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C O L .  SNIYSER: G e n e r a l  H o u s e m a n ,  G e n t l e m e n :  T h i s  m o r n i n g  

we a r e  i n d e e d  p r i v i l e g e d  to have  w i t h  us  D r .  P a u l  M c C r a c k e n ,  who w i l l  

s p e a k  to u s  on the  s u b j e c t  " T h e  E c o n o m i c  Ou t look  fo r  A m e r i c a . "  

About  a m o n t h  and  a h a l f  ago,  l a s t  D e c e m b e r  to be exac t~  the  

top  e c o n o m i s t s  in  the  n a t i o n  g a t h e r e d  h e r e  in  W a s h i n g t o n  fo r  a m e e t i n g  

of the  A m e r i c a n  E c o n o m i c  A s s o c i a t i o n .  W i t h o u t  a n y  doubt ,  the  ou t -  

s t a n d i n g  s p e a k e r  a t  t h a t  c o n f e r e n c e  w a s  D r .  M c C r a c k e n .  H i s  r e m a r k s  

w e r e  r e c e i v e d  w i t h  a g r e a t  d e a l  of r e s p e c t ,  and  the  e v i d e n c e  of t h a t  

r e s p e c t  i s  the  f ac t  t ha t  h i s  r e m a r k s  r e c e i v e d  n a t i o n - w i d e ,  f r o n t - p a g e  

n e w s p a p e r  c o v e r a g e  and  e x t e n s i v e  d i s c u s s i o n  in  e c o n o m i c  c i r c l e s .  

At  t h a t  t i m e  D r .  N I c C r a c k e n  w a s  c a u t i o u s l y  o p t i m i s t i c .  S ince  

then  the  s t e e l  s t r i k e  h a s  b e e n  s e t t l e d .  We know the  t e r m s  of the  s t e e l  

s e t t l e m e n t .  The  y e a r - e n d  e c o n o m i c  i n f o r m a t i o n  a n d  s t a t i s t i c s  have  b e e n  

c o m p i l e d  and  r e l e a s e d .  So I tl%ink you  w i l l  a g r e e  t h a t  t h i s  i s  an  i d e a l  

t i m e  to f o c u s  o u r  a t t e n t i o n  on the  e c o n o m i c  ou t look  fo r  A m e r i c a .  And  I 

know you  w i l l  a g r e e  t h a t  we have  the m o s t  a p p r o p r i a t e  s p e a k e r .  

D r .  M c C r a c k e n  u n t i l  l a s t  y e a r  w a s  a m e m b e r  of P r e s i d e n t  E i s e n -  

h o w e r ' s  C o u n c i l  of  E c o n o m i c  A d v i s e r s .  P r e s e n t l y  he i s  p r o f e s s o r  of 

b u s i n e s s  e c o n o m i c s  a t  the  U n i v e r s i t y  o M i c h i g a n .  

D r .  M c C r a c k e n ,  i t  i s  a p l e a s u r e  to w e l c o m e  you and  to  p r e s e n t  

you to the  s t u d e n t s  and  f a c u l t y  of the  I n d u s t r i a l  C o l l e g e  of the  A r m e d  F o r c e s .  



DR. McCRACKEN:  I want  to s a y  f i r s t  of a l l  tha t  I am de l igh ted  to 

have th i s  oppor tun i ty  to be h e r e  today .  In a s e n s e  I r e g a r d  th i s  as  to 

s o m e  e x t e n t  a d e f e r r e d  a p p e a r a n c e ,  b e c a u s e  about  two y e a r s  ago I was  

s c h e d u l e d  to be h e r e  for  what  I th ink  would have been  a s o m e w h a t  s i m i l a r  

s i tua t ion ;  but the n igh t  be fo r e  we had fou r t een  i n c h e s  of snow, and tha t  

was  a p p a r e n t l y  too m u c h  f u r  Wash ing ton .  Having l ived  both in M i n n e s o t a  

and in  M i c h i g a n  and in  Washington•  D . C .  • I p r e s u m e  t h e r e  i s  s o m e  kind 

of s i g n i f i c a n c e  to the fac t  tha t  the on ly  t ime  I r e c a l l  e v e r  hav ing  been  

snowed  out of an e n g a g e m e n t  l ike th i s  was  in Washing ton ,  D. C. 

I want  to d i r e c t  m y  r e m a r k s  today  botl~ to the s h o r t - r u n  e c o n o m i c  

outlook for  the coun t ry ,  and  a l s o  make  s o m e  o b s e r v a t i o n s  about  what  I 

would r e g a r d  to be s o m e w h a t  l o n g e r - r a n g e  or  s o m e w h a t  m o r e  f u n d a m e n t a l  

po l i cy  ques t i ons  and p r o b l e m s  tha t  a r e  fac ing  the A m e r i c a n  e c o n o m y .  

F i r s t  of a l l ,  however ,  l e t ' s  confine our  a t t en t ion  to the r e l a t i v e l y  s h o r t -  

r a n g e  e c o n o m i c  outlook,  say ,  looking f o r w a r d  for  the nex t  c a l e n d a r  

y e a r  o r  so.  

I th ink i t  i s  a l w a y s  wor th  whi le  in  any  kind of d i s c u s s i o n  of the 

s h o r t - r a n g e  economic  out look f i r s t  of a l l  to r a i s e  the quest ion•  What  

ought  the e c o n o m i c  out look to be ? In o the r  words ,  what  kind of p e r f o r m -  

ance  for  the A m e r i c a n  e c o n o m y  in t e r m s  of expand ing  i n c o m e s  and out -  

put would we r e g a r d  as  a r e a s o n a b l y  a p p r o p r i a t e  k ind  of p e r f o r m a n c e  ? 

Now, i t  i s n ' t  p o s s i b l e ,  of c o u r s e ,  to c a l i b r a t e  th i s  k ind of th ing  

in  a b s o l u t e l y  p r e c i s e  t e r m s .  N o n e t h e l e s s ,  I th ink  t h e r e  i s  s o m e t h i n g  

tha t  can be s a i d  about  i t .  We know, for  example•  tha t  our  l abo r  fo rce  
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i s  going to be expanding  a t  p e r h a p s  s o m e w h a t  ove r  one pe rcen t ,  r e c o g -  

n iz ing,  of cou r se ,  tha t  the annua l  changes  f luc tua te  c o n s i d e r a b l y ,  and 

t h e r e  m a y  be some  s u b s t a n t i a l  dev ia t ion  in tha t  i n c r e a s e  f r o m  the long-  

r a n g e  a v e r a g e  for  th is  p e r i o d .  But, in  any  event ,  we c e r t a i n l y  need  

enough of an expans ion  of  output  to p rov ide  add i t i ona l  e m p l o y m e n t  for  the 

g rowing  l a b o r  f o r ce .  And that ,  i f  we can  take our  l o n g - r a n g e  f igure .  

ought to be,  as  I say ,  p e r h a p s  1 to 1 114 p e r c e n t .  

Now, so fa r  as  1960 i s  conce rned ,  we a l so  ought to have p e r h a p s  

a n o t h e r  1 1/2 p e r c e n t  i n c r e a s e  in b u s i n e s s  a c t i v i t y - - t h a t  i s ,  in r e a l  bus -  

h e s s  a c t i v i t y - - i n  o r d e r  to take up the s l a c k  in the e c o n o m y  r e p r e s e n t e d  

by the s o m e w h a t  e x c e s s i v e  amoun t  of u n e m p l o y m e n t  which  we had on the 

a v e r a g e  in 1959. On the a v e r a g e  the r a t i o  of u n e m p l o y m e n t  to the l abo r  

f o r c e  l a s t  y e a r  was about  5 112 p e r c e n t .  

T h e r e  a r e ,  of cou r se ,  s h a r p  d i f f e r e n c e s  of op in ion  as  to what  

c o n s t i t u t e s  pa r  for  the cou r se  h e r e .  It has  s e e m e d  in r e c e n t  y e a r s  tha t  

s o m e t h i n g  l ike about  4 p e r c e n t  of the l abo r  fo rce  i s  about  as  low as  you 

can  d r ive  u n e m p l o y m e n t ,  because  a t  tha t  point  then the ac tua l  u n e m p l o y -  

m e n t  c o n s i s t s  to a s u b s t a n t i a l  ex ten t  of e s s e n t i a l l y  n o n - c y c l i c a l  f a c t o r s ,  

such  as  people  sh i f t ing  f r o m  one ~hop to ano the r ,  people  newly  coming  

into the l abor  fo rce  and not  ye t  having  found the job they  want,  and so fo r th .  

So tha t  i f  we take 4 p e r c e n t  a s  s o m e t h i n g  l ike about  the f loo r  below which 

i t  would be r a t h e r  d i f f icu l t  to d r ive  u n e m p l o y m e n t ,  then we ought to have 

about  a n o t h e r  1 112 p e r c e n t  i n c r e a s e  in output to take  up tha t  s l a ck  be tween 

the 5 1/2 p e r c e n t  of  our  l abo r  f o r ce  u n e m p l o y e d  l a s t  y e a r  and th is  4 p e r c e n t  
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which would be more nearly par. 

Now, the remaining reason or the remaining factor which would 

make it necessary or desirable for us to have an expansion of output is, 

of course, the expansion in productivity or efficiency of our work force. 

This, of course, varies greatly from year to year. The statistics seem 

to imply that it has been on the average something like about 2 to 2 1/2 

percent per year. But we are dealing with relatively small figures, and 

percentagewise the difference between 2 1/2 percent and 4 percent is a 

fairly substantial difference if we are dealing with income, But let's 

take the long-range figure of about 2 I/2 percent. 

This, then, would give us at least a preliminary target, so to 

speak, as to what the economic outlook ought to ber-an additional 1 percent 

of output to provide employment for the expansion in the labor force, an 

~ckl~tional 1 I/2 percent roughly to bring unemployment down to the mini- 

real level, and then about a 2 1/2 percent expansion in output essential 

to keep our labor force employed because of the improvements in effic- 

iency and output per man-hour. So that we ought to have, in other wordS.~ 
f r o m  / 

s o m e t h i n g  l ike  a 5 p e r c e n t  i n c r e a s e  in output  ~ 1959 to '60 .  

Well ,  now, the key  ques t ion  to r a i s e  then so f a r  as  1960 is  con-  

c e r n e d  is ,  Wil l  demand  i n c r e a s e  enough to p rov ide  a m a r k e t  for  th is  

5 p e r c e n t  add i t i ona l  output ? In o the r  words ,  the ques t ion  is  not  w h e t h e r  

we wil l  have the c a p a c i t y  to p roduce  th is  add i t i ona l  5 p e r c e n t ,  because ,  

quite c l e a r l y ,  we wi l l .  The ques t ion  is ,  Wi l l  demand  i n c r e a s e  enough 
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so we shall find markets for this expansion in output? 

Now, around the turn of the year there was, I think, fairly general 

agreement that that would be the case. For example, the revenue esti- 

mates in the budget message presupposed a gross national product of 

510 billion, as I recall it from the budget message, and the 1959 gross 

national product was ~78. So this would have been something like about 

a 32 billion dollar expansion in GNP, in gross national output, gross 

national product, with roughly commensurate increases in personal in- 

come and corporate ,. profits, which are, of course, the two key variables 

that determine the actual amount, of re.~m hue that you are going to get from 

any structure or system of taxes. In the paper that I gave before the 

American Economic Association about six weeks ago I had arrived at 

just about the same kind of conclusion. 

Now, what was the source of these potential, increases in the demand 

for  output  tha t  s e e m e d  to be in p r o s p e c t  a t  l e a s t  at  tha t  s t age  of the game ? 

Well ,  I t h ink . they  would r a c k  up s o m e t h i n g  l ike  th is :  F i r s t  of a l l ,  t he re  

was the expec t a t i on  tha t  1960 would be a y e a r  of s u b s t a n t i a l  a c c u m u l a t i o n  

of i n v e n t o r y - - n o t  on ly  s u b s t a n t i a l  a c c u m u l a t i o n  of i nven to ry ,  but  s u b s t a n -  

t i a l l y  g r e a t e r  a c c u m u l a t i o n  of i n v e n t o r y  than  was t rue  l a s t  y e a r ,  in  1959. 

To be spec i f i c ,  in  1959 the p r e l i m i n a r y  e s t i m a t e s  a r e  that  we had an a c c u m u -  

l a t ion  of  a l m o s t  4 b i l l i on  d o l l a r s  of m a t e r i a l s  and goods and p roduc t s  in 

i nven to ry ;  w h e r e a s  i t  s e e m e d  quite probabl~  that  in  1960 tha t  would be 

s i g n i f i c a n t l y  l a r g e r .  

Now, the basis for that expectation was this: There were, I think, 
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two o r  t h r e e  t h i n g s .  In the  f i r s t  p l a c e ,  of  c o u r s e ,  t h e r e  w a s  g e n e r a l  

a p p r e c i a t i o n  of the  f a c t  t h a t  s t e e l  i n v e n t o r i e s  and  r e l a t e d  i n v e n t o r i e s  w e r e  

low b y  v i r t u e  of the  s t e e l  s t r i k e .  But  i t  w a s  a l s o  c l e a r  t ha t  i n v e n t o r i e s  

s e e m e d  to be  low r e l a t i v e  to the  p r e s e n t  and  p r o s p e c t i v e  v o l u m e  of b u s -  

i n e s s  g e n e r a l l y ,  no t  on ly  in  s t e e l  a n d  r e l a t e d  p r o d u c t s ,  bu t  a l m o s t  r i g h t  

a c r o s s  the  b o a r d .  

M y  own v e r y  h o r s e b a c k  c o m p u t a t i o n s  w e r e  t ha t  i f  we w e r e  to have  

a c h i e v e d  b y  the  end  of 1960 the  s a m e  k i n d  of r e l a t i o n s h i p  b e t w e e n  i n v e n t o r i e s  

and  s a l e s  as  p r e v a i l e d  a t  the  end  of 1955, t hen  we would  have  to have  s o m e -  
d o l l a r  

t h i n g  l ike  abou t  a 6 - b i l l i o n / ~ a c c u m u t a t i o n  of i n v e n t o r i e s  t h i s  y e a r ,  a s  c o n -  

t r a s t e d  w i th  4 b i l l i o n  in  t959.  If,  h o w e v e r ,  we w e r e  to a c h i e v e  the  1956 

r a t i o  of i n v e n t o r i e s  to s a l e s ,  t hen  we wou ld  have  to have  s o m e t h i n g  l ike  
d o l l a r  

a 10-b i l t ion /~ inven to ry  a c c u m u l a t i o n .  In e a c h  c a s e  t h i s  would  e n t a i l  s t e p -  

p ing  up p r o d u c t i o n  s c h e d u l e s  s u b s t a n t i a l l y  f u r t h e r  r e l a t i v e  to the  r a t e  

a t  w h i c h  goods  w e r e  b e i n g  m o v e d  in to  f i n a l  m a r k e t s ,  so  to s p e a k ,  in  o r d e r  

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

Now, the s e c o n d  p r e t t y  c l e a r  s o u r c e  of  a d d i t i o n a l  s t r e n g t h  in  the  

e c o n o m y  f o r  1~60 had  to do, of c o u r s e ,  w i th  c a p i t a l  o u t l a y s .  T h i s  e v i -  

dence  b e g a n  t °  e m e r g e  a s  e a r l y  a s  l a s t  N o v e m b e r .  The  M c G r a w - I - K l l  

s u r v e y  of b u s i n e s s  e x p e c t a t i o n s ,  so  f a r  a s  p l a n t  and  e q u i p m e n t  a r e  c o n -  

c e r n e d ,  the  r e s u l t s  of w h i c h  w e r e  r e l e a s e d  a t  the e c o n o m i c  ou t look  c o n -  

f e r e n c e  in  Ann A r b o r  by  D e x t e r  K~ieser ,  a t  t h a t  t i m e  p o i n t e d  to abou t  a 

10 p e r c e n t  i n c r e a s e  in  b ~ s i n e s s  e x p e n d i t u r e s  fo r  p l a n t  and  e q u i p m e n t  
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1960 ove r  1959. And, a s  D e x t e r  K d e s e r  po in ted  out a t  tha t  t ime ,  t h e r e  

i s  a c e r t a i n  d e g r e e  of m y o p i a  n o r m a l l y  in  th i s  k ind of th ing.  In o the r  

words ,  t hese  p r e l i m i n a r y  e s t i m a t e s  u s u a l l y  tend to u n d e r s t a t e  a b i t  

the deg ree  of e x p a n s i o n  which  wi l l  a c t u a l l y  o c c u r .  S o  that  he fe l t  tha t  

i t  wouldn ' t  be u n u s u a l  i f  the a c tua l  i n c r e a s e  would tu rn  out to be,  say ,  

12 or  15 p e r c e n t °  

The ev idence  in  the D e p a r t m e n t  of C o m m e r c e  s u r v e y s  of p lan t  

and e q u i p m e n t  e x p e n d i t u r e s  would s e e m  to point  t o w a r d ,  b r o a d l y  s p e a k -  

ing,  the s a m e  k ind  of r e s u l t .  F o r  e x a m p l e ,  the p r o s p e c t i v e  r a t e  of 

spend ing  on p lan t  and e q u i p m e n t  by  b u s i n e s s e s  in the f i r s t  q u a r t e r  of 

th i s  y e a r ,  the e s t i m a t e  for  which  was  m a d e  a v a i l a b l e  in  D e c e m b e r ,  was  

a l r e a d y  about  15 p e r c e n t  above the 1959 y e a r l y  a v e r a g e .  In o the r  words ,  

a t  the begirming of 1960 we w e r e  a l r e a d y  at  a l eve l  15 p e r c e n t  above 1858 

for  the y e a r .  So s o m e t h i n g  l ike a 15 p e r c e n t  i n c r e a s e  f r o m  1959 to 1860 

would s e e m  not  u n r e a s o n a b l e  u n d e r  those  c i r c u m s t a n c e s .  

Now, t he r e  s e e m s  to be c o n s i d e r a b l e  ev idence  tha t  a c t u a l l y  b u s i -  

n e s s e s  a r e  con t inu ing  to fol low th rough  on th i s  s o r t  of th ing.  F o r  e x a m p l e ,  

we know t h a t  new o r d e r s  for  mach ine ry~  and p a r t i c u l a r l y  new o r d e r s  for the 

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

h y b r i d  s o r t  of concept j  which  i nc ludes  a g r e a t  m a n y  th ings  tha t  a r e  not 

r e a l l y  s t r i c t l y  thought  of in  connec t ion  wi th  b u s i n e s s  e x p e n d i t u r e s  on 

p lan t  and e q u i p m e n t - - b u t  i f  we take the i t e m  of n o n - e l e c t r i c a l  i n d u s t r i a l  

m a c h i n e r y ,  we f ind tha t  the new o r d e r s  be ing  p l aced  in the four th  q u a r t e r  

of l a s t  y e a r  w e r e  4? p e r c e n t  above the fou r th  q u a r t e r  a y e a r  ago.  Now, 
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to be s u r e ,  the four th  q u a r t e r  of 1956 was  not  v e r y  fa r  out of the r e c e s s i o n ,  

which  r e a c h e d  i t s  low point  in  Apr i l ,  1958; but, even  so,  t h e r e  has  been  

a v e r y  m a r k e d  e x p a n s i o n  in  the ac tua l  r a t e  of p l a c e m e n t  of new o r d e r s .  

Secondly ,  we have the data  f rom the Na t iona l  I n d u s t r i a l  C o n f e r e n c e  

B o a r d  s u r v e y s  of c a p i t a l  a p p r o p r i a t i o n s .  These  data  a r e ,  I think,  a 

u s e f u l  add i t ion  to our  i n v e n t o r y  Of f ac tua l  da ta  p e r t a i n i n g  to the p r o s p e c -  

t ive b u s i n e s s  s i t ua t i on .  

B r o a d l y  speak ing ,  what  t hese  data  de, what  th i s  s u r v e y  does,  i s  

to a sk  b u s i n e s s e s  for  any  q u a r t e r  what  t h e i r  a c tua l  a p p r o p r i a t i o n s  for  

c ap i t a l  ou t lay  p r o j e c t s  were ,  b e c a u s e  th i s  i s  an ac t  which  l o g i c a l l y  is  

an t eceden t ,  of c o u r s e ,  to the ac tua l  e x p e n d i t u r e s  t h e m s e l v e s .  

It has  the add i t i ona l  advan tage ,  i nc iden t~ l ly ,  tha t  i f  you a r e  a s k i n g  

a b u s i n e s s  what  i t  e x p e c t s  to spend,  you a r e  ge t t ing  a h igh ly  i n f o r m e d  

opinion;  and a c t u a l l y  the r e s u l t s  ove r  the l a s t  12 y e a r s  o r  so for  which  

we have  the expend i tu r e  i n t en t ions  da ta  a r e  r e a s o n a b l y  r e a s s u r i n g - -  

t hey  have  caught  the t u r n s  p r e t t y  well ,  by  and l a r g e - - b u t ,  n o n e t h e l e s s ,  

you a r e  a s k i n g  t hem to make  a g u e s s  about  s o m e t h i n g  which  has  not ye t  

m a t e r i a l i z e d .  But i f  you a sk  them about  t h e i r  a p p r o p r i a t i o n s ,  you a r e  

a s k i n g  t hem about  s o m e t h i n g  which  has  a c t u a l l y  o c c u r r e d .  You a r e  m o r e  

n e a r l y  ge t t ing  ac tua l  f ac tua l  m a t e r i a l ,  so to speak .  

Now, what  do t he se  show?  Well,  for  the t h i r d  q u a r t e r  of 1959, 

which  i s  a t  the m o m e n t  the l a t e s t  q u a r t e r  for  which we have data,  the 

c ap i t a l  a p p r o p r i a t i o n s  of the thousand  l a r g e s t  m a n u f a c t u r i n g  c o r p o r a t i o n s  
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s howed  the s t r o n g e s t  s e c o n d - t o - t h i r d - q u a r t e r  m o v e m e n t  of any  y e a r  

for  which  we have the d a t a - - a n d  they  go back  to 1955--wi th  the excep t ion  

of 1955 i t s e l f .  To be s p e c i f i c - - a n d  I put i t  in t hese  t e r m s  b e c a u s e  t h e r e  

i s  n o r m a l l y  a drop f r o m  the s e c o n d  to t h i r d  q u a r t e r ;  but  the point  i s  tha t  

the drop was  l e s s  s e v e r e  in 1959 than for  a n y  of the o the r  y e a r s ,  wi th  

the excep t ion  of 1955, when t h e r e  was  a c t u a l l y  a v e r y  s l i g h t  i nc r ea se . .  

• However ,  a s  you look a t  the data  s o m e w h a t  m o r e  c lo se ly ,  you wi l l  

f ind tha t  th i s  drop i s  e n t i r e l y  accoun ted  for  by  s t e e l .  And the fact  t ha t  

the s t e e l  i n d u s t r y  was  s o m e w h a t  out of b u s i n e s s  in the t h i r d  q u a r t e r  i s  

l a r g e l y  to be e x p l a i n e d  by  n o n - e c o n o m i c  c i r c u m s t a n c e s ,  so to s p e a k .  

And i f  you look at  the m a n u f a c t u r i n g  u n i v e r s e  exc lud ing  s t ee l ,  you would 

f ind tha t  the s e c o n d  to t h i r d  q u a r t e r  m o v e m e n t  was  the s t r o n g e s t  of any  

of t he se  five y e a r s - - ' 5 5  on to .~ 5~. And i t  i s  r e a s s u r i n g  that ,  a~ l e a s t  

looking  o v e r  th is  pe r iod ,  the t u r n s  in  c a p i t a l  ou t l ays  have n o r m a l l y  

o c c u r r e d  s o m e  few q u a r t e r s  a h e a d  of a c tua l  e x p e n d i t u r e s  on c a p i t a l  out-  

l ays  by  b u s i n e s s e s .  And so  th i s  s u b s t a n t i a l  f u r t h e r  s t r e n g t h  h e r e  i s  at  

l e a s t  a h a r b i n g e r  of a p r e t t y  good y e a r  for  c a p i t a l  e x p e n d i t u r e s  of b u s i -  

n e s s e s  for  1960. 

Now, a t h i r d  s i g n i f i c a n t  e l e m e n t  of s t r e n g t h  tha t  had been  a n t i -  
e c o n o m i c  

c ipa t ed  fo r  t h e / p i c t u r e  i s  the expec t a t i on  tha t  G o v e r n m e n t  spend ing  would 

cont inue  to r i s e .  I t  i s  p e r f e c t l y  t rue ,  of c o u r s e ,  t ha t  even  a round  the tu rn  

of the y e a r  t h e r e  was  the p r e s u m p t i o n  tha t  m o s t  of the add i t iona l  expend i -  

t u r e s  by  the F e d e r a l  G o v e r n m e n t  would be in the n a t u r e  of what  m i g h t  be 

c a l l e d  t r a n s f e r  p a y m e n t s ,  r a t h e r  than a c t u a l  p u r c h a s e s  of goods and s e r -  
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v i c e s .  But, even  so,  i t  has  an e x p a n s i v e  e f fec t  on the economy,  b e c a u s e  

i t  i s  a t  l e a s t  pu t t ing  add i t i ona l  p u r c h a s i n g  power  out in the e c o n o m y .  

The a c t u a l  i n c r e a s e  in the F e d e r a l  budget  you now know. In the 

budget  t h a t ' s  a c t u a l l y  put  f o r w a r d  the expec t ed  e x p e n d i t u r e s  for  f i s c a l  

1960 a r e  78 .4  and for  f i s c a l  '61, 79 .8 ,  which  i s  an i n c r e a s e  of  one b i l l ion ,  

400 million. 

I would l ike  to m a k e  th is  o b s e r v a t i o n ,  though I s u s p e c t  I am t a lk -  

ing  to people  who know th is  s i t u a t i o n  much  b e t t e r  than I do: We do need,  

of c o u r s e ,  to keep  in m i n d  tha t  the P r e s i d e n t ' s  budget  m e s s a g e ,  or  tha t  

the r e s p o n s i b i l i t y  of the P r e s i d e n t  in  put t ing  f o r w a r d  h i s  budget  m e s s a g e ,  

i s  not n e c e s s a r i l y  to m a k e  the m o s t  a c c u r a t e  f o r e c a s t  he can of what  

g o v e r n m e n t a l  e x p e n d i t u r e s  wi l l  a c t u a l l y  tu rn  out to be in  a c e r t a i n  f i s c a l  

y e a r ,  in  the f i s c a l  y e a r  ahead .  I t ' s  h is  r e s p o n s i b i l i t y  in  the budget  

m e s s a g e  to put f o r w a r d  a p r i c i n g  out of the p r o g r a m  which  he i s  r e c o m -  

m e n d i n g  to the C o n g r e s s .  The C o n g r e s s  m a y ,  of c o u r s e ,  not a c c e p t  i t .  

T h e r e f o r e  the r e s u l t s  m a y  tu rn  out to be d i f f e r en t  f r o m  what  he had a n t i c -  
be tween  

ipa ted;  and to tha t  ex t en t  any  d i v e r g e n c e  ~ what  i s  i n i t i a l l y  e s t i m a t e d  

and what  f i n a l l y  happens  i s  not  to be c o n s i d e r e d  a m e a s u r e  of the ex t en t  

to which  i t  was  a bad b u d g e t a r y  f igure .  

Now, th i s ,  I think,  i s  i m p o r t a n t  as  we look a t  the budget  m e s s a g e  

in  o r d e r  to t r y  to ge t  s o m e  ind ica t ion  of what  a c t u a l l y  i s  going to happen 

to F e d e r a l  e x p e n d i t u r e s  in  any  y e a r  in  ques t ion .  In o t h e r  words ,  t~e 

budget  m e s s a g e  i s  not  s t r i c t l y  in tha t  s e n s e  s i m p l y  a tool  of f o r e c a s t i n g ,  

so  to speak .  
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So f a r  a s  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  a r e  c o n c e r n e d ,  i t  i s  c e r t -  

a i n l y  t r u e  t h a t  c i t i z e n s  in  t h i s  c o u n t r y  a r e  i n d i c a t i n g  t ha t  t h e y  a r e  s o m e -  

w h a t  l e s s  t h a n  h a p p y  in  t h e i r  c a p a c i t y  a s  t a x p a y e r s  w i t h  S ta te  a n d  l o c a l  

g o v e r n m e n t s .  I wou ld  w a n t  to r e m i n d  you  a g a i n  t h a t  I c o m e  f r o m  the  

S ta te  of  M i c h i g a n .  Bu t  i t ' s  a l m o s t  i n c o n c e i v a b l e  t ha t  we w o n ' t  h a v e  s o m e -  

t h i n g  l ike  abou t  the  s a m e  k i n d  of  e x p a n s i o n  in  S ta te  and  l o c a l  o u t l a y s  in  
a l l  d u r i n g  

1960 a s  we have  had  v i r t u a l l y . l a m m m ~ m ~  the  p o s t w a r  p e r i o d .  

As  a m a t t e r  of f ac t ,  i t  i s  i n t e r e s t i n g ,  i f  you  go b a c k  fo r  the  l a s t  

f ive  y e a r s ,  t h a t  not  on ly  have  S ta te  and  l o c a l  e x p e n d i t u r e s  i n c r e a s e d  e v e r y  

y e a r ,  bu t  the  s i z e  of the  i n c r e a s e  h a s  i t s e l f  b e e n  i n c r e a s i n g .  F o r  e x a m p l e ,  

in  1955 the i n c r e a s e  w a s  2 . 6  b i l l i o n  o v e r  the  p r e c e d i n g  y e a r ,  in  1959 i t  

w a s  3 .8 ;  a n d  t h a t  i n c r e a s e  r i s e s  p r o g r e s s i v e l y  t h r o u g h o u t  the  e n t i r e  r a n g e .  

Now, e v e n  i f  we had  on ly  s o m e t h i n g  l ike  a 3 b i l l i o n  e x p a n s i o n  f r o m  1959 

to '60,  w h i c h  would  be s i g n i f i c a n t l y  l e s s  than  t h e .  3 . 8  b i l l i o n  i n c r e a s e  l a s t  

y e a r ,  i t  wou ld  s t i l l  be a v e r y  s i z e a b l e  one .  

I would  l ike  to m a k e  t h i s  o b s e r v a t i o n :  t ha t  I do t h ~ k  we n e e d  to 

f a c e  up a s  a n a t i o n  to the  f ac t  t h a t  ~ the k i n d s  of  d e c i s i o n s  w h i c h  we 

have  m a d e  in  c e r t a i n  a r e a s  v i r t u a l l y  have  p r e s u p p o s e d  t h a t  we a r e  go ing  

to  i n c r e a s e  the  s h a r e  of o u r  i n c o m e s  t h a t  we a r e  go ing  to a l l o c a t e  to S ta te  

and  l o c a l  g o v e r n m e n t s .  T h o s e  t h i r d  a n d  f o u r t h  a n d  f i f th  b a b i e s  t ha t  have  
p r o j e c t i o n s  

b e e n  fou l ing  up o u r  p o p u l a t i o n  ~ e n t a i l  s o m e t h i n g  m o r e  t h a n  the 

o b l i g a t i o n  t h a t  the  o b s t e t r i c i a n s  s e e  a t  the  t i m e  t h e s e  add i t i o r~ to  ou r  popu -  

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

d o n ' t  r e a l l y  wan t  t h e s e  t h i r d  a n d  f o u r t h  and  fiftl~ b a b i e s  g i v e n  an  e d u c a t i o n ,  

l l  



and  p a r t i c u l a r l y  g iven  an educa t ion  a t  the h i g h e r  educa t ion  leve l ,  i f  we 

r e a l l y  want ,  in o t h e r  words ,  to have the s a m e  l eve l  of educa t ion  tha t  we 

had been  a n t i c i p a t i n g  at  the t ime  tha t  the b i r t h  r a t e  was  s o m e w h a t  lower ,  

then  we have to face  up to the fac t  tha t  th i s  j u s t  does p r e s u p p o s e  tha t  we 

a r e  going to have  to a l l oca t e  a l a r g e r  p e r c e n t a g e  of our  i n c o m e  for  educ a -  

t ion and the o t h e r  s o c i a l  s e r v i c e s  tha t  Sta te  and loca l  g o v e r n m e n t s  h i s t o r -  

i c a l l y  p rov ide .  

Now, i f  t hey  don ' t ,  i f  we don ' t  do i t  t h rough  the State and loca l  

g o v e r n m e n t  leve l ,  then  i t  i s  s i m p l y  a fo regone  conc lu s ion  tha t  the r e s u l t  

wi l l  be n o t i b y a n  d ! a r g e  tha t  these  needs  a r e  not  taken c a r e  of. T h e y  wi l l  

be t aken  c a r e  of. The r e s u l t  w i l l  be tha t  t he se  t h i n , w i l l  ge t  boos ted  up 

into the F e d e r a l  budget .  I th ink  th i s  i s  j u s t  i n e v i t a b l e .  I th ink  if  I l e a r n e d  

one l e s s o n  in the two and a ha l f  y e a r s  tha t  I was  h e r e  o b s e r v i n g  th i s  k ind 

of p r o c e s s ,  i t  i s  tha t  i f  t hose  needs  a r e n ' t  t aken  c a r e  of w h e r e  t hey  have 

t r a d i t i o n a l l y  been  t aken  c a r e  of, they  c r e a t e  i r r ~ t i b l e  p r e s s u r e s  to put 

them into  the F e d e r a l  budget .  

I m u s t  s a y  tha t  du r ing  the f i r s t  y e a r  tha t  I was down h e r e  I was  

v e r y  m u c h  i r k e d  with  m y  own c i ty  of Ann A r b o r  b e c a u s e  t hey  t u r n e d  down 

a bond i s s u e  for  add i t i ona l  s c h o o l s .  Ann A r b o r  happens  to be a f a i r l y  

r a p i d l y  g rowing  c i t y  b e c a u s e  i t  i s  v i r t u a l l y  b e c o m i n g  a suburb  of D e t r o i t .  

I happened  to be out t h e r e  s h o r t l y  a f t e r  th i s  bond i s s u e  was  t u r n e d  down; 

and on the b a s i s  of, you know, th i s  k ind of r e p r e s e n t a t i v e  s a m p l e  tha t  ~ 

you put t o g e t h e r  by  t a lk ing  to the people  you happen to m e e t - - I  th ink I 

s a w  Bob B u r g e s s  h e r e  s o m e p l a c e ,  and  I tm s u r e  he would be a p p r o p r i a t e l y  
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s h o c k e d  at  th i s  k i n d  of 

[ s a m p l i n g ,  o r  a t  l e a s t  d r a w i n g  any  i n f e r e n c e s  f r o m  th i s  k i n d  of s a m p l i n g - -  

but ,  n o n e t h e l e s s - ,  I was  i n t e r e s t e d  m y s e l f  a t  how f r e q u e n t l y  I wou ld  g e t  

the  r e s p o n s e :  "WED, th i s  was  o u r  way,  you s e e ,  of r e g i s t e r i n g  tha t  we 

w a n t  the  G o v e r n m e n t  s p e n d i n g  s l o w e d  d o w n . "  

My on ly  r e s p o n s e  to w h a t  I wou ld  r e g a r d  as  t h e s e  m o r e  t r o g l o d i t i c  

v i e w s  w a s :  " W e l l ,  of  c o u r s e ,  wha t  you d id  was  to  vo te  f o r  pu t t i ng  t h e s e  

t h i n g s  in  the  F e d e r a l  budge t ,  b e c a u s e  t h e s e  t h i n g s  a r e  g o i n g  to be  t a k e n  

c a r e  of.  So you d i d n ' t  s t op  i t .  

F e d e r a l  b u d g e t . "  

Wel l ,  

Now, 

You j u s t  v o t e d  to have  t h e m  put  in  the  

so  m u c h  fo r  tha t  s e l f - s e r v i n g  s e r m o n .  

to go on h e r e ,  a n o t h e r  p r o s p e c t  in  the  s i t u a t i o n  i s  tha t ,  

a f t e r  s o m e  d e t e r i o r a t i o n  fo r  the  l a s t  two o r  t h r e e  y e a r s  in  ou r  e x t e r n a l  

t r a d e ,  our  i n t e r n a t i o n a l  t r a d e ,  t h e r e  d o e s  now a p p e a r  to be s o m e  p r o s p e c t  

t ha t  1960 m a y  s h o w  s o m e  i m p r o v e m e n t .  ISm s u r e  you a r e  a l l  f a m i l i a r  

wi th  t h i s  g e n e r a l  p h e n o m e n o n .  The  d e t e r i o r a t i o n  in  ou r  b a l a n c e  of p a y -  

m e n t s  has  a t  l e a s t  had  the a d v a n t a g e  tha t  i t  h a s  g i v e n  A m e r i c a n s  qu i t e  an 

e d u c a t i o n  on the f ac t  tha t  we do a f t e r  a l l  have  a b a l a n c e  of p a y m e n t s - -  

s o m e t h i n g  tha t  I s u s p e c t  m o s t  of us  w e r e  on ly  v a g u e l y  a w a r e  of a few y e a r s  

ago,  when  an  i m b a l a n c e  in  ou r  b a l a n c e  of p a y m e n t s  was  t he  o t h e r  f e l l o w ' s  

p r o b l e m ,  not  o u r s .  Now, in  1958, as  you a l l  know,  we r a n  a s u b s t a n t i a l  

d e f i c i t  in  ou r  b a l a n c e  of p a y m e n t s ,  a l m o s t  4 b i l l i o n  d o l l a r s ;  and  abou t  ~ 

the  s a m e  l a s t  y e a r .  But  the  p r o s p e c t  s e e m s  to  be fo r  s o m e  s l i g h t  i m p r o v e -  

m e n t  in  1960; and  th i s  ough t  to e x e r t  s o m e  u p w a r d  p r e s s u r e  on the  e c o n o m i c  

s i t u a t i o n .  
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One would be a l i t t le  happ i e r  about  th is  m o r e  r o s y  p r o s p e c t  

excep t  for  the fact  that  to some  ex ten t  the i m p r o v e m e n t  is  going to r e p r e -  

s en t  e s s e n t i a l l y  n o n r e c u r r i n g  c i r c u m s t a n c e s ,  such  as  the s u b s t a n t i a l  

d e l i v e r y  of je t  a i r c r a f t ,  and the expor tsof  cot ton  and c e r t a i n  a g r i c u l t u r a l  

p roduc t s  which  happen to be r e f l e c t i n g  s p e c i a l  c i r c u m s t a n c e s ,  among  

them,  of c o u r s e ,  the bad w e a t h e r  in Eu rope  l a s t  y e a r .  But, n o n e t h e l e s s ,  

the v e r y  r a p i d  r a t e  of expans ion  in i n d u s t r i a l  Eu rope  and  in J apan  and 

in  c e r t a i n  o the r  a r e a s  that  cons t i tu t e  i m p o r t a n t  m a r k e t s  for  A m e r i c a n  

p roduc t s  c e r t a i n l y  augur s  wel l  a t  l e a s t  fo r  some  i m p r o v e m e n t  in our  

e x t e r n a l  t r ade  in 1960. 

Now, i t  m u s t  be sa id  tha t  the c o n s u m e r  s i t ua t i on  has  r e f l e c t e d  

m o r e  c r o s s  c u r r e n t s .  So f a r  as  r e s i d e n t i a l  c o n s t r u c t i o n  is  conce rned ,  

the expec t a t i on  has  been  a l l  a long that  th i s  i s  going to be a weaken ing  e l e -  

m e n t  in the p i c tu r e  th rough  1960. The i n t e r e s t  r a t e s ,  of cou r se ,  were  

high.  The r e s u l t  was that  with the k ind  of ce i l i ngs  on FHA and VA m o r t -  

gages ,  and  t h e r e f o r e  with the d i scount  at  which  these  m o r t g a g e s  would 

have to be t aken  to make  the ~ie ld  r a t e  on those  i n s t r u m e n t s  compe t i t i ve  
i t  was  expec ted  that  

wi th  c o r p o r a t e  b o n d s , / f i n a n c i n g  was  going to be diff icul t ,  and that  t h e r e -  

fo re  r e s i d e n t i a l  c o n s t r u c t i o n  was going to cons t i tu te  a d r a g  th roughout  

1960. P o s s i b l y  we migh t  lose  as  m u c h  as ,  say,  10 p e r c e n t - - a  10 p e r c e n t  

r educ t i on  in the vo lume of the r e s i d e n t i a l  c o n s t r u c t i o n  v i s - a - v i s  1959. 

It m u s t  be sa id  that  D e c e m b e r  looks  b e t t e r  than I th ink was the 

expec t a t i on .  The vo lume  of new s t a r t s  a c t u a l l y  i n c r e a s e d .  And even the 

VA a p p r a i s a l  r e q u e s t s  and FHA c o m m i t m e n t s  data  look s u r p r i s i n g l y  



s t r o n g .  I wan t  to  c o m m e n t  f u r t h e r  on t h i s  in  a m o m e n t .  

Now, so  f a r  a s  the  o t h e r  a s p e c t s  of the  c o n s u m e r  m a r k e t  a r e  

c o n c e r n e d ,  t h e r e  w a s  a good  d e a l  of o p t i m i s m .  We w e r e  h e a r i n g  a r o u n d  

the  t u r n  of the  y e a r  abou t  the  p o s s i b i l i t y  of a s e v e n - m i l l i o n - c a r  y e a r ;  

and  the p r e s u m p t i o n  w a s  t h a t  c o n s u m e r s  w e r e  go ing  to be  in  a p r e t t y  

o p t i m i s t i c  f r a m e  of  m i n d .  

S o m e  c r o s s  c u r r e n t s  d e v e l o p e d  h e r e ,  and  have  d e v e l o p e d  s i n c e .  

In the  f i r s t  p l a c e ,  in  abou t  m i d  J a n u a r y  we h a d  the  r e s u l t s  of the  s u r v e y  

of c o n s u m e r  s e n t i m e n t  c o n d u c t e d  b y  the  S u r v e y  R e s e a r c h  C e n t e r  a t  the  

U n i v e r s i t y  of N! ich igan .  T h i s  w a s  r e l e a s e d  in  m i d  J a n u a r y .  And  i t  m u s t  

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

t h a n  had  b e e n  e x p e c t e d .  

C o n s u m e r s  w e r e  s u r p r i s i n g l y - - w e l l ,  
n u m e r o u s  

j u s t  to t ake  one of the  s t a t i s -  
A 

t i c s - - i n  a p r e c e d i n g  s u r v e y  66 p e r c e n t  of c o n s u m e r s  a n t i c i p a t e d  t h a t  

b u s i n e s s  c o n d i t i o n s  a y e a r  a h e a d  would  be b e t t e r  t han  t h e y  w e r e  now.  

In the s u r v e y  c o n d u c t e d  b y  y e a r  end,  t h i s  had  d e c l i n e d  a b i t .  So f a r  a s  

p r i c e  e x p e c t a t i o n s  w e r e  c o n c e r n e d ,  t h e r e  w e r e  a g a i n  the  s a m e  k i n d s  of 

c r o s s  c u r r e n t s  e v i d e n t .  The  s u r v e y  of the  NICB,  w h i c h  w a s  c o n d u c t e d  

a l i t t l e  a f t e r  t h i s ,  t o g e t h e r  w i th  c e r t a i n  i n f o r m a t i o n  t h a t  w a s  p i c k e d  up by  

the  S u r v e y  R e s e a r c h  C e n t e r  i t s e l f ,  did i n d i c a t e  t h a t  s o m e  of t h i s  g r e a t e r  

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

u n s e t t l i n g  e f f e c t s  of  the  s t e e l  s t r i k e .  But  w h e t h e r  i t  r e f l e c t e d  m o r e  than  

tha t  r e m a i n s  to be s e e n .  In  a n y  e v e n t ,  the f ac t  t ha t  a s e v e n - m i l l i o n - c a r  
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y e a r  now looks  qui te  i m p o s s i b l e - - a t  l e a s t  t h e r e  i s  no t  m u c h  e v i d e n c e  
a 

y e t  of a n y t h i n g  b u i l d i n g  up t o / s e v e n - m i l l i 0 n - c a r  y e a r - - s u g g e s t s  tha t  

t h e r e  m a y  h a v e  b e e n  s o m e t h i n g  a l i t t l e  m o r e  t han  j u s t  a t r a n s i t o r y  e f f e c t  

of the  w o r k  s t o p p a g e  in  s t e e l .  

Now, i f  I w e r e  to pu t  t h e s e  f i g u r e s  t o g e t h e r ,  I t h ink  t h e y  would  

c o m e  out  s o m e t h i n g  l ike  t h i s :  t ha t  we m~ight have ,  s a y ,  a p lus  4 on i n v e n -  

t o r y ;  a p l u s  5, s a y ,  on c a p i t a l  o u t l a y s ;  s o m e w h e r e  a r o u n d  a 4 to 5 in  

G o v e r n m e n t  s p e n d i n g ;  we l l ,  g ive  us  a p lus  one so  f a r  a s  e x t e r n a l  t r a d e  

i s  c o n c e r n e d ;  and  t hen  c o n s u m e r  s p e n d i n g  up s o m e t h i n g  l ike  18 4 a n d  t ha t ,  

i f  m y  a d d i t i o n  i s  c o r r e c t  h e r e ,  m a k e s  abou t  32 b i l l i o n .  T h a t  b r i n g s  o u r  

478 b i l l i o n  G N P  fo r  1959 up to 510 b i l l i o n  fo r  1960, i f  i t ' s  r e a l i z e d .  

In  the  l a s t  few w e e k s  I t h ink  i t ' s  qu i te  obv ious  t h a t  t h e r e  h a s  

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

A coup le  of o b s e r v a t i o n s  a r e ,  I th ink ,  p e r t i n e n t  pects are concerned. 

to t h i s .  

One  of  t h e m  i s  t h a t  we p r o b a b l y  n e e d  a s e a s o n a l  a d j u s t m e n t  f a c t o r  

of  b u s i n e s s  s e n t i m e n t .  A s  I r e c a l l  i t ,  l ook ing  b a c k  o v e r  the  l a s t  s e v e r a l  

y e a r s ,  s e n t i m e n t  i s  ap t  to be  s e a s o n a l l y  v e r y  c l o s e  to i t s  low po in t  s o m e -  

w h e r e  a r o u n d  t h i s  t i m e  of the  y e a r .  I d o n ' t  know w h e t h e r  t h i s  i s  c o n n e c t e d  

w i t h  the  s o r t  of  d e c o m p r e s s i n g  e f f e c t  of the  p o s t - C h r i s t m a s  p e r i o d  or  

the  w e a t h e r  o r  wha t  i t  i s ,  bu t  a wave  of c a u t i o n  i s  v e r y  apt  to s w e e p  a c r o s s  

t he  c o u n t r y  s o m e w h e r e  a r o u n d  F e b r u a r y  a c t u a l l y .  

The  s e c o n d  c o m m e n t  I wou ld  m a k e  i s  t h a t  t h i s  m o r e  c a u t i o u s  s e n t -  

i m e n t  i s ,  I th ink ,  a w h o l l y  d e s i r a b l e  t h i n g  in  and  of i t s e l f ,  b e c a u s e  i f  the  
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kind  of e x u b e r a n c e  had con t inued  which  was  ev iden t  s o m e w h e r e  a roun d  

the tu rn  of the y e a r ,  r i g h t  a f t e r  the s e t t l e m e n t  of the s t e e l  s t r i k e ,  then 

we could  have  had the k ind  of e x p l o s i v e  u p s u r g e  in b u s i n e s s  a c t i v i t y  which  

would a l m o s t  have  g u a r a n t e e d  d i f f i cu l ty  l a t e r  on, tha t  i s ,  d i f f i cu l t i e s  of 

a f a i r l y  s e r i o u s  so r t ,  a v e r y  d e s t a b i l i z i n g  k ind of th ing.  Th i s  g r e a t e r  

d e g r e e  of cau t ion  which  has  e m e r g e d  m a y  a c t u a l l y  tu rn  out to be the k ind 

of ~th}~n which  wi l l  he lp  us  to move  f o r w a r d  on a s o m e w h a t  m o r e  o r d e r l y  

and s u s t a i n a b l e  b a s i s  than would have been  p o s s i b l e  o t h e r w i s e .  

But  now, t h e r e  m a y  be, of c o u r s e ,  s o m e w h a t  m o r e  to i t  than  tha t .  

At l ea s t ,  th i s  i s  a que§t ion tha t  we have to r a i s e .  And we know, of c o u r s e ,  

t h a t  t h e r e  a r e  c e r t a i n  f r a g m e n t s  of ev idence  tha t  t he r e  m a y  be m o r e  to i t .  

One of the obvious th ings  tha t  we m i g h t  ci te  i s ,  of c o u r s e ,  what  has  been 

happen ing  to the s tock  m a r k e t  s ince  the t u r n  of the y e a r .  T h e r e  i s  s t i l l  

the p robab i l i t y ,  i t  s e e m s  to me ,  that  our  p r i c e  l e v e l  m a y  r i s e  s o m e w h a t .  

And, m o r e o v e r ,  t h e r e  i s  a c u l t u r a l  lag phenomenon  h e r e  tha t  we need  to 

b e a r  in mind .  That  i s  tha t  for  a c o n s i d e r a b l e  p e r i o d  of t ime  in  the p o s t -  

wa r  pe r iod ,  even though our  p r i c e  l eve l  was  t end ing  to edge upward ,  t h e r e  

was  a good dea l  of conf idence  on the p a r t  of c o n s u ~ s r s  in the l o n g - r u n  

s t a b i l i t y  of the p r i c e  l eve l .  

One of the i n t e r e s t i n g  th ings  in  the s u r v e y s  tha t  the U n i v e r s i t y  

of M i c h i g a n  has  been conduc t ing  for  twelve  o r  f ou r t een  y e a r s  now i s  that  

even  in those  p e r i o d s  when a l a r g e  p e r c e n t a g e  of c o n s u m e r s  expec t ed  the 

p r i c e  l e v e l  to be h ighe r  a y e a r  f rom now than now, you a sk  them,  "Wel l ,  
a h e a d ? "  

what  about  the l b , - y e a r  p e r i o d ,  and you would f ind quite  a vote of 
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conf idence  in the s t a b i l i t y  of the p r i c e  l eve l  

hump he re ,  

NOW, 

once you got beyond  th i s  

so to  speak .  

the i n t e r e s t i n g  th ing  i s  tha t  tha t  conf idence  in  the l o n g - r a n g e  

a l a b i l i t y  of the p r i c e  l eve l  has  c l e a r l y  b e e n  weakened;  and in the l a s t  s u r -  

v e y  the p e r c e n t a g e  of those  expec t ing  the p r i c e  l eve l  to be h i g h e r  five 

y e a r s  f r o m  now than i t  i s  now was j u s t  about  as  high as  the p e r c e n t a g e  

e x p e c t i n g  i t  to be h i g h e r  a y e a r  f r o m  now than  i t  i s  now. 

Secondly ,  the ev idence  i s  quite  c l e a r  tha t  the expec t a t i on  of a r i s e  

in the p r i c e  l eve l  has  an inh ib i t ing  e f fec t  on c o n s u m e r  spending ,  not the 

o the r  way  a round .  The tex tbooks  m a y  a r g u e  tha t  i f  people  expec t  h i g h e r  

p r i c e s ,  t hey  wi l l  buy now in o r d e r  to avoid  h i g h e r  p r i c e s .  The ev idence  

f rom these  s u r v e y s  p r e t t y  c l e a r l y  i n d i c a t e s  tha t  the th ing  w o r k s  the o t h e r  

way  a round;  tha t  i f  people  expec t  h i g h e r  p r i c e s ,  t hey  r e a s o n ,  I think,  
tha t  

s o m e t h i n g  l ike  th i s :  / t 'his i s  no t ime  to be going into debt, c o m m i t t i n g  

t h e m s e l v e s ,  b e c a u s e  t h e i r  own i n c o m e  m a y  not  r i s e ;  and i f  t hey  got in to  debt, 

t hey  would be caught  in a r e a l  bind.  And so th i s  g r e a t e r  deg ree  of u n e a s -  

i n e s s  about  the p r i c e  l eve l  m a y  i t s e l f  be a r e s t r a i n i n g  f a c t o r  in  the con-  

s u m e r  s i t ua t ion .  

Now, I u s e d  ~he t e r m  " c u l t u r a l  l ag"  a m o m e n t  ago b e c a u s e ,  i f  i t  

i s  t r ue ,  as  t h e r e  i s  some  r e a s o n  to th ink  and as  t he r e  i s  s o m e  expec t a t i on  

on the p a r t  of a g r e a t  m a n y  people ,  tha t  our  p r i c e  l eve l  p r o b l e m  m a y  be 

b e c o m i n g  at  l e a s t  a l i t t l e  b i t  l e s s  i n t r a c t a b l e ,  we m a y  have a c u l t u r a l  lag  

h e r e  w h e r e  e a r l y  in  th i s  p o s t w a r  pe r iod ,  when the p r i c e  l eve l  p r o b l e m  

was  in  fac t  v e r y  f a r  f rom be ing  unde r  con t ro l ,  t h e r e  was  a good dea l  of 
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c o n f i d e n c e  in the  p r i c e  l e v e l ;  and  now tha t  we s e e m  to be  on the  t h r e s h o l d  

of p e r h a p s  m o r e  n e a r l y  g e t t i n g  on top of th i s  p r o b l e m ,  we m a y  now be 

b e d e v i l e d  by  the  fac t  t ha t  f o r  qu i te  a wh i l e  now c o n s u m e r s  a r e n t t  go ing  to 

b e l i e v e  i t ,  and  tha t  t h a t ' s  go ing  to  h a v e  an  i n h i b i t i n g  e f f e c t  on the  e c o n o m i c  

s i t u a t i o n .  Wel l ,  we  have  to be p r e p a r e d  fo r  tha t  a t  l e a s t .  

A s e c o n d  p o s s i b i l i t y  t ha t  t h e r e  m a y  be m o r e  to th i s  i s ,  of  c o u r s e ,  

the  p o s s i b i l i t y  tha t  we m i g h t  have  a f i n a n c i a l  b ind .  We c e r t a i n l y  had  v e r y  

l i t t l e  m o n e t a r y  e x p a n s i o n  in  1859. C o m m e r c i a l  b a n k  d e p o s i t s  a c t u a l l y  

f r o m  y e a r  e n d  to y e a r  e n d  i n c r e a s e d  a l m o s t  n o n e .  T h e r e  i s n ' t  any  q u e s -  

t ion  but  wha t  we c o u l d  no t  have  th i s  k i n d  of 3 2 - b i l l i o n - d o l l a r  e x p a n s i o n  

in  g r o s s  n a t i o n a l  p r o d u c t  i f  a g a i n  in  1960 we had  no m o n e t a r y  e x p a n s i o n .  

H o w e v e r ,  t h a n k s  to a l e s s o n  w h i c h  I had  f r o m  the  New Y o r k  T i m e s  th i s  

m o r n i n g  j u s t  b e f o r e  c o m i n g  in, t h e r e  s e e m s  to be  s o m e  e v i d e n c e  tha t  

p o s s i b l y  the  F e d e r a l  R e s e r v e  i s  no t  u n a w a r e  of tha t  a l s o .  

T h e r e  i s  t h i s  to s a y  a l s o :  We n e e d  to b e a r  in  m i n d  tha t  we have  

c e r t a i n  a u t o m a t i c  c o m p e n s a t i n g  f a c t o r s  h e r e .  Tha t  i s  tha t  i f  the  d e m a n d s  

in  the  c a p i t a l  and  c r e d i t  m a r k e t  r e s u l t  in  s o m e w h a t  e a s i e r  c o n d i t i o n s ,  

w h i c h  in  a s e n s e ,  you s e e ,  i s  r e f l e c t i n g  a w e a k n e s s  in  c e r t a i n  a s p e c t s  of  

the  e c o n o m i c  s ~ u a t i o n ,  t h i s  t h e n  t e n d s  to p r o d u c e  a d e c l i n e  in  i n t e r e s t  

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

t u r n  t e n d s  to have  an  a c t i v a t i n g  e f f e c t  on h o u s i n g  and  to s o m e  e x t e n t  on 

Sta te  and  l o c a l  f i n a n c i n g .  And  so  i t  i s n ' t  a l l  bad,  in  o t h e r  w o r d s .  Wha t  

p r o d u c e s  th i s  o v e r  h e r e  wi l l  t e n d  to p r o d u c e  a p lus  o v e r  h e r e .  And  th i s  

m a y  be  t o  s o m e  ex t en t ,  i f  t h i s  i s  t r u e - - w e  m a y  f ind  t h a t  h o u s i n g  i s  go ing  
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to be l e s s  of a drag ,  for  examp le ,  in 1960 than we had expec t ed .  

Now, the f ina l  ques t ion  i s ,  of c o u r s e ,  the one tha t  ha s  been  r a i s e d  

a g r e a t  deal ;  n a m e l y ,  Wha t t s  the  p o s s i b i l i t y  of a d o w n - t u r n  in  the s ec ond  

ha l f ?  In o the r  words ,  i s  1960 going to be a peak  y e a r ?  

At th i s  m e e t i n g  about  s i x  weeks  ago h e r e ,  we took a vote to s ee  

how m a n y  e x p e c t e d  b e t t e r  b u s i n e s s  in the f i r s t  hal f .  P r a c t i c a l l y  e v e r y -  

body did. But  wi th  due r e c o g n i t i o n  of the fac t  tha t  r a t h e r  p e r s i s t e n t l y  

t h roughou t  the p o s t w a r  p e r i o d  the vo tes  tha t  t h e r e  m i g h t  be a down- tu rn  

in  the s econd  ha l f  had been  c o n s i d e r a b l y  l a r g e r  than  the vote for  the 

f i r s t  ha l f  y e a r  a f t e r  y e a r ,  e c o n o m i s t s  th i s  t ime ,  I think,  e x h i b i t e d  s o m e -  

what  m o r e  cou rage  a t  l e a s t . - -  Whe the r  t hey  a r e  c o r r e c t  o r  not r e m a i n s  

to be s e e n - - a n d  a g r e a t e r  d e g r e e  of expec t a t i on  tha t  t h i s  would cont inue  

t h rough  the y e a r .  

Now, I do r e c a l l  a s t u d y  which  Joe L iv ings ton ,  whose co lumn you 

s e e  in  the W a s h i n g t o n  P o s t ,  made  s o m e  y e a r s  ago.  He conduc t s  a pol l  

of h i s  own. He would a s k  in  th is  po l l  of e c o n o m i s t s ,  "Wha t  about  b u s i n e s s  

cond i t ions  s ix  m o n t h s  f r o m  n o w ? "  A l m o s t  a l w a y s  up. Then  the next  

s i x  mon ths ,  u s u a l l y  down. So you would ge t  th i s  dog - l eg  effect ,  you see ,  

a s  b u s i n e s s  a c t i v i t y  p e r s i s t e n t l y  went  on up. But e c o n o m i s t s  do l e a r n ,  

as  we l l  a s  o t h e r s ;  and f ina l ly ,  in 1948, t hey  saw the l ight ;  and so t hey  

p r e d i c t e d  an e x p a n s i o n  r i g h t  t h rough  the y e a r .  Tha t  happened  to be,  how- 

e v e r ,  the p e r i o d  of the f i r s t  dec l ine ;  and th i s  m a y  be a n o t h e r  one. 

Le t  me  ju s t  s a y  tha t  the p o s s i b i l i t y  of th i s  s e c o n d  ha l f  dec l ine  i s  

obv ious ly  one that  we m u s t n ' t  r u l e  out. If the i n v e n t o r y  bu i ld -up  shou ld  
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be  o v e r  a l i t t l e  s o o n e r  than  I had  e x p e c t e d  s i x  m o n t h s  a g o - - a n d  t h e r e  i s  

s o m e  s l i g h t  e v i d e n c e  tha t  i t  m i g h t  b e - -  t ha t  w i l l  be  a m i n u s  e l e m e n t .  

C e r t a i n l y  the  au to  m a r k e t ,  a s  I have  p o i n t e d  out, ha s  b e e n  s o m e w h a t  d i s -  

a p p o i n t i n g .  We do know tha t  t he  e a r l i e r  e s t i m a t e s  of the  t r e n d  in  c a p i t a l  

o u t l ay s  have  b e e n  l o w e r e d  s o m e w h a t .  T h e y  h a v e n ' t  b e e n  r e d u c e d ,  bu t  

t h e y  h a v e  s h o w n  r e d u c e d  r a t e s  of i n c r e a s e .  I t h ink  m y s e l f  t h a t ' s  l a r g e l y  

a s s o c i a t e d  wi th  the  d i s r u p t i o n s  i n c i d e n t  to the  s t e e l  s t r i k e .  

My own f e e l i n g  i s  tha t  w e ' v e  s t i l l  go t  a c o n s i d e r a b l y  b e t t e r  than  

e v e n  c h a n c e  of th i s  e x p a n s i o n  to c o n t i n u e  t h r u u g h  1960, w i th  s o m e t h i n g  l ike  

a 510 b i l l i o n  d o l l a r  g r o s s  n a t i o n a l  p r o d u c t ,  as  i n d i c a t e d  in the  b u d g e t  

m e s s a g e ,  s t i l l  a p o s s i b i l i t y ,  s t i l l  a s  g o o d  an e s t i m a t e  as  one  can  m a k e ,  

l a r g e l y  b e c a u s e  i f  and  as  b u s i n e s s  a c t i v i t y  c o n t i n u e s  to expand ,  c a p i t a l  

o u t l a y s  ought  to s t a r t  to b e c o m e  an  e v e n  m o r e  s u p p o r t i n g  f a c t o r  as  m o r e  

n e a r l y  t h r o u g h o u t  the  e c o n o m y  we ge t  p r e s s u r e s  on c a p a c i t y .  

:On the  o t h e r  hand,  o b v i o u s l y ,  w i th  an e x p a n s i o n  now m o v i n g  in to  

i t s  t h i r d  y e a r ,  a s  i t  w i l l  b e g i n n i n g  in  Apr i l ,  we a r e  r e a c h i n g  the  k i n d  of 

c r i t i c a l  s t a g e  w h e r e  once  a g a i n  the  p r o b l e m s  of e c o n o m i c  p o l i c y  b e c o m e  

v e r y  m u c h  m o r e  d i f f i cu l t ,  w i th  d e c i s i o n s  h a v i n g  to be b a s e d  on a m u c h  

c l o s e r  b a l a n c i n g  of f a c t o r s  than  i s  n e c e s s a r y ,  fo r  e x a m p l e ,  in  the  e a r l y  

s t a g e s  of an up tu rn ,  w h e n  you know tha t  the  n e x t  q u a r t e r  i s  go ing  to be  

b e t t e r  o r  the  n e x t  s e v e r a l  m o n t h s ;  o r  e v e n  the e a r l y  s t a g e s  of a down tu rn ,  
the  n e w s  

w h e n  you know tha t  f o r  s o m e  t i m e  to c o m e  ~ ~  i s  go ing  to  be bad  

a n d  you can  o r i e n t  p o l i c y  a c c o r d i n g l y .  Now we a r e  go ing  to be once  a g a i n  

in  th i s  k ind  of p e r i o d  w h e n  the  p o l i c y  m a k e r ,  so  to speak ,  i f  he  e v e r  does ,  
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i s  g o i n g  to e a r n  h i s  s a l a r y .  

Wel l ,  I t h ink  any  c o m m e n t s  fo r  the l o n g e r  r a n g e  we m i g h t  r e s e r v e  

fo r  the q u e s t i o n  p e r i o d .  

COL.  SMYSER; 

QUESTION:  

ou t look  ? 

DR. McCRACKEN: 

a t  t h i s  l a s t  s e m e s t e r .  

i n  f ive  m i n u t e s  o r  so .  

D r .  M c C r a c k e n  i s  r e a d y  fo r  y o u r  q u e s t i o n s .  

W o u l d  you g ive  y o u r  v i e w s  on the  l o n g e r - r a n g e  

I s p e n t  a who le  s e m e s t e r  on th i s  in  a s e m i n a r  

But  t h i s  i s n ' t  d i s t u r b i n g .  I th ink  I can  c o v e r  tha t  

T h a t ' s  a v e r y  good q u e s t i o n ;  and,  of  c o u r s e ,  i t '  s 

a q u e s t i o n  tha t  i s  r i g h t  a t  the  focus  of  wha t  cou ld  j u s t i f i a b l y  be c a l l e d  a 

g r e a t  deba t e ,  so  to s p e a k ,  a t  the  p r e s e n t  t i m e .  

I wou ld  m e r e l y  m a k e  t h e s e  o b s e r v a t i o n s :  that ,  f i r s t  of  a l l ,  w i t h  

a l l  due  r e s p e c t  to K e n n e t h  G a l b r a i t h  and  wha t  i s  u n d o u b t e d l y  o n e  of the  

m o s t  p r o v o c a t i v e  and  w i t t y  books  on e c o n o m i c s - - a t  l e a s t  we have  one 

e c o n o m i s t  who can  w r i t e  and  ge t  a book  on the  b e s t - s e l l e r  l i s t - - n o n e t h e -  

l e s s ,  we do n e e d  g r o w t h ,  not  n e c e s s a r i l y  and  not  on ly  b e c a u s e  we d o n ' t  

wan t  t he  R u s s i a n s  to c a t c h  up wi th  us ,  but  b e c a u s e  we a r e  no t  y e t  a v e r y  

a f f l uen t  s o c i e t y .  T h e r e  i s  a t e n d e n c y ,  I th ink ,  to be e x c e s s i v e l y  m e s m e r -  

i z e d  by  a 500 b i l l i o n  d o l l a r  f i gu re ,  not  r e c o g n i z i n g  tha t  the  a v e r a g e  f a m i l y  

i n c o m e  in  the  U n i t e d  S t a t e s  i s  s t i l l  on ly  abou t  a h u n d r e d  d o l l a r s  a w e e k ;  

an d  you d o n ' t  l i ve  a t  a l e v e l  of  g r e a t  a f f l u e n c e  a t  a h u n d r e d  d o l l a r s  a w e e k .  

The  s e c o n d  po in t  tha t  I would  m a k e  i s  tha t  I tMnk e n t i r e l y  too m u c h  

of t h i s  c u r r e n t  d i s c u s s i o n  abou t  g r o w t h  i s  d i r e c t e d  t o w a r d  the  e a s y  q u e s -  

t i on  to a n s w e r .  T h a t  i s ,  the a u t h o r s  too o f t en  s e t  fo r  t h e m s e l v e s  the  
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e a s y  q u e s t i o n ,  n a m e l y ,  Do we want  m o r e  g r o w t h ?  Wel t ,  of c o u r s e  we 

do. Nobody  i s  go ing  to a r g u e  abou t  that ,  fo r  obv ious  r e a s o n s .  I wou ld  

ci.tw as  an  i l l u s t r a t i o n  the  k i n d  of a r t i c l e ,  fo r  e x a m p l e ,  tha t  B u r l e y  w r o t e  

in  the  New Y o r k  T i m e s  M a g a z i n e  l a s t  Sunday.  

Now, the  h a r d  q u e s t i o n s ,  and  the  q u e s t i o n s  tha t  e c o n o m i s t s  ough t  

to be d i r e c t i n g  t h e m s e l v e s  to,  a r e ,  What  a r e  the  e ~ o n o m t c  p o l i c y  d e c i s i o n s  

t ha t  the  c o u n t r y  ha s  to m a k e  and  face  up to if  we a r e  go ing  to a c h i e v e  a 

m o r e  r a p i d  r a t e  of g r o w t h ?  O t h e r w i s e  g r o w t h  b e c o m e s  a k i n d  of p ie  

in  the  s k y  and  a n u m b e r s  g a m e ,  to to s p e a k ,  no t  d i r e c t e d  t o w a r d  the  

q u e s t i o n s  t ha t  w e ' v e  g~t to f ind  a n s w e r s  to  i f  we a r e  go ing  to  a c h i e v e  

th i s  k i n d  of  th ing .  

Now, wha t  a r e  s o m e  of t h e s e  q u e s t i o n s  ? I t h i n k  one  of the q u e s -  

t i o n s  i s ,  in  fac t  the  o v e r r i d i n g  q u e s t i o n  is ,  What  d o e s  p r o d u c e  e c o n o m i c  

g r o w t h ?  And  I wou ld  s u b m i t  t ha t  we know v e r y  l i t t l e  about  the  a n s w e r  

to tha t  q u e s t i o n .  

I t ' s ,  of c o u r s e ,  p o i n t e d  out  t ha t  m o r e  m a c h i n e s ,  m o r e  cap i t a l ,  

m a k e s  fo r  a m o r e  p r o d u c t i v e  l a b o r  f o r c e .  And,  o b v i o u s l y ,  i t  d o e s .  

We c e r t a i n l y  know tha t  a m a n  e q u i p p e d  

d i r t  t h a n  a m a n  e q u i p p e d  wi th  a s p a d e .  

w i th  a bu l l  d o z e r  can  m o v e  m o r e  

But  one of the  t h i n g s  tha t  r e c e n t  

e c o n o m i c  r e s e a r c h  m a k e s  qu i t e  c l e a r  i s  tha t  t h e r e  i s  a h e c k  of  a lo t  m o r e  

to the  p r o b l e m  than  tha t .  S o l o m o n  F a b r i c a B t , o f  the  N a t i o n a l  B u r e a u ,  in  

a s t u d y  tha t  I t h ink  i s  a v e r y  i n t e r e s t i n g  one ,  po in t s  out  tha t  o v e r  the  l a s t  

60 o r  70 y e a r s ,  a g g r e g a t e  ou tput  has  i n c r e a s e d  a t  the  r a t e  of g t m t k  s o m e -  

t h i n g  l ike  3 .5  p e r c e n t  p e r  y e a r ;  and  abou t  1. 7, o r  in  o t h e r  w o r d s ,  abou t  
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h a l f  of  tha t  g r o w t h  can  be e x p l a i n e d  by  the  i n c r e a s e  in  l a b o r  and  c a p i t o l  

c o m b i n e d .  

Now, th i s ,  i t  s e e m s  to m e ,  s u g g e s t s  the  c o n c l u s i o n  tha t  we d o n ' t  

s e e m  to know v e r y  m u c h  about  wha t  e x p l a i n s  the  o t h e r  ha l f  of  t h i s  r a t e  of 

g ro w th ;  and  that ,  u n t i l  we do, u n t i l  we know wha t  w i l l  do i t ,  we c a n ' t  be  

v e r y  s u r e  tha t  we wou ld  know how to a c h i e v e  a goa l  of, s ay ,  5 o r  6 p e r c e n t  

g r o w t h  i n s t e a d  of w h a t  we h a v e  b e e n  do ing .  

Now, t h e r e  a r e  c e r t a i n  t h ings ,  h o w e v e r ,  tha t ,  i t  s e e m s  to m e ,  

we  know.  We know tha t  e v e n  i f  c a p i t a l  f o r m a t i o n  i s  no t  a s u f f i c i e n t  c o n d i -  

t ion,  a t  l e a s t  i t ' s  a n e c e s s a r y  c o n d i t i o n .  O b v i o u s l y  t h i s  s u g g e s t s  the  

d e s i r a b i l i t y  tha t  we ough t  to do in  ou r  e c o n o m y  w h a t e v e r  we can  do by  way  

of  m a k i n g  c a p i t a l  f o r m a t i o n  p r o c e e d  m o r e  r a p i d l y .  

H e r e  i t  s e e m s  to m e  tha t  m a n y  of t h o s e  who a r e  t a l k i n g  the  m o s t  

e l o q u e n t l y  about  g r o w t h  a r e  a l s o  a d v o c a t i n g  the  k i n d s  of  p o l i c i e s  w h i c h  

w i l l  m a k e  g r o w t h  m o r e  d i f f i cu l t  to a c h i e v e ,  b e c a u s e ,  l e t ' s  j u s t  f ace  it ,  

i f  we n e e d  a h i g h e r  r a t e  of c a p i t a l  f o r m a t i o n ,  we n e e d  a h i g h e r  r a t e  of  

s a v i n g .  We n e e d  to m a k e  s u r e  tha t  c a p i t a l  g o e s  in to  in  the  e c o n o m i c  s e n s e  

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

one  s a c r e d  cow h e r e .  It  m a y  v e r y  w e l l  m e a n  s o m e t h i n g  so  f a r  as ,  s ay ,  

c o r p o r a t e  i n c o m e  t a x a t i o n  i s  c o n c e r n e d .  T h e r e  a r e  a lo t  of p o s s i b i l i t i e s  

in  the  d i r e c t i o n  of, say ,  a l o w e r  r a t e  of c o r p o r a t e  i n c o m e  t axa t ion ,  o r  m o r e  
g e n e r o u s  

A d e p r e c i a t i o n  a l l o w a n c e s .  We can  th ink  of s e v e r a l  p o s s i b i l i t i e s .  I d o n ' t  th ink  

a n y  of t h e s e  wou ld  be on the  l i s t  of  t h o s e  who a r e  m o r e  a r t i c u l a t . e  at  the  

p r e s e n t  t i m e  abou t  s o - c a l l e d  g r o w t h .  
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Now, thirdly, it obviously is clear that we've got to take cogniz- 

ance of the various things in our society that may be inhibiting the optimum 

use of our labor and other productive resources. I would be the first to 

concede that, for example, featherbedding is not the only problem in 

this connection that we face; or, in any event, that there is featherbedding 

in other places than the assembly Line. We certainly have it in universities. 

I can think of some people on our staff that aren't making a dollar's worth 

of contribution to our ~]niversity. I suspect it probably happens in the 

Armed Forces. I suspect it happens in business. I suspect it happens 

in Government. I doubt if it's very much more pervasive in one place 

than another. 

Eut the thing that we do have to face is that we also have to face up to 

the possibility that we canlt at one and the same time talk about the need 

for growing more rapidly and also support policies which in effect hold 

down the productivity of our work force. We can't talk out of both sides 

of our mouth. 

Now, finally, I would make the point also myself that while there 

has been some greater degree of optimism about the price level problem, 

I think we've got to recognize that we're still not out of the woods on this 

problem; and I'd make just this observation: 

I would again agree that this price level problem is another one 

of these multi-dimensional problems. But one thing, it seems to me, is 

quite clear: that the aspect of this problem which we are still the farthest 

away from solving is the wage-cost problem. This in spite of the vast 

25 

i~ !i 



a m o u I ~  

/ o f  e v i d e n c e  t h a t  h a s  b e e n  t u r n e d  up, fo r  e x a m p l e ,  i n  the  J o i n t  E c o n o m i c  

C o m m i t t e e l s  f i v e - f o o t  s h e l f  of books  w h i c h  c a m e  out  in  the  l a s t  y e a r ,  m u c  h 

of t h i s  m a t e r i a l  b e i n g  qui te  i l l u m i n a t i n g  a n d  qu i t e  e x c e l l e n t .  And  once  

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

who a r e ,  a s  I s a y ,  m o s t  a r t i c u l a t e  abou t  g r o w t h ,  to face  up to t h i s  p r o b l e m .  

Now, i f  we donl t ,  t hen  we do have  to f ace  the  f a c t  t ha t  we s t i l l  

h a v e  an  e c o n o m y  w h e r e  the  i n t e r n a l  p r e s s u r e s  a r e  s u c h  t h a t  pu t t i ng  i t  

u n d e r  a n y  k i n d  of f o r c e d  d r a f t  in  t e r m s  of e a s i e r  m o n e t a r y  and  c r e d i t  

p o l i c y  and  f i s c a l  p o l i c y ,  i t  s t i l l  i s  an  e c o n o m y  w h e r e  too  m u c h  of the  

r e s p o n s e  i s  ap t  to be  in  the  f o r m  of a h i g h e r  w a g e - c o s t - p r i c e  l eve l ,  

and  too l i t t l e  of the  r e s p o n s e  i s  in  the  f o r m  of i n c r e a s e d  ou tpu t ,  And  

u n t i l  we c a n  r e a d j u s t  t h e s e  i n t e r n a l  f a c t o r s  in  o u r  e c o n o m y  s o  tha t  t h e r e  

i s  g r e a t e r  i n t e r n a l  r e s i s t a n c e  to t h e s e  u p w a r d  p r e s s u r e s ,  then ,  i t  s e e m s  

to m e ,  i t  wou ld  j u s t  be  i r r e s p o n s i b l e  pub l i c  p o l i c y  to i n s i s t  on e a s y  m o n e y  

a n d  the o t h e r  t h i n g s  t h a t  w i l l  put  the  e c o n o m y  in to  f o r c e d  d r a f t  and,  I a m  

s u r e ,  g ive  u s  the  k i n d  of s p u r t  t h a t  cou ld  not  p o s s i b l y  be s u s t a i n e d  on 

a n y  o n - g o i n g  b a s i s .  

I t h ink  t h a t  t h a t  c o m m i t t e e  r e p o r t ,  and  the  J o i n t  E c o n o m i c  C o m m i t -  

t e e ' s  r e p o r t  i t s e l f ,  a r e  j u s t i f i a b l y  to be c r i t i c i z e d ,  On t h i s  one a s p e c t  

a n d  on a l l  the  o t h e r  a s p e c t s  w h i c h  a r e  a l s o  r e l e v a n t  to the  p r o b l e m  3 t h e y  

had  a g r e a t  d e a l  to s a y  and  m a n y  s u g g e s t i o n s ,  and  m a n y  of the  s u g g e s t i o n s  

a r e  good.  Bu t  of the  4 8 8 - p a g e  s t a f f  r e p o r t ,  9 p a g e s  a r e  devo t ed  to 

m a r k e t  p o w e r  p r o b l e m s ;  a n d  h e r e ,  of  c o u r s e ,  we have  s e v e r a l  s u g g e s -  

t i o n s  f o r  a n t i - t r u s t  a m e n d m e n t s ,  m o s t  of w h i c h  a r e  good.  T h e n  we c o m e  
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to the m a r k e t  p o w e r  lmmm~.p~oblem in the  wage  a r e a ;  and  one has  the  

f e e l i n g  tha t  a l l  a t  once  the  a u t h o r  had  b i t t e n  in to  a s o u r  p i c k l e ,  and  so  

he  d id  a toe  d a n c e  on e g g s  and  w e n t  on to m o n e t a r y  p o l i c y  and  s o  fo r th ,  

w h i c h  i s  m u c h  s a f e r  to t a lk  abou t .  

Now, u n l e s s  we have  the  guts  to f ace  up to th i s  p r o b l e m ,  t h e n  

I s u b m i t  we s t i l l  a r e  d e a l i n g  o u r s e l v e s  the e a s y  q u e s t i o n s  to a n s w e r ,  

no t  t he  h a r d  and  r e l e v a n t  o n e s  on the  q u e s t i o n  of g r o w t h .  

QUESTION:  S i r ,  in  y o u r  d i s c u s s i o n  of the  p r o s p e c t s  f o r  1960 

you r e l a t e d  the s t a t i s t i c s  b a c k  to 1955 in s o m e  of the c a s e s  in  o r d e r  to 

p r o j e c t  w h a t  i s  go ing  to h a p p e n  in  1960. Would  you c a r e  go go b a c k  to '57 

a n d  '58 and  s e e  i f  t h o s e  s a m e  t y p e s  of  s t a t i s t i c s  a r e  go ing  to o c c u r  in  

1962 and  1963 b a s e d  on the  s a m e  s e t  of f i g u r e s  ? 

DR.  1V£cCRACKEN: Y e s .  Wel l ,  I th ink  t h a t ' s  a v e r y  good  q u e s -  

t i on .  In s o m e  e a s e s  I wen t  b a c k  to 1955 on ly .  In the  c a s e  of  c a p i t a l  a p p r o -  

p r i a t i o n s ,  fo r  e x a m p l e ,  i t ' s  b e c a u s e  the  da ta  go b a c k  only  tha t  f a r .  But  

I t h ink  y o u ' v e  put y o u r  f i n g e r  on the  k e y  q u e s t i o n  to a s k  abou t  the  s h o r t  

run ,  and  tha t  i s  the  p o s s i b i l i t y  tha t  we m a y  have  a r e c u r r e n c e  of the  s a m e  

k ind  of e o n c a t i n a t i o n  of d e v e l o p m e n t s  tha t  we had  in  '57,  whtx~h gave  us  

o u r  d o w n t u r n  in  '57 and  '58 .  

Now, i t  s e e m s  to  m e  in a n u t s e l l  t ha t  wha t  h a p p e n e d  t h e r e  w a s : - -  

a n d  i t~ r e l a t e d  to  wha t  I was  t a l k i n g  abou t  a m o m e n t  a g o r - t h a t  we had  t h r o u g h -  

out  t ha t  p e r i o d - - 1 9 5 5  and  '6 and  ' 7 - - a b o u t  the  r i g h t  k i n d  of  an i n c r e a s e  in  

s o - c a l l e d  a g g r e g a t e  m o n e y  d e m a n d  fo r  output .  In o t h e r  w o r d s ,  a g g r e g a t e  

e x p e n d i t u r e s  on ou tput  in d o l l a r  t e r m s  w e r e  r i s i n g  a t  the r a t e  of  abou t  
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5 p e r c e n t  p e r  Mear d u r i n g  t h a t  p e r i o d .  O u r  e c o n o m y  c e r t a i n l y  w a s  no t  

g r o w i n g  a n y  m o r e  r a p i d l y  t han  t h a t .  

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

t h a t  t h e y  w e r e  a b s o r b i n g  h a l f  ~o t w o - t h i r d s  of t h a t  5 p e r c e n t ;  and  t h a t  

m e a n t  t h a t  in  r e a l  t e r m s  t h i s  5 p e r c e n t  m o r e  s p e n d i n g  w a s  buy&ngo say ,  

on ly  1 o r  2 p e r c e n t  m o r e  p e r  y e a r  in  ou tpu t .  And the  r e s u l t  w a s  t h a t  we w e r e  

ge t t i ng ,  of c o u r s e ,  g r o w i n g  e x c e s s  c a p a c i t y ;  : and  g r o w i n g  e x c e s s  c a p a c i t y  

a l m o s t  a s s u r e s  t h a t  s o o n e r  or  l a t e r  y o u r  c a p i t a l  o u t l a y s  a r e  go ing  to 

s t a r t  to w e a k e n .  

Now, the q u e s t i o n  i s ,  of c o u r s e ,  W h y  did p r i c e s  r i s e  ? We l l ,  

t h a t ' s ,  of c o u r s e ,  a v e r y  c o m p l e x  p r o b l e m ;  and  i t  h a s  been  p o i n t e d  out  t ha t  

t h e r e  a r e  a l l  k i n d s  of d i m e n s i o n s  to that . ,  We had  s u b s t a n t i a l  s h i f t s  i n  

the  p a t t e r n  of d e m a n d ,  w h i c h  i s  c o r r e c t .  We did .  And a s u b s t a n t i a l  p a r t  

of the  p r i c e  r i s e  c a m e  in  m a c h i n e r y  and  h a r d  goods  l i n e s ,  w h i c h  w a s  

t r u e .  And s i n c e  p r i c e s  go up a l i t t l e  m o r e  e a s i l y  than  t h e y  go down, i f  

you  ge t  l a r g e  i n c r e a s e s  in  one a r e a ,  t hen  the a v e r a g e  p r i c e  leve.1 g o e s  up .  

Bu t  once  a g a i n  h e r e  I would  s u b m i t  t h a t  one of the k e y  p r o b l e m s  

h e r e  w a s  t h a t  t h r o u g h o u t  t h i s  p e r i o d  we had  t h e s e  i r r e s i s t i b l e  p r e s s u r e s  

on wage  r a t e s ,  w h i c h  w e r e  c a u s i n g  a r i s e  i n  ou r  u n i t  c o s t  l e v e l .  T h e r e  

w e r e  o t h e r  a s p e c t s  of c o s t  g o i n g  up a l s o - - n o  q u e s t i o n  abou t  t h a t - - b u t  

l e t ' s  focus  o u r  a t t e n t i o n  on the m o s t  i n t r a c t a b l e  p r o b l e m  i n s t e a d  of the  

e a s i e s t  p r o b l e m  a l l  the  t i m e ,  b e c a u s e  o t h e r w i s e  w e ' l l  n e v e r  ge t  v e r y  f a r .  

D u r i n g  t h i s  p e r i o d  wha t  f u n d a m e n t a l l y  w a s  h a p p e n i n g  w a s  t h a t  ~u r  un i t  

c o s t  l e v e l  w a s  r i s i n g  m o r e  r a p i d l y  t han  o u r  p r i c e  l e v e l .  Or ,  to put  i t  
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the  o the r  way  around,  i t  i s  t r ue  tha t  b u s i n e s s e s  we re  r a i s i n g  t h e i r  p r i c e s  

du r ing  th i s  pe r iod ;  but  on ba l ance  they  r a i s e d  t h e i r  p r i c e s  l e s s  than t h e i r  

c o s t s  we re  going up, and the r e s u l t  was  tha t  t h e i r  p r o f i t  m a r g i n s  w e r e  

dec l in ing .  C o r p o r a t e  p ro f i t s  in  the a g g r e g a t e  we re  lower  in  '56 than  in  

'55, and lower  in  '57 ~han in '56.  And c o r p o r a t e  p ro f i t s  p e r  un i t  of out-  

put, of c o u r s e ,  obv ious ly  we re  going down th roughout  tha t  pe r i od .  

And so  we got th i s  e m e r g e n c e  of e x c e s s  c a p a c i t y  and squeeze  on 

p ro f i t  m a r g i n s ,  both of which  were  a d v e r s e  to the durab le  goods l i n e s .  

C a p i t a l  ou t l ays  s t a r t e d  to l eve l  out.  Th i s  k i cked  back  on the i n v e n t o r i e s ,  

p a r t i c u l a r l y  in  the h a r d  goods l i n e s .  We got a r e v e r s a l  f r o m  i n v e n t o r y  

a c c u m u l a t i o n  to l iqu ida t ion .  We did get  an  a i r  pocke t  in  de fense  o r d e r s  

in the t h i r d  q u a r t e r ,  which  con t r i bu t ed  to th i s  p r o b l e m .  And th is  in  a 

nu t she l l ,  i t  s e e m s  to me,  was  the 57-58 downt~u~n. 

Now, the ques t ion  i s ,  Are  we going to ge t  the s a m e  k ind  of s equence  

of e v e n t s  shap ing  up h e r e  ? I th ink  to s o m e  ex ten t  we a r e .  

What,  i t  s e e m s  to me ,  we have l e a r n e d  and what  t h i s  s t o r y  in  the 

New York  T i m e s  m a y  i m p l y  in r e g a r d  to m o n e t a r y  po l i cy  i s  tha t  i t  i s  
f a i r l y  

d e s i r a b l e  in t h e ] e a r l y  s t a g e s  of an e x p a n s i o n  to have  a f a i r l y  t igh t  r e i n  

on c r ed i t ;  so tha t  you don ' t  s t a r t  fue l ing  the k ind of exp los ive  e x p a n s i o n  

tha t  you c a n ' t  p o s s i b l y  s u s t a i n .  

Now, th i s  was  a m i s t a k e  which  the F e d e r a l  R e s e r v e  p r o b a b l y  made  

in 1955. T h e y  le t  too m u c h  oi l  ge t  pou red  out on the f i r e  he r e ,  and then 

t hey  had a c o n f l a g r a t i o n  on t h e i r  hands  which  t hey  had d i f f icu l ty  c o n t r o l l i n g  

l a t e r .  Th i s  t ime  they  d idn ' t  m a k e  th i s  m i s t a k e .  T h e y  t u r n e d  a round  
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p r e t t y  q u i c k l y  in  1958 a f t e r  i t  w a s  c l e a r  t h a t  the  u p t u r n  w a s  s t a r t e d .  

But  t hen  i t  s e e m s  to m e  the s e c o n d  l e s s o n - - a n d  t h i s  I t h ink  w a s  

a m i s t a k e  w h i c h  the  F e d e r a l  Rese  r y e  m a d e  in  1957; and  I m i g h t  add  t h a t  

I t houg h t  so  a t  the  t i m e - - w a s  t h a t  t h e y  d i d n ' t  s e e  t h a t  a s  you  m o v e  in to  

the  s e c o n d  ha l f ,  s o  to s p e a k ,  of the  e x p a n s i o n ,  o r  a t  l e a s t  w h a t  t h e n  

w e r e  the l a t t e r  s t a g e s ,  t hen  i t ' s  d e s i r a b l e  to s t a r t  e a s i n g  up, b e c a u s e  

then ,  i f  you  donl t ,  you  a r e  go ing  to  a p p l y  the  b r a k e s  so  h a r d  t h a t  w e ' l l  

ge t  a d o w n t u r n .  

Q U E S T I O N :  You i n d i c a t e d  t h a t  t h e r e  w a s  an  u n e x p e c t e d  c a u t i o n  

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

t960.  I n o t i c e d  t h a t  d u r i n g  y o u r ' t a l k  you  have  m e t i c u l o u s l y  a v o i d e d  a n y  

m e n t i o n  of p o l i t i c s .  I w o n d e r  how m u c h  of t h i s  c a u t i o n  cou ld  be a t t r i b -  

u t e d  to the  e c o n o m i c  q u e s t i o n  t ha t  i s  b e i n g  i n s e r t e d  i n t o  t h i s  p o l i t i c a l  

c a m p a i g n  tha t  i s  c o m i n g  up.  

DR.  M C C R A C K E N :  I r e a l l y  d o n ' t  know.  To t a k e  the S u r v e y  

R e s e a r c h  C e n t e r ' s  s u r v e y ,  the  e l e m e n t s  t h a t  s e e m  to c o m e  out  of the 

s u r v e y  w h i c h  i n d i c a t e d  a s o m g w h a t  c a u t i o n a r y  no te  w e r e ,  f i r s t  of a l l ,  the  

s t e e l  s t r i k e .  The  s t e e l  s t r i k e  w a s  s t i l l  e x e r t i n g  an  o v e r h a n g :  e f fec t ,  s o  

to s p e a k ,  a t  t h a t  s t a g e .  A lo t  of p e o p l e  d i r e c t l y  had  l o s t  i n c o m e .  A lo t  

of  p e o p l e  h a d n ' t  l o s t  i n c o m e  bu t  t h e i r  n e i g h b o r s  had,  a n d  t h a t  m a d e  t h e m  

a l i t t l e  n e r v o u s  and  so  f o r t h .  

c h a n g e  
S e c o n d l y ,  t h e r e  w a s  t h i s  p r i c e  l e v e l ~  w h i c h  s h o w e d  up f a i r l y  

c l e a r l y .  ' ., 

T h i r d - - a n d  t h i s  i s  s o m e t h i n g  w h i c h  i s  not  to be  r e p e a t e d ,  of  c o u r s e - -  
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i t  w a s  c l e a r  f r o m  t h i s  s u r v e y  t h a t  wh i l e  the  c o m p a c t  c a r s  w e r e  c r e a t i n g  

qu i te  a s t i r  i n  p u b l i c  t h i n k i n g ,  the  r e g u l a r - s i z e d  c a r s  w e r e  b e i n g  g r e e t e d  

on s o r t  o £ a  "Ho  h u m "  b a s i s .  T h e y  d i d n ' t  r e a l l y  c r e a t e  m u c h  e x c i t e m e n t .  

T h i s  i s  i m p o r t a n t ,  b e c a u s e  the v o l a t i l e  e l e m e n t  i n  c o n s u m e r  s p e n d i n g  
J 

i s  d u r a b l e  goods ,  and  abou t  h a l f  the  d u r a b l e  goods  e x p e n d i t u r e s  a r e  n o r -  

m a l l y  on a u t o m o b i l e s .  

As  to the  e x t e n t  to w h i c h  the p o l i t i c a l  th ing  m a y  be i n j e c t e d  t h e r e ,  

i t  d i d n ' t  s h o w  up too m u c h ,  a s  I r e c a l l  i t ,  in  the  e x p l i c i t  s u r v e y s .  But ,  

of  c o u r s e ,  one n e v e r  knows  to w h a t  e x t e n t  t h a t  i s  the  k i n d  of t h ing  t ha t  

i s  o p e r a t i n g  in  the  s h a d o w s  b e h i n d  the s t a t i s t i c s ,  so  to s p e a k .  

Q U E S T I O N :  D r .  M c C r a c k e n ,  I hope  t h i s  i s  not  an  u n f a i r  q u e s t i o n  

to a s k  a m a n  f r o m  M i c h i g a n ,  bu t  c u r r e n t l y  w e ' r e  s p e n d i n g  abou t  15 b i l l i o n  

a y e a r  for  e d u c a t i o n ,  and  the  R o c k e f e l l e r  F u n d  i s  p r o j e c t e d  a t  l e a s t  to 

be  s p e n d i n g  double  t h a t  a m o u n t  in  abou t  f ive  o r  t en  y e a r s  f r o m  now.  Do 

you  fee l  in  ; your  j u d g m e n t  t ha t  S ta te  and  l o c a l  g o v e r n m e n t s  a c t u a l l y  have  

t h e  f i n a n c i a l  c a p a c i t y ,  t ha t  i s ,  the m a j o r i t y  of t h e m ,  to f i n a n c e  s u c h  

i n c r e a s e d  e x p e n d i t u r e s  f o r  p u r p o s e s  l i ke  e d u c a t i o n ?  

DR.  M c C R A C K E N :  Wel l ,  I don ' t  know w h e t h e r  t h e y  have  the 

c a p a c i t y  to f i n a n c e  t h a t .  I t h ink  t h e y  have  a c a p a c i t y  to f i n a n c e  a g r e a t  

d e a l  m o r e  t han  p e r h a p s  we t h i n k  t h e y  do. 

A p a r t  of the  p r o b l e m  h e r e  h a s  to do w i t h  g e t t i n g  the k i n d  of S ta te  

and  l o c a l  t ax  s t r u c t u r e  w h i c h  w i l l  be c o n d u c i v e  to t h i s  s o r t  of th ing .  

I t h ink  the  f i s c a l  i m p a s s e  w h i c h  the  S ta te  of M i c h i g a n  h a s  b e e n  in  f o r  the 

p a s t  y e a r  o r  so  r a t h e r  i l l u s t r a t e s  t h i s  po in t .  
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The fac t  of the m a t t e r  i s ,  I think,  tha t  the f i s c a l  i m p a s s e  in 

M i c h i g a n  has  not been  g e n e r a l l y  unders tood  e i t h e r  in  Mich igan  or  ou t s ide .  

The p r o b l e m  r e a l l y  c o m e s  down to what  i s  in the n a t u r e  of a g r e a t  debate  

over  the n a t u r e  of the tax s y s t e m  tha t  the State  ought to have,  and an 

i n a b i l i t y  of the two s i d e s  to get  t o g e t h e r  on th i s .  While  Mich igan  does  

have s o m e  e x c e s s  u n e m p l o y m e n t ,  i t  i s  s t i l l  a h igh income  a r e a .  In o t h e r  

words ,  the p r o b l e m  i s  not a r i s i n g ,  in  the f i r s t  i n s t a n c e  at  l e a s t ,  out of 
such  

the fac t  tha t  i t ' s / a  d e p r e s s e d  a r e a ,  so to speak .  

Now, I th ink we 've  got to face  up to th i s ;  and a lot of b u s i n e s s m e n ,  

i t  s e e m s  to me ,  don ' t  s ee  th i s  p r o p e r l y .  F i r s t  of a l l ,  we 've  got  to get  

r i d  of th i s  i l l u s i o n  tha t  i f  we can squeeze  out was te  and i n e f f i c i e n c y  out 

of the g o v e r n m e n t  budget ,  be i t  F e d e r a l ,  Sta te ,  o r  local ,  we could undoubt -  

ed ly  cut  t a x e s  e n o r m o u s l y .  T h e r e  i s  th i s  i l l u s ion ,  you see ,  tha t  i f  you 

could jus t  ge t  r i d  of the s t e n o g r a p h e r s  who a r e  t h rowing  s p i t b a l l s  a t  

e ach  o the r  and so f o r t h  and so on, th ink of a l l  the b i l l i ons  and b i l l i o n s  

tha t  you could save ,  wi thout  e v e r  looking a t  the f ac t s  to s ee  w h e t h e r  they  

s u p p o r t  i t .  

Now, I was i n t e r e s t e d  tha t  in  a m e e t i n g  tha t  I a t t ended  and tha t  

I p a r t i c i p a t e d  in, w h e r e  G o v e r n o r  W i l l i a m s  and S e n a t o r  Bee t l e ,  who i s  

a l l e g e d  to be the l e a d e r  of the m o r e ,  i f  I m a y  use  the t e r m  again ,  t r o g l o -  

di t ic  wing of the Repub l i can  pa r t y ,  a t  l e a s t  both a g r e e d  on t h i s - - a n d  th i s  

was  an aud ience  of b u s i n e s s m e n :  Ju s t  get  r i d  of the idea ,  ge t  r i d  of the 

i l l u s ion ,  tha t  t h e r e ' s  any  way to cut  the State budget  by s q u e e z i n g  out 

was t e  and i n e f f i c i e n c y .  Cut t ing  the Sta te  budget  m e a n s  cu t t ing  p r o g r a m s .  
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T h e y  bo th  a g r e e d  on tha t .  

Now, w h e r e  t hey  d i s a g r e e d  was  on the  k i n d  of tax  s y s t e m  we n e e d .  

In m y  v i e w  we have  gone  too f a r  in  t h i s  a r e a  in  a s s u m i n g  tha t  a t ax  s y s t e m  

m o r e  
i s  a good  s y s t e m  in  the  s e n s e  to w h i c h  i t  p r o d u c e s  an  e q u a l  d i s t r i b u t i o n  

of  i n c o m e ;  and  we have  no t  gone  f a r  e n o u g h  in  a s k i n g  the  q u e s t i o n :  Wha t  

k ind  of a tax  s y s t e m  fo r  a S ta te  i s  go ing  to be  l e a s t  r e p r e s s i v e  so  f a r  

a s  i t s  e c o n o m i c  b a s e  i s  c o n c e r n e d ?  And  t h a t ' s  a q u e s t i o n  w h i c h  at  l e a s t  the  

S ta te  of  M i c h i g a n  c a n n o t  a f f o r d  no t  to a sk ,  b e c a u s e  we do no t  h a v e  an  

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

L e t  m e  on ly  s a y  this~--a~td I wou ld  d e f e n d  th i s  a s  no t  b e i n g  an 

i l l i b e r a l  p o s i t i o n .  I t h ink  i t ' s  a l i b e r a l  p o s i t i o n ,  b e c a u s e  i t  w i l l  m a k e  a 

c o n t r i b u t i o n  t o w a r d  p r o v i d i n g  jobs  in  M i c h i g a n - - t h a t  i s  tha t  we n e e d  to 

t a lk  l e s s  abou t  t a x e s  on c o r p o r a t e  i n c o m e  and  e v e n  i n c o m e  t a x e s ,  and  tha t  

s o m e t h i n g  m o r e  l i ke ,  say ,  a s a l e s  o r  e x c i s e  tax 

to the  w e l f a r e  of the  l a b o r i n g  m a n  in  NI i ch igaa  

wou ld  c o n t r i b u t e  m o r e  

c e r t a i n l y  to the  u n e m -  

p l o y e d  one .  And  th i s  i s  the  i s s u e  tha t  h a s n ' t  y e t  g o t t e n  r e s o l v e d ,  w i th  

one  g r o u p  w a n t i n g  a s o - c a l l e d  " e q u i t a b l e "  tax  s t r u c t u r e ,  w h i c h  m e a n s  

t a k i n g  f r o m  the h i g h - i n c o m e  p e o p l e  and  no t  f r o m  the  low i n c o m e s ;  and  
s t r u c t u r e  tha t  w i l l  

o t h e r s  who f e e l  tha t  wha t  we n e e d  i s  a tax ~ r a i s e  the  r e v e -  

nue ,  but  w i l l  have  t e s s  of  an  i n h i b i t i n g  e f f e c t  on i n d u s t r i a l  and  e c o n o m i c  

d e v e l o p m e n t .  In m y  v iew,  we have  to g ive  m o r e  w e i g h t  to the  l a t t e r  than  

we have  b e e n  g iv ing .  And  i f  we do, we can  at  l e a s t  do m o r e  than  we can  

i f  we d o n ' t  f ace  up to i t .  
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C O L .  SMYSER:  D r .  M c C r a c k e n ,  I w i s h  we  h a d  m o r e  t i m e  f o r  
m a n y  

t h e ] o t h e r  q u e s t i o n s  t ha t  we  h a v e ,  but ,  u n f o r t u n a t e l y ,  o u r  t i m e  h a s  e x p i r e d .  

I do w a n t  to  t h a n k  you  f o r  w h a t  I a m  s u r e  we  a l l  a g r e e  i s  a v e r y  f ine  

talk. Thank you. 
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