i g h t  v e r y  we l l  i s s u e  a s p e c i a l  
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s e r i e s  of 5 o r  e v e n  6 p e r c e n t  s a v i n g s  bonds  to be paid  f o r  t h r o u g h  p a y -  
r o l l  d e d u c t i o n s  and  with  o t h e r  s a f e g u a r d s  to m a k e  s u r e  t ha t  t he  bonds  
w e r e  not  c o n c e n t r a t e d  in the  hands  of a few w e a l t h y  p e o p l e .  It m i g h t  
a t  t he  s a m e  t i m e  a n n o u n c e  tha t  th is  new r a t e  would  app ly  on ly  f o r  t he  
d u r a t i o n  of the  n a t i o n a l  e m e r g e n c y ;  tha t  is to s a y ,  fo r  t h r e e  o r  f o u r  o r  
f ive  y e a r s ,  wi th  i n t e r e s t  r a t e s  to r e t u r n  to a m o r e  n o r m a l  l o w e r  l e v e l  
a f t e r  tha t .  

The  r e s p o n s e  to s u c h  an a p p e a l  and s u c h  an  o p p o r t u n i t y  fo r  s a v i n g s  
by  a peop le  a l r e a d y  a r o u s e d  by i ts  l e a d e r s h i p  to the  d a n g e r s  tha t  e x i s t  
would ,  I a m  c o n v i n c e d ,  be o v e r w h e l m i n g l y  f a v o r a b l e ,  and  thus  would  
avo id  the  d a n g e r  of in f l a t ion .  

And so ,  le t  m e  c o n c l u d e  as  I began ,  by a s s e r t i n g  as  s t r o n g l y  a s  I 
know how tha t  th i s  c o u n t r y  can  a f f o r d  as  m u c h  s e c u r i t y  as  it n e e d s .  

Thank  you .  

C O L O N E L  REID: Mr .  S i l b e r m a n  is r e a d y  f o r  y o u r  q u e s t i o n s .  

QUESTION:  S i r ,  would you  r e v i e w  f o r  us and  e v a l u a t e  the  a r g u -  
m e n t s  a d v a n c e d  by the  c u r r e n t  A d m i n i s t r a t i o n  as  to why  we shou ld  
m a i n t a i n  o u r  s p e n d i n g  a t  the c u r r e n t  l e v e l ?  

MR. SILBERMAN: I'll try to reproduce the arguments. I think 
basically the Administration is convinced of two main points--one, any 
substantial increase in spending would put a strain on the economy which 
would weaken its capacity to grow and therefore weaken its capacity to 
resist the Soviet in what everyone must assume will be a very long peri- 
od of strain and pressure. Secondly, the Administration feels that our 
economy is being weakened by inflation and that inflationary pressures 
can be contained only if the budget runs a surplus rather than operates 
just at balance or at a deficit. Within this, the Administration would 
seem to be convinced that the current level of spending is adequate to 
maintain our security so that, given this adequacy, fiscal, monetary, 
economic considerations should prevail. 

In t e r m s  of an  e v a l u a t i o n ,  the  on ly  th ing  I c a n  add  r e a l l y  to wha t  I 
s u g g e s t e d  in m y  s p e e c h  is  tha t ,  if  we a r e  e n g a g e d  in a long s t r u g g l e  wi th  
the  Sovie t ,  we  m u s t  a s s u m e  tha t  t h e i r  e c o n o m y  is  b e i n g  put u n d e r  
s t r a i n  as  w e l l  as  ou r  own.  I would  a r g u e  tha t  the  s t r a i n  on the  S o v i e t  
is v e r y  m u c h  g r e a t e r  a t  a n y  l e v e l  of d e f e n s e  s p e n d i n g ,  f r o m  the  c u r r e n t  
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on up, t han  the  s t r a i n  on o u r  own.  F o r  one  th ing ,  t h e i r  t o t a l  ou tpu t  i s  
a lot  l e s s .  M o r e  i m p o r t a n t l y ,  p e r h a p s - - t h e  c o n s e n u s  a m o n g  the  Sov ie t  
e x p e r t s  w h o s e  o p i n i o n s  I r e s p e c t - - i s  tha t  the  Sov ie t  e c o n o m y  is  e n t e r i n g  
a p e r i o d  of m a j o r  c r i s i s ,  o r  i s  in a p e r i o d  of m a j o r  c r i s i s ,  f o r  s e v e r a l  
r e a s o n s :  

T h e  g r o w t h  in ou tpu t  in the  Sovie t  in the  p a s t  h a s  s t e m m e d ,  not  
f r o m  i n c r e a s e s  in  p r o d u c t i v i t y  in the  r e a l  s e n s e ,  bu t  r a t h e r  f r o m  s h i f t s  
of  m a n - p o w e r  f r o m  a g r i c u l t u r e  to i n d u s t r y .  T h i s  h a s  the  e f f e c t  of  
r a i s i n g  a p p a r e n t  p r o d u c t i v i t y ,  s i m p l y  b e c a u s e  the  l e v e l  of  p r o d u c t i v i t y ,  
ou tpu t  p e r  m a n  hou r ,  on the  f a r m  is  a f r a c t i o n  of what  it  i s  in  t he  
f a c t o r y .  But t h e r e  has  b e e n  r e l a t i v e l y  l i t t l e  i n c r e a s e  o f  p r o d u c t i v i t y  a t  
e i t h e r  p l a c e ,  e i t h e r  on the  f a r m s  o r  in  the  f a c t o r i e s .  T h e y  h a v e  r e a c h e d  
the  point  w h e r e  t h e y  c a n ' t  get  a n y  m o r e  i n c r e a s e  in  ou tpu t  f r o m  t h i s  
s o u r c e .  If any th ing ,  m a n p o w e r  has  to be s h i f t e d  b a c k  to t h e  f a r m s .  So 
tha t  g r o w t h  in the  f u t u r e  c a n  c o m e  on ly  f r o m  i n c r e a s e s  in p r o d u c t i v i t y .  

T h i s  in  t u r n  r a i s e s  a p r o b l e m  of i n c e n t i v e s .  T h e  w a y  you  ge t  p e o p l e  
to p r o d u c e  m o r e  is ,  at l e a s t  in p a r t ,  by  m a k i n g  it w o r t h  wh i l e  to do so .  
T h i s  i n v o l v e s  m o r e  t h a n  the  p r o b l e m  of i n c e n t i v e  p a y .  T h e  Sov ie t  h a s  
done  th i s  in the  p a s t  t h r o u g h  i n c e n t i v e s ,  but  i n c e n t i v e s  m e a n  n o t h i n g  u n -  
l e s s  t h e y  c a n  be  u s e d  to buy  t h i n g s .  If y o u  a r e  go ing  to s p r e a d  i n c e n t i v e s  
a r o u n d  on a b r o a d e r  s c a l e ,  the  peop le  who r e c e i v e  t h e m  h a v e  to be  ab l e  
to buy s o m e t h i n g  with the  m o n e y .  T h i s  r e q u i r e s  an i n c r e a s e  in  the  p r o -  
d u c t i o n  of c o n s u m e r  g o o d s ,  i t  t h e r e f o r e  m e a n s  a r e d u c t i o n  in p r o d u c t i o n  
of  c a p i t a l  goods ,  wh ich  t e n d s  to s low down the  r a t e  of  g r o w t h .  So tha t  
t h e r e  i s  t h i s  t e r r i b l e  c o n f l i c t  of g o a l s .  In o r d e r  to i n c r e a s e  e f f i c i e n c y ,  
t h e y  have  to p r o v i d e  the  i n c e n t i v e s ,  wh ich  m cans  c u t t i n g  down g r o w t h  
and i n c r e a s i n g  the  a m o u n t  of c o n s u m e r  g o o d s .  

The problem is made even more intense by the fact--there was an 
article in the "New YorkTimes" yesterday commentingon a recent Soviet 
census--that there is going to be a terrible shortage of workers in the 
next 5 to 10 years. The Soviets are going to have a small increase in 
the labor force because of the tremendous casualties they suffered during 
World War If, which in turn cut down the marriage rate and the birth 
rate very sharply in the immediate postwar period. 

Anything that creates a strain on our economy therefore, is goingto 
create a greater strain on the Soviet economy. So that, I think, in 
discussing the impact of defense spending on our economy, it has to be 
also analyzed in terms of the comparative effect on the Soviets. 
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Q U E S T I O N :  M r .  S i l b e r m a n ,  y o u r  c o m m e n t s  p o i n t  v e r y  d e f i n i t e l y  
to  t h e  n e e d  f o r  l o n g e r - t e r m  p l a n n i n g  in  o u r  f i s c a l  p o l i c y  and  f o r  c u r r e n t  
c o m m i t m e n t s  r e l a t i v e l y  f a r t h e r  in  the  f u t u r e .  What  p r o s p e c t  i s  t h e r e  
to h a v e  s u c h  p l a n n i n g  in  t he  p l a c e  of  t h e  h a n d - t o - m o u t h  e x i s t e n c e  o f  
o u r  p r e s e n t  a n n u a l  b u d g e t s ,  r e g a r d l e s s  o f  w h a t  f o r m  it  m i g h t  t a k e ,  
w h e t h e r  i t  w o u l d  m e e t  y o u r  o b j e c t i v e s  o r  o t h e r s  t h a t  m i g h t  be  o f f e r e d ?  

MR.  S I L B E R M A N :  I t ' s  a h a r d  q u e s t i o n  to a n s w e r .  I d o n ' t  t h i n k  
r e a l i s t i c a l l y  t h e r e  i s  any  s e r i o u s  l i k e l i h o o d  o f  a m a j o r  c h a n g e  in t h e  
b u d g e t a r y  p r o c e s s  in  t e r m s  of  c r e a t i n g  l o n g - t e r m  c o m m i t m e n t s .  C o n -  
s t i t u t i o n a l l y  s p e n d i n g  i s  a c o n g r e s s i o n a l  p r e r o g a t i v e ,  and  I d o n ' t  s e e  
a n y  l i k e l i h o o d  t h a t  C o n g r e s s  w i l l  g i v e  t h i s  up .  I t h i n k  o n e  c a n  ge t  
a r o u n d  t h i s  in  a s e n s e ,  by  t h e  way  t he  e x e c u t i v e  b r a n c h  h a n d l e s  i t s  
p r o g r a m ,  by  c r e a t i n g  a s e n s e  o f  n e e d ,  o f  e m e r g e n c y ,  and  t h e r e f o r e  
m a k i n g  i t  e a s i e r  to  ge t  a p p r o p r i a t i o n s .  

I t h i n k  we h a v e  d o n e  t h i s  in  a s e n s e ,  and  we  h a v e  c r e a t e d  a s i t u a t i o n  
in  w h i c h  C o n g r e s s  c e r t a i n l y  a c c e p t s  t h e  n e e d  f o r  at  l e a s t  t h e  c u r r e n t  
l e v e l  in  t h e  d e f e n s e  b u d g e t .  We h a v e  d o n e  i t  in  f o r e i g n  a id .  But  I t h i n k  
a f a t a l  w e a k n e s s  in  A d m i n i s t r a t i o n  p o l i c y  w a s  s e v e r a l  y e a r s  ago  in  
c u t t i n g  d o w n  t h e  a p p r o p r i a t i o n s  v e r y  s h a r p l y  in  a p e r i o d  w h e n  i t  w a s  
n o t  c u t t i n g  d o w n  t h e  a c t u a l  s p e n d i n g ,  in  o r d e r  to b a l a n c e  t h e  p u b l i c  
b o o k s ,  so  to s p e a k .  T h e n ,  w h e n  t h e  p i p e l i n e s  w e r e  d r i e d  up and  i t  w a s  
n e c e s s a r y  to  i n c r e a s e  a p p r o p r i a t i o n s  s h a r p l y ,  in  o r d e r  to  m a i n t a i n  
r o u g h l y  t he  s a m e  l e v e l  of  s p e n d i n g ,  i t  w a s  t o u g h  to  do i t ,  b e c a u s e  C o n -  
g r e s s m e n  w e r e  u s i n g  t h e  s a m e  a r g u m e n t s  t h a t  h a d  b e e n  g i v e n  to t h e m ,  
in  e f f e c t .  

So I think all that can be done is to adaptto the political mechanism 
that we have and try to present programs in terms of long-run needs, 
so that there is among the responsible people a realization of what the 
requirements are and it becomes easier to get them through. I think 
the bulk of the people in Congress are reasonably responsible. There 
may be some who are not, but most of them are responsible people. 

Q U E S T I O N :  In  c o n s i d e r i n g  t h i s  p r o g r a m  t h a t  you  c o n s i d e r  i s  f e a s i b l e  
t h r o u g h  1965 and 1970, i t  s e e m s  tha t  in  c o n s i d e r i n g  t h e  n a t i o n a l  p o l i t i c a l  
s i t u a t i o n  we a r e  a b o u t  f i ve  y e a r s  too  l a t e .  I n  o t h e r  w o r d s ,  I c a n  e n -  
v i s a g e  in  t h e  n e x t  f i v e  y e a r s  p e r h a p s  b e i n g  p u s h e d  a r o u n d  to a n e w  l i n e  
to  h o l d  w h i l e  we  a r e  b u i l d i n g  up to t h i s  t h i n g  y o u  r e c o m m e n d .  Wha t  
i s  y o u r  r e a c t i o n  to t h a t  c o n c l u s i o n ?  
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MR.  S I L B E R M A N :  I t h i n k  t i m e  i s  r u n n i n g  ou t ,  bu t  I d o n ' t  t h i n k  
i t  i s  t oo  l a t e .  I t h i n k  t h e r e  a r e  m e a s u r e s  w h i c h  c a n  b e  t a k e n  f a i r l y  
r a p i d l y  to  p r o t e c t  w h a t  we h a v e .  T h e  c r i t i c a l  p r o b l e m  i s  p r o t e c t i n g  
w h a t  we  h a v e ,  p r o t e c t i n g  t h e  e x i s t i n g  d e t e r r e n t  f o r c e .  W h i l e  a lo t  o f  
t h e  t h i n g s  t a k e  t i m e ,  y o u  c a n  ge t  a f a i r  a m o u n t  o f  d i s p e r s a l  a n d  h a r d e ~ -  
i n g  o f  b a s e s  i n  a f a i r l y  s h o r t  p e r i o d  of  t i m e  i f  y o u  pu t  i t  on  a c r a s h  b a s i s .  
Y o u  c a n  g e t  s o m e  o f  t h e  SAC f o r c e  up in  t h e  a i r  i n  a f a i r l y  s h o r t  p e r i o d  
o f  t i m e ,  b e c a u s e  t h e  c r i t i c a l  p e r i o d ,  a s  I u n d e r s t a n d  i t ,  i s  no t  n o w  b u t  
1961 a n d  1962.  So t h a t  we do h a v e  a l i t t l e  l e e w a y  in  t e r m s  o f  t h e  d e -  
t e r r e n t .  I n  t e r m s  o f  l i m i t e d  w a r  f o r c e s ,  t h i s  w o u l d  t a k e  l o n g e r ,  c e r -  
t a i n l y ,  to  b u i l d  up .  Bu t  we  do  h a v e  s o m e t h i n g  w i th  w h i c h  to  p l a y  at  t h e  
m o m e n t .  I d o n ' t  t h i n k  we  h a v e  r e a c h e d  t h e  p o i n t  o f  no  r e t u r n ,  r e a l l y .  
I h o p e  t h a t  t h i s  v i e w  i s  n o t  b e c a u s e  I d o n t t  h a v e  e n o u g h  u p - t o - d a t e  i n -  
f o r m a t i o n .  

Q U E S T I O N :  S i r ,  f o r  t h e  p a s t  s e v e n  y e a r s  we h a v e  b e e n  s u b j e c t e d  to 
an  e d u c a t i o n a l  c a m p a i g n  o n  t h e  p a r t  o f  t h e  A d m i n i s t r a t i o n  w i t h  r e f e r e n c e  
to  i n f l a t i o n .  We h a v e  h a d  p r e v i o u s  s p e a k e r s  o n  t h i s  p l a t f o r m  s a y  t h a t  
t h e y  f e l t  t h a t  p e r h a p s  a l i t t l e  i n f l a t i o n  m i g h t  b e  h e l p f u l .  T o  g e t  to o n e  of  
t h e  p o i n t s  w h i c h  y o u  m a d e  in  y o u r  t a l k ,  you  s t a t e d  t h a t  o n e  o f  t h e  m e t h o d s  
t h a t  m i g h t  b e  u s e d  to  h o l d  d o w n  i n f l a t i o n  d u r i n g  t h e  p e r i o d  of  e m e r g e n c y  
w a s  to  s e l l  5 p e r c e n t  b o n d s ,  6 p e r c e n t  b o n d s ,  e t  c e t e r a .  Wha t  i s  t h a t  
g o i n g  to do w h e n  t h i s  p e r i o d  i s  o v e r  and  a l l  t h i s  m o n e y  and  l i q u i d  a s s e t s  
a r e  a v a i l a b l e  f o r  t he  c o n s u m e r  to  s p e n d  and  t h e r e  a r e  n o t  e n o u g h  c o n -  
s u m e r  g o o d s  f o r  t h e m  to  b u y ?  

M R .  S I L B E R M A N :  T h e r e  a r e  two t h i n g s .  O n e ,  t h e r e  i s  no  r e a s o n  
to a s s u m e  n e c e s s a r i l y  t h a t  a l l  o f  t h e s e  b o n d s  w o u l d  be  c a s h e d  in  i m m e -  
d i a t e l y .  I m e n t i o n e d  t h i s  n o t  a s  a p a n a c e a .  I a m  no t  an  a u t h o r i t y  o n  
d e b t  m a n a g e m e n t .  I m e n t i o n e d  i t  s i m p l y  a s  a k i n d  o f  f o r  i n s t a n c e ,  an  
a p p r o a c h  t h a t ,  i t  s e e m s  to m e ,  m i g h t  b e  w o r k a b l e .  T h e  b o n d s  c o u l d  
b e  l o n g - t e r m  b o n d s - - 1 0  y e a r s  o r  w h a t e v e r  p e r i o d  of  t i m e  s e e m e d  p r o p e r .  
So t h a t  o n l y  s o m e  p r o p o r t i o n  of  t h e m  w o u l d  be  c a s h e d ,  l e t ' s  s a y ,  at  t h e  
d u r a t i o n  of  t h e  e m e r g e n c y .  

Now,  y o u  m i g h t  m a k e  a p r o v i s i o n  t h a t  t h e y  c o u l d n ' t  be  c a s h e d  f o r  
s o m e  p e r i o d  o f  t i m e ,  o r  s e l l  t h e m  in  v a r y i n g  s e r i e s ,  w h i c h  w o u l d  t h e r e -  
f o r e  d e f e r  t h e  p o s s i b i l i t y  o f  p r e s s u r e s  b e i n g  u n l o a d e d  at  o n e  t i m e .  T h e s e  
i n v o l v e  t e c h n i c a l  p r o b l e m s  o f  d e b t  m a n a g e m e n t .  In  t e r m s  of  i n f l a t i o n a r y  
p r e s s u r e  f i v e  y e a r s  f r o m  n o w ,  t h i s  w o u l d  b e  t h e  p e r i o d  in w h i c h  on o u r  
a n a l y s i s ,  d e f e n s e  s p e n d i n g  w o u l d  be  a b l e  to l e v e l  of f  and  i n v e s t m e n t  r e -  
q u i r e m e n t s  w o u l d  a l s o  l e v e l  o f f .  T h e  p e r i o d  of  p r e s s u r e  i s  t h e  n e x t  f i v e  
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y e a r s .  F o r  the  f ive  y e a r s  a f t e r  tha t ,  c o n s u m p t i o n ,  wh ich  m e a n s  p r o -  
d u c t i o n  of  c o n s u m e r  goods ,  as  weLl a s  s p e n d i n g ,  would  be ab le  to r i s e  
f a s t e r  t h a n  t o t a l  o u t p u t .  So tha t  the  p r e s s u r e s  would  be v e r y ,  v e r y  
m u c h  l e s s .  

If i t  a p p e a r e d  at  the  t i m e  tha t  p e o p l e  w e r e  c a s h i n g  in  the  a s s e t s  tha t  
t h e y  had  a c c u m u l a t e d  d u r i n g  the  p e r i o d  of  e m e r g e n c y ,  why t h e n  it s i m -  
p ly  would  be n e c e s s a r y  to  t ake  f u r t h e r  a c t i o n  to s i p h o n  off th i s  e x c e s s  
i n c o m e  by c r e d i t  c o n t r o l s  o r  what  have  you.  If p e o p l e  had  d e f e r r e d  b u y -  
i ng  c a r s  and h o u s e s ,  and a l l  of  a s u d d e n  in 1965, as  t h e y  did in  1955, 
s t a r t e d  buy ing  c a r s  and h o u s e s  l ike  c r a z y ,  we cou ld  r e i m p o s e ,  o r  c o n -  
t i nue ,  s e l e c t i v e  c r e d i t  c o n t r o l s  on  c o n s u m e r  i n s t s l l m e n t  c r e d i t  and on 
m o r t g a g e  c r e d i t ,  and s q u e e z e  t h e s e  m a r k e t s .  

I s e e  no p r o b l e m  tha t  cou ld  not  be  dea l t  wi th .  T h i s  i s  not  to s a y  
t h e r e  would  not  be a p r o b l e m  but  s i m p l y  tha t  I s e e  no r e a s o n  why it  
wou ld  no t  be  m a n a g e a b l e .  

QUESTION:  Dr .  S i l b e r m a n ,  I would  l ike  to d i s c u s s  the  g r o s s  
n a t i o n a l  p r o d u c t  f o r  a m o m e n t .  We have  had  a s e r i e s  of  s p e a k e r s  on  
t h i s  p l a t f o r m ,  i n c l u d i n g  y o u r s e l f ,  who t a l k  in  t e r m s  of o v e r  $400 b i l l i on ,  
up  to ha l f  a t r i l l i o n ,  as  the  f i g u r e s  i n d i c a t e .  You i n d i c a t e d  tha t  s o m e -  
t h i ng  l e s s  t han  $40 b i l l i o n  w e r e  b e i n g  spen t  fo r  a m u s e m e n t s .  L e t  m e  
c i t e  a f i g u r e  of  $50 b i l l i o n  tha t  was  q u o t e d  in  the  " L a d i e s  H o m e  J o u r n a l "  
as  t ha t  wh ich  i s  b e i n g  spen t  on  b e a u t y  t h i s  y e a r ,  on f o r m s  of  f a s h i o n ,  
w h e r e  you  can  buy  a p a i r  of  $2 s h o e s  wi th  the  p r o p e r  l a b e l  in  t h e m  f o r  
$25, and  the  m o n e y  tha t  has  b e e n  s p e n t  f o r  a d v e r t i s i n g  fo r  l i p s t i c k s ,  and  
f o r  ~11 s o r t s  of  f r i l l s .  It has  b e e n  s t a t e d  tha t  we s p e n d  m o r e  m o n e y  f o r  
o u r  childrenWs t o y s  t han  we do f o r  o u r  own c o l l e g e  e d u c a t i o n .  I w o n d e r  
ff  t h e r e  h a s  b e e n  any  s e r i o u s  a t t e m p t  on the  p a r t  of the  e c o n o m i s t s  to 
c o m p a r e  o u r  r e a l  g r o s s  n a t i o n a l  p r o d u c t ,  t ha t  wh ich  i s  m e a n i n g f u l  f r o m  
a m i l i t a r y  o r  d e f e n s e  s t a n d p o i n t ,  wi th  tha t  of  t he  S o v i e t s .  

MR. SILBERMAN:  Yes~ t h e r e  a r e  t h r e e  o r  f o u r  v o l u m e s  w h i c h  
w e r e  j u s t  p u b l i s h e d  in  the  l a s t  c o u p l e  of  m o n t h s  by the  Jo in t  C o m m i t t e e  
on  E c o n o m i c  R e p o r t ,  c o n t a i n i n g  p a p e r s  by  a whole  s t r i n g  of l e a d i n g  e x -  
p e r t s  on  Sovie t  and  A m e r i c a n  e c o n o m i e s ,  c o m p a r i n g  Uo S. and Sov ie t  
leve ls~  g r o w t h  r a t e s ,  and  so on .  I t h i n k  tha t  we t e n d  to e x a g g e r a t e  the  
w a s t e  in the  e c o n o m y .  C e r t a i n l y ,  t h e r e  i s  an awful  lo t .  The  c r u c i a l  
q u e s t i o n ,  in  m y  j u d g m e n t ,  i s  not  wha t  the  l e v e l  of  w a s t e  i s  but  w h e t h e r  
i t  i s  g e t t i n g  b e t t e r  o r  w o r s e ,  b e c a u s e  t h i s  i s  wha t  i s  c r u c i a l  in  t e r m s  of 
what  we can  do .  A r e  we w a s t i n g  a l a r g e r  p r o p o r t i o n  as  we ge t  r i c h e r  
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o r  a r e  we  w a s t i n g  a s m a l l e r  p r o p o r t i o n ?  T h e  e v i d e n c e ,  I t h i n k ,  i s  
o v e r w h e l m i n g l y  t h a t  we a r e  w a s t i n g  a s m a l l e r  p r o p o r t i o n .  We h a v e  
b e e n  i n c r e a s i n g  t h e  s h a r e  of  o u r  i n c o m e s  g o i n g  to  e d u c a t i o n ,  p r i v a t e  
a nd  p u b l i c .  I w a s  d e a l i n g  o n l y  w i t h  p r i v a t e  e x p e n d i t u r e s ,  bu t  S t a t e  a n d  
l o c a l  e x p e n d i t u r e s ,  w h i c h  a r e  w h e r e  t h e  b u l k  o f  s p e n d i n g  on  e d u c a t i o n  
a n d  m e d i c a l  c a r e  a r e  c o n c e n t r a t e d ,  h a v e  b e e n  r i s i n g  v e r y  m u c h  f a s t e r  
t h a n  t h e  g r o s s  n a t i o n a l  p r o d u c t  o r  p e r s o n a l  i n c o m e ,  a s  a n y b o d y  who  
o w n s  a h o u s e  a l m o s t  a n y w h e r e  c a n  t e s t i f y .  My s c h o o l  t a x e s  h a v e  d o u -  
b l e d  in  t h e  l a s t  f o u r  y e a r s ;  m y  i n c o m e  h a s n ' t .  So t h a t  c e r t a i n l y  i t  
w o u l d  be  n a i v e  to a r g u e  t h a t  t h e r e  i s  no t  a l o t  o f  w a s t e  in  a s o c i e t y  a s  
r i c h ,  c o m p a r a t i v e l y  s p e a k i n g ,  a s  the  U n i t e d  S t a t e s  i s .  

The crucial question is: Are we wasting a larger and larger pro- 
portion? The answer has to be that we are not; that we have increased 
our spending for schools. The Twentieth Century Fund made a mammoth 
study a couple years ago called "America's Needs and Resources, " and 
they estimated what our requirements were in education, in medical 
care, in we]fare, and so on. As of the year 1950, they found that there 
were terrible deficiencies in education and in medicine--to take the two 
most important and most glaring measures. Just since 1950 we have 
made good more than half of the deficiency on their estimates in both 
education and medical care. Teachers t salaries, for example, have 
been going up faster than almost any other category of pay. This is not 
to say that teachers are getting paid as much as they should. But the 
differential between teachers '  pay and that of others is very much nar-  
rower than it was a few years ago. The classroom shortage is less 
severe than it was. The shortage of hospital beds is very much less 
severe than it was--and so on down the line--in both public and private 
spending. We have been doing quite a good job of catching up with what 
in a value judgment you might say we ought to be doing. Not to say 
we are doing as much as we should--we are not. But we are getting 
better; not worse. 

QUESTION: You mentioned the need in this situation for stronger 
leadership, dynamic leadership. I sort of get the impression from 
reading some of the Luce publications that we already have that. Maybe 
this illustrates the need for something else. Did not Mr. Luce partici- 
pate in the development of the Gaither Report ? 

1VIR. S I L B E R M A N :  He  d id  in  t he  R o c k e f e l l e r  R e p o r t .  
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QUESTION: Si r ,  you  m a d e  s o m e  c o m m e n t s  abou t  the  s u b s i d y  to  
t he  f a r m e r s .  I happen  to c o m e  f r o m  W i s c o n s i n  and  Ohio.  I a m  a l i t t l e  
bit  of a R e p u b l i c a n  in f a r m i n g  b a c k g r o u n d .  I m i g h t  m e n t i o n  in p a s s i n g  
tha t  m y  g r a n d f a t h e r  was  a s u c c e s s f u l  f a r m e r .  He put f ive  c h i l d r e n  
t h r o u g h  c o l l e g e .  T h e s e  c h i l d r e n  h a v e  had 16 c h i l d r e n ,  none  of w h o m  
is  in f a r m i n g .  T h e y  have  found b e t t e r  ways  of m a k i n g  a l iv ing .  I u s e  
tha t  on ly  to s u g g e s t  tha t  m a y b e  s o m e  of the  s u b s i d y  is  not  qu i t e  a s  ev i l  
as  you  h i n t e d ,  and  p e r h a p s  you h a v e n ' t  got m a n y  r e a d e r s  in t he  f a r m i n g  
d i s t r i c t .  I know I d i d n ' t  s e e  " F o r t u n e "  unt i l  I m a d e  l i e u t e n a n t  c o m m a n -  
d e r .  Now I wi l l  ge t  on to m y  point  and  le t  m y  R e p u b l i c a n i s m  show.  Hid -  
d e n  in the  $40 b i l l ion  d e f e n s e  budge t  I s t r o n g l y  s u s p e c t - - s i n c e  I h a v e  
b e e n  in c o n t r a c t i n g ,  p r o c u r e m e n t ,  buying ,  and r e s e a r c h i n g  fo r  10 y e a r s  
n o w - - t h a t  t h e r e  m i g h t  be $6 b i l l i on  of s u p p o r t  to  r e p r e s e n t a t i v e s ,  to un-  
n e c e s s a r y ,  and  s o m e  of t h e m  e v e n  t r a s h y ,  m a g a z i n e s ,  tha t  a r e  c a l l e d  
the  i n d u s t r i a l  s y m p o s i u m  on m i l i t a r y  e l e c t r o n i c s - - t r i v i a  wh ich  h a v e  
b e e n  p u b l i s h e d - - i f  you  have  w a t c h e d  the  t r a d e  p u b l i c a t i o n s  c o m e  up and  
t r i p l e  in the  l a s t  f ew y e a r s - - a n d ,  f i n a l l y ,  to s a l a r i e s  to the  y o u n g  whip-  
p e r s n a p p e r s  j u s t  out of c o l l e g e  g e t t i n g  $500 to $650 a m o n t h ,  who a r e  
c a l l e d  e n g i n e e r s  and  t e c h n i c i a n s ;  and we a r e  c r e a t i n g  s o m e w h a t  of an  
e n g i n e e r i n g  s h o r t a g e .  Maybe  tha t  d i d n ' t  ex i s t ,  but  we c r e a t e d  it wi th  
o u r  own m i l i t a r y  d e f e n s e  d o l l a r .  I t h ink ,  t h e r e f o r e ,  tha t  m a y b e  y o u r  
r e s e a r c h  s t a f f  c a n  look and  s e e  how m u c h  of t he  $40 b i l l i on  f o r  d e f e n s e  
is p r o d u c i n g  a n y t h i n g  f o r  d e f e n s e ,  and  how m u c h  is s u b s i d y  to a p a r t  of 
o u r  c u l t u r e ,  i n c l u d i n g  m a g a z i n e s ,  even .  

MR. SILBERMAN: I don ' t  th ink  m u c h  of it goes  to m a g a z i n e s ;  a t  
l e a s t  it d o e s n ' t  ge t  d i s t r i b u t e d  a r o u n d .  I th ink  you  a r e  r i g h t  tha t  the  
w a s t e  t ha t  is in t he  d e f e n s e  budge t  is the  kind of w a s t e  tha t  is p o l i t i c a l l y  
m o s t  d i f f i cu l t  to r e m o v e .  T h e r e  is  u n d o u b t e d l y  a s u b s t a n t i a l  a m o u n t  of 
w a s t e .  I d o n ' t  know how m u c h .  I w o u l d n ' t  wan t  to put  a p r e c i s e  f i g u r e  
on it.  T h e  w a s t e ,  h o w e v e r ,  is not  the  w a s t e  tha t  p e o p l e  g e n e r a l l y  t a l k  
abou t  when  t h e y  t a lk  abou t  the  w a s t e .  The  w a s t e  is no t ,  l e t ' s  s a y ,  in 
h a v i n g  two o r  t h r e e  o r  f o u r ,  o r  even  a h a l f - d o z e n  d i f f e r e n t  a p p r o a c h e s  
to  a g iven  weapon  s y s t e m  go ing  on s i m u l t a n e o u s l y .  T h i s  i s n ' t  w a s t e .  
I would  a r g u e  tha t  th is  is  e c o n o m y  b e c a u s e  it is i m p o s s i b l e  to d e t e r m i n e  
in a d v a n c e  wh ich  w e a p o n  s y s t e m  is  going to  w o r k ,  and  e x p e r i e n c e  g e n e r -  
a l l y  in the  p a s t  has  b e e n  tha t  w h i c h e v e r  one a s a n e  and  s o u n d - t h i n k i n g  
m a n  r u l e d  out as  i m p o s s i b l e  is the  one tha t  t u r n e d  out to be  the  m o s t  
e f f e c t i v e .  Th i s  I u n d e r s t a n d  is the  c a s e  wi th  the  f i r s t  a t o m i c  b o m b .  Had 
we fo l lowed  a p o l i c y  of e c o n o m i z i n g  b%, e l i m i n a t i n g  s o - c a l l e d  d u p l i c a t i o n  
it m i g h t  h a v e  t a k e n  us t h r e e  o r  f o u r  y e a r s  and m a n y  b i l l i on  d o l l a r s  m o r e  
to  d e v e l o p  the  b o m b .  T h e  s a m e  th ing  was  t r u e  wi th  r a d a r .  
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I t h ink  we cut  down on a l t e r n a t i v e s  when  it  i s  too soon  to do it  and  
we f a i l  to cut  down when it  i s  too l a t e .  At the  po in t  at  wh ich  we s h o u l d  
go wi th  one  s y s t e m  we f a i l  to do it b e c a u s e  p o l i t i c a l l y  t h e r e  would  be  
too m u c h  o b j e c t i o n  f r o m  the  d i s t r i c t s  in wh ich  e m p l o y m e n t  m i g h t  be  cu t  
down.  At the  e a r l y  s t a g e ,  when  d u p l i c a t i o n  i s  not  e x p e n s i v e  and  m i g h t  
y i e l d  a c h e a p e r  a l t e r n a t i v e  o r  an  a l t e r n a t i v e  s o o n e r ,  we d u m p .  

T h e  b ig  w a s t e ,  h o w e v e r ,  is  in the  u n n e c e s s a r y  b a s e s  and  h o s p i t a l s  
and  t h i n g s  of t ha t  s o r t ,  w h i c h  a r e  m a i n t a i n e d  b e c a u s e  the  C o n g r e s s m a n  
in w h o s e  d i s t r i c t  the  b a s e  o r  the  h o s p i t a l  is  l o c a t e d  i s  unwi l l i ng  to l e t  
it go, a n d  v e r y  f r e q u e n t l y ,  the  s a m e  m a n  who i s  l o u d e s t  in a t t a c k i n g  
m i l i t a r y  w a s t e  i s  the  guy who r e f u s e s  to l e t  a p a r t i c u l a r  b a s e  o r  h o s -  
p i t a l  be  e l i m i n a t e d .  

So t h a t  I t h i n k  tha t ,  i f  t h e r e  w e r e  a s e n s e  a g a i n  of  e m e r g e n c y  and  
s a c r i f i c e  c r e a t e d  by l e a d e r s h i p ,  at  l e a s t  s o m e  of  t h i s  w a s t e  cou ld  be  
cu t  out  p a r t i c u l a r l y  i f  t h e r e  w e r e  s o m e  n a t i o n a l  e x p o s u r e ,  l e t ' s  s a y ,  
of  log r o i l i n g  at  the  d e f e n s e  l e v e l .  I t ' s  p r e t t y  tough .  It i s  not  a c c i d e n t a l ,  
c e r t a i n l y ,  tha t  we h a v e  two d e f e n s e  b u d g e t s - - o n e  f o r  o r d i n a r y  p r o c u r e -  
m e n t  and  one  f o r  c o n s t r u c t i o n ,  b e c a u s e  the  c o n s t r u c t i o n  is  so c r u c i a l l y  
i m p o r t a n t  to e a c h  i n d i v i d u a l  d i s t r i c t .  

So I 'd  s ay ,  s u r e ,  l e t ' s  ge t  a s  m u c h  of  tha t  ou t  a s  we p o s s i b l y  c a n .  
On the  f a r m  s u b s i d y  l e t  m e  s a y  j u s t  b r i e f l y  two t h ings :  One,  wh ich  i s  
a r a t h e r  c r u e l ,  h a r s h  j u d g m e n t  is ,  the  p r o b l e m  of  A m e r i c a n  a g r i c u l t u r e  
is  tha t  we h a v e  too m a n y  f a r m e r s .  We h a v e  m o r e  than  we n e e d ,  s e v e r a l  
m i l l i o n  m o r e  than  we n e e d ,  to p r o d u c e  the  food tha t  we have ,  b e c a u s e  
e f f i c i e n c y  has  i n c r e a s e d .  T h i s  p o s e s  a d r e a d f u l  p r o b l e m  f o r  the  p e o p l e  
who h a v e  to ge t  off  the  l and .  I did not  s u g g e s t  o r  did not  m e a n  to s u g g e s t  
t ha t  t h e r e  s h o u l d  be no a s s i s t a n c e  to t h e s e  p e o p l e .  I t h i n k  it  would  be 
s o c i a l l y  u n a c c e p t a b l e  to s i m p l y  s a y ,  "Al l  r i g h t ,  s c r a m ,  " wi thout  any  
a s s i s t a n c e  in a d j u s t i n g .  We do, a f t e r  a l l ,  h a v e  u n e m p l o y m e n t  i n s u r a n c e  
f o r  wage  e a r n e r s  who a r e  t h r o w n  out  of  work ,  and  we do have  F e d e r a l  
e m p l o y m e n t  a g e n c i e s  to he lp  t h e m  f ind  jobs  and  r e l o c a t e .  I t h ink  we 
ought  to h a v e  m o r e  of  t h i s  to e a s e  the  b u r d e n  of a d j u s t m e n t .  But one  has  
to d r a w  a s h a r p  d i s t i n c t i o n  b e t w e e n  p r e v e n t i n g  the  a d j u s t m e n t  f r o m  be ing  
m a d e  and  m a k i n g  the  a d j u s t m e n t  p e r s o n a l l y  and  s o c i a l l y  t o l e r a b l e  when  
it  i s  m a d e .  

What  i s  so ev i l  about  the  p r e s e n t  f a r m  p r o g r a m ,  it s e e m s  to m e ,  i s  
tha t  the  m o n e y  is  not  go ing  to the  s m a l l  f a r m e r  who is  f o r c e d  of f  the  
l and .  T h e  bu lk  of  it  i s  go ing  to the  l a r g e  whea t  and  c o t t o n  f a r m e r  who 
d o e s n ' t  n e e d  i t ,  o r  who d o e s n ' t  n e e d  it a n y  m o r e  t h a n  a n y  o t h e r  b u s i n e s s  
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c o r p o r a t i o n  n e e d s  a s u b s i d y  p a y m e n t .  So I w o u l d  s a y ,  s u r e ,  l e t ' s  
k e e p  s o m e .  You c a n ' t  s i m p l y  go  f r o m  6 b i l l i o n  to  n o t h i n g  w i t h o u t  
c r e a t i n g  h u m a n  s t r a i n s  t h a t  s i m p l y  a r e  i n t o l e r a b l e .  

Q U E S T I O N :  My q u e s t i o n  g o e s  f u r t h e r  t o  g e t t i n g  m o r e  m i l e s  ou t  
o f  t h e  d e f e n s e  d o l l a r .  If a p r o p e r  s e n s e  of u r g e n c y  w e r e  d e v e l o p e d  to  
s e e  t h a t  w a g e  a n d  p r i c e  f r e e z e s  o r  c o n t r o l s  m i g h t  be  c o n s i d e r e d  to  r e -  
d u c e  t h e  i n f l a t i o n a r y  t r e n d s ,  do  you  c o n s i d e r  t h i s  f e a s i b l e  in  t h e  c o l d -  
w a r  s i t u a t i o n ?  If so ,  f o r  h o w  l o n g  do you  t h i n k  s u c h  a f r e e z e  o r  s e t  of  
c o n t r o l s  m i g h t  r e m a i n  in e f f e c t  b e f o r e  n e g a t i v e  g r o w t h  f a c t o r s  m i g h t  
t a k e  h o l d  ? 

MR.  S I L B E R M A N :  I d o n ' t  t h i n k  it w o u l d  be  n e c e s s a r y  in  a n y  c o n -  
t e x t  in  w h i c h  I h a v e  b e e n  t a l k i n g  o r  in  w h i c h  a n y o n e  t h a t  I k n o w  of  h a s  
b e e n  t a l k i n g .  T o  g e t  up  in t h r e e  y e a r s ,  l e t ' s  s a y ,  to  t h e  k i n d  of  l e v e l s  
t h a t  t h e  G a i t h e r  C o m m i t t e e  w a s  t a l k i n g  a b o u t .  I d o n ' t  t h i n k  w o u l d  r e -  
q u i r e  a n y t h i n g  a s  d r a s t i c  a s  w a g e  and  p r i c e  c o n t r o l s .  I t  w o u l d  c r e a t e  
i n f l a t i o n a r y  p r e s s u r e s  b e c a u s e  of  t h e  s h a r p  r e d u c t i o n  in  c o n s u m p t i o n  
t h a t  w o u l d  h a v e  to  be  i m p o s e d  in o r d e r  to  s w i n g  i t ,  bu t  I t h i n k  t h a t  t h e s e  
p r e s s u r e s  c o u l d  b e  c o n t a i n e d  by  a g g r e s s i v e  f i s c a l  a n d  m o n e t a r y  p o l i c y ,  
by  s e l e c t i v e  a s  w e l l  a s  g e n e r a l  c r e d i t  c o n t r o l s ,  and  by  w h a t e v e r  k i n d  of  
d e b t - m a n a g e m e n t  p o l i c y  is  n e e d e d  to s i p h o n  off  f u n d s  f r o m  c o n s u m p t i o n  
i n t o  t h e  p u r c h a s e  of  G o v e r n m e n t  b o n d s ,  s o  t h a t  we  wou ld  not  h a v e  to  go 
i n t o  c o n t r o l s  w h i c h  w o u l d  c r e a t e  a l l  k i n d s  of p r o b l e m s  of a d j u s t m e n t .  
T h e  t h i n g s  t h a t  I h a v e  s u g g e s t e d  do  n o t  i n t e r f e r e  w i t h  t h e  w a y  t h e  m a r k e t  
f u n c t i o n s ,  b a s i c a l l y ,  and  I s e e  no  r e a s o n  to  do so  u n l e s s  t h e r e  i s  s o m e  
o v e r r i d i n g  n e e d .  

C O L O N E L  REID:  M r .  S i l b e r m a n ,  on  b e h a l f  of  t h e  C o m m a n d a n t  a n d  
t h e  s t u d e n t  b o d y ,  I c e r t a i n l y  w a n t  to  t h a n k  you  f o r  y o u r  p r e s e n t a t i o n  to  
us  t o d a y .  I k n o w  you  w e r e  a l i t t l e  w o r r i e d  a b o u t  w a l k i n g  a r o u n d  t a x i -  
c a b s  in  W a s h i n g t o n  a f t e r  you  had  m a d e  y o u r  p r e s e n t a t i o n ,  bu t  I t h i n k  
s o m e  of  t h e  m e m b e r s  o f  t h e  c l a s s  w o u l d  c e r t a i n l y  be  g l a d  to e s c o r t  y o u ,  
b e c a u s e  I k n o w  t h e y  f e e l  q u i t e  s t r o n g l y  on  t h e  m a n n e r  in  w h i c h  y o u  h a v e  
p r e s e n t e d  t h e  s u b j e c t .  T h a n k  y o u .  

MR.  S I L B E R M A N :  T h a n k  y o u .  

(4 Oc t  1 9 6 0 - - 4 ,  8 0 0 ) O / m s r : e p n  
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