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BCONOMIC STRATEGY FOR THE UNITEL STATES
16 Februsry 1960

GEN, MUNDY: Cur subject for todsy is "Economic Sirategy for
the United States.” This is the ninth leoture in cur series cn ecoromic
stebllization, and we move into & new ares for dscussion,

We have agked our speaker (v conaider the current level of
scorsmic totelligance and the methods of sellecting and disseminating
it. We have alsc ashked bim to dlacuas the difficalttes of the free markst
system in coping with the new developments in intervational trade, some
of which are controlied centrally by forelgn gevernments,

This iz, of course, a very formidable task; but cur apeaker this
merning is eminently qualified to landie it. He's a long-time member
of the Jolat Lconomic Commiites of Congress; and be is Chairmaa o the
Subcoazslites on Economic . Statistica.. ‘Through kis participation in
the committer and subcommitive hearings, be has developed a tremendous
amount of information and Idess about onr subject for today,

1¥'s a pleasure to preseat to the clans the Honorsble Richard
Bolling, Member of Conjress from the 5tk District of Missours.

ME, BOLLING: Geseral, Geatismen: 1 am probably going to
excoed my mipsion and not fwitill it. This ts pot merely becanse of the
snow, but because of the vastness of the subject, Firat I have to try
% give you my pevrapective; and before 1 aven do that, I want to oxplain
myseif a Hitle bit,

Tam & self~-mnade political economint. [ took 2 few courees in
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college on thie subject, bat my concera in the feld led me o agek sasign-
memt v those commitiees in the Congress which deal on a day-to~day,
yaar-to-yesr bagls with the general sconsmic probiews,  When I use
mm”m"lmmltvmmnmdwrymeiﬁmm. |

In thls Government today we have such s degres of overspecializs-
tion in the field of econemics that it's extvemely difficult to Mud pecple
whe specialise in Uw genersl. And, uiless you do have people who do
this, you find that you have no obe who i5 competent to at lesat begin o
mmmmmmuﬁemmupneymm. And what
we face in this conmtry, and haw:?fmfn my Ndgment, ever alnce VJ-Day,
is the need for a long-range, overall view of our esconomic problem--~
not just domestically, not just stabilizsation as mdm growth, or
stabllization and growth as oppesed to full smployment, but an over-view
of nli of the things, mien tegether in thelr proper relationship to sach
other and to the probismae that the country faces policy-wise,

aﬁ.mmmMaw‘ummmm:mm—
ity to imnplemeat & policy o maintain freedom dependx on two basie,
eepential things, One underiies U other. Ecouemics and economic
power, very obvisusily, sre golug to play an ssurmoeus role, I believe,
& domsinant role, in the compatition that is and has been going on between
our type of seciety--=n open society with & mixed econemy«~and I'd better
define what I mean by a mixed geonomy. B's an economy which diffuses
pewar by competitive frye enterprise, which iy modified fa 2 munber of

degrees by Goevernment controla~--ong ilivstration: is the varions commis~
¥
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sions that exist to modify the activitiss of the free enterprise groups
usder thelr contrsl. Anelber mudification of frae onterprias is the vast
notwork of subsidien that we bave in this esuntry--not fust te agriculture,
but to many nisinsases und industries. As 3 matier of fact, I often
challenge & business group by saying that there iz net & single busineas-
man in the United States whe is not subsidised; and when they resct in
Mru,lmamysmththwmhim beusuae 21l businessmen
m'mmmmmm,mwmdm¢mmmx
rates. Hut this is & modified free suierprise sconomy, a mixed veonomy.

Now, we have subshites of ail sorts, and It's important to ook
at thege, becaume 1 think they have 2 very had offect, many of them, on
the efficiency of the pconomy. We hawve snbaidies that come theoagh
direct Government payments. We have subsidies witch coms from isx
favoritisme, We bave subsidies which come from Mgher tsriffs rather
than lowsr ones. We tave & variety of advantages to one industry at the
expense parkaps of sometimes the body polttic as & whole, and semetisces
at the expense of another industey,

80 we have & mixed economy, 1t &= oo longer sccurate to talk of
4 purely competitive free enterprise oconomy. It ts & mixed economy.

It is, Ithink, really perhaps the maust iomportant development of

cur pelitical system. Histerically 1t means that we have been able o

an# f 4 —e T RTrinhe § Weknum of free cholce
.atmmeﬁnemainm:ﬁnbhm

mnawmm.
Never in ' :
Sur Mistory hay ms-mmmﬁm.mcmm
'y - |
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a& it is belng chullenged today. And underiyiag the ability of the sconemy
to perform t8 the abiiity of the people and its lesdwrablp o understand
and identify the probiams of competition; and, hmagmam
probisms, to devise gointions wth-m;mm fimally, from the point
of view of a policy maker, ts make the ﬂmtﬁsﬁh are desirabie,
viabie in 8 poiitical aense,

In pareatheses here I'd iike to dispone of the common American
shibboleth oa politics. In & free aociety, politics is policy-making. |
in a frew soctely it sometimen takes & very long time to make policy,
because there will be porfocily valid diongreements as to what should be
done and how it should be dene. 1 am net geing %o make auy attempt ko
hampoﬁeymﬁmud. I I trisd to give you all sides of all the gues-
Hons that 1 think are impertant, you would snd up with » bow! of maah
which would be asither sitmulsting nor useful to anybody, I consider my
role to be to express & point of view, & point of view which is lows vip-
hently attscied today than it used to be & fuw yeurs ago, but te still »
a@}eci of vary subatantial controversy,

Kow, %hﬁﬁnah&mcafﬂ%a{mmﬁm-
iization, 1 made it quite ciear that I don't believs that you can consider
in a given speech one problem without refsrence to the other probiem.

What is cur basic problem? Our basic probiem 19 that for the
firpt time we are beginning ¢o diacover as & pesple that we face an snemy--
and 1 den't use ths euphemism -~an enemy which is skilled and effective
in competing on cer terms. Six years age, when ag then Chafrmay of

4
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2 subcommittes on foreiga econuxic poliey, 1 ﬂrst commissionsd 2 stndy
by the Legislative Heference Service of the Librery of Cougress fute the
relative economic mﬁrmmét’mm'm--m free world
bige om the one hand--Western Europs, the United Stetes, the developed
astions bestcally--as opposed to the Compuaist bioc, its aliles and satel-
lites, I was attacked on secanion by seme propie as belng iu effect dis-
ioyal because I thought this was & subject worthy of attantlion, This ques-
tion of whether we should stady and find vt whether the Commanists
cuﬂﬁwtaﬂ&memeﬂwbmnm&eﬂﬁ&mgeﬂﬂk
cangion by some peoplis, because it wis considered uo fantastic that the
Comenunists could do anything right,

Keow, in fields other than cconomies, we in this country have con-
sistently undsreaiimated the ability of the Conumunists tc do. You s}l
now the thiuge to which I refer, @emmmwmuwm
mmaumms;emmywmmumm. We were very
wreng &5 to how guickly they wonld aciteve the so-called hydrogen weapon,
We have besn wrong in msay, many fields, Aﬂdw.hnhmwmin
the past in their sbility to do econemically.

Now, I don't want you to put the lepression that I think they're ‘
alne fest tall. doa't. I think thet if we use cur shillty, we very easily
con sverwinlm them. Dut I'd like to give you a tew falrly hard facts,
which aren’t mine. Most of these are draws from testhmeny by the Direc-
ter of the CIA when be made bis firet public appearance befors & Congres-

5




Statistics on this problem of U, 8, ~Soviet econcmic comparison,
Director Dutles sald, guitely fistly, sud with oo possible exng-
garation--1 teink s stateniant was relatively conservetive--thnt in the
last eight years the Smht Bnimhaﬂgrm{ industirially %t least twice
as fast as we had, He also said that in terms of gross nationsl product
they had grown at least twice as fast az we had; that in that period they
had very snbetentially clowad the gap between the alse of \heir economy
and the sizs of curs sad that-~and here is why T aun 80 Sure we couid do

- & goosd deal better than we are delng--even wifh that tremendous growth,

My‘sﬁnuwmnmthaﬁﬁm&' Thay clalms that thelir
aconomy is about 50 percent of vurs. My guess is that it's sometwhat
leas than that,

But they use the product of thelr scomomy as their lewders doter-
wine Ut simll be used; and those determinations over tiw yesrs have been
mmmgamxwmmgmmmmﬁtumw
that increase national pewer. Aaditis!nﬁsma&utmiamw
States have made different choloss, When Isay "we' I am tuiking sbout
umégmmh. E azn not talking sbout 5 given individaal in the
Erecutive or in the Logislative Branch., Pm aiking about the people as
a whole, The vast majority of our produciive capacity does not go Into
the thinge that make for uational power. It goes inte those things that
we 85 individunis desire,

The Soviet Usion has ar sconomy less than half the size of owr

own, and yei the best satimates that 1 know are that they are getting at
8



least as much, and perhaps more, in defause thon we are, Everybody
knows that they lnvest u very subateatially larger proportion of their
economic strongth into propaganda, infiltration, subversisn--those thitngs
that tend o weuken the other side and thus relatively incrense their side
of the streagth picturs. | |

We sve not exponding in s couniry for the education of sur
pecpie overall, from all sources, auything like the aame proportion of
cur grons natienal product that they are for the traindagp of their pecpls,
Now, you noties fhat I differentiate betwess our education and thelr train-
ing. 1t la very vawise, inmyiudsmi. i talk about a Soviet sducation-
al system, becsuse tis tends to confupe peopie. In the Seviet Unton
pagpie are tratved by the State for the State. Ia this couniry we try to
aducute peaple io realise themoslives and be good citixens within a demo-
cracy. “Education” comen frem a Latin woerd "educe, which moeans
“umw;mm*umwmmxymmt-
aace betwess owr approach aud itheir approach. And it s shocking to me
that la & free sociely we spond 2 smalier proportion of our ectnomic
weslth in education than & slave Sikate dosw in training.

It in very lmportant and obvieus te all of you that if they produce
meve techuicians and enginsers and s grost varisty of other people thor
we do, they are farther anhmncing thelr powsr (o compets.

Furthermere, they have the advaatage, some say--J don’t believs
it iz an sdvantsga--because of thelr methods of making decimions, of

being able (o compete In 2 sense dconpmically with tremendous political
1 .
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oTeriones., wmmww.&tﬁsmcmeﬁwvm%n da,
One example, with which Im sure you are ali familiar, is their going
into 2 countey which is & eas-crop covulry, like Egypt o colien, and
saying to them: "Wetll buy up all your surpius of cotton.” Thiz may or
May not be ag sconomic venture in the sénee of pure weonemics. Ffreom
gur peint of view it may or may not be profitable. Dut they are alla to

go in and for politicsl purposes buy vy a vest amount, i not the whola,

of tw surpins of that sue-crop country.

They did it in Uruguay with wool. Some of us feel that this is
something we should huvs heen thinking aleat and coaming to conclustvas
about many years age. Only in recent meuths have thare bown any intens-
hcmmuﬁummtafhmvwmtﬁl. 'm not suggesting
that we're geing to do #t. by tradlng. My own view is that If we really
Tolleve in competition, if our business and industry and labor reaily
beteve in competition, and If our peopla in this country really uadersiand
the need fur competition, we can compete very silectively in every way,
in svery field.

It may be that we're golng io heve io set up something to use
sccapionally, somathing thet wiil have o supbemistic substitate for our
Board of conomic Warlare. Bat this will not be the major appreach
1o this type of cempetition, w"mmhm-m:um“mu
Wo menage surseives cerrsotiy--to compete effectively witidn the frame-
work of a mixed sconomy,

Bat firgt we bave o recegnine, ag we have uot yet, that there is
8




this corapetition; M\ﬁtmﬂh‘cm&wm%mﬁmm
deapite some of the sethacks that the Chinmese have auffored, ndﬁhﬁuasiy
fn tw lust few yeurs, - they are going to be more and mere of an
sconamic factor in thizs world; thai we are in for & &ffioult and grim Ume
wuless we anticipate cur problema,

Now, X happes 0 belleve it My, Khrushchey meant exsctly what
be said when he said, "We will bory you.™ And I ma inclined to beileve,
although isy no meaps surs, thet i we hwwe the good smise to nuniniain
ax adequate level of military preparedness, thes he will try to defent ue
ia the sconomic Meid,

I say this very carefully, becasse I think that {f we ware & fall
for the spproach that this is inevitebly osly going to be an scssomic com-~
potition, mnd st cur geard down op the militery side, twe they would
shift their motics lmmedintely and, when the cpporiupity offered, whittie
away at us with the small wars, av called; or even move with the big
one £ it was o twir advantage and our retatiatory cupacity were down
far encugh. 801 think thelr poliey is tolally flenible, but I think they wiil
inaamrvmatwum&wﬂﬁuﬂﬂmmzhm
magic--an adeguate defanse, 7

Now, as to var capacity to -do all of thase things at ence, I am
zonvineed that ihe American accaomy has net eves hegan to Mnction in
terms of this competition, . I am convinued Dat we can do {nfinitely
better. ¥ am convinced that if the Mstorians loek back and find that we

have fallnd, they will find that it iz a faflore of will, net of abdlity,
"
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i am cenvinesd that a free nation, with an econemy atill more than twice
as large as that of ite epponent, that an sssociation of froe uations with
sconomises which compsred to thelr epposenis sttll ave something on the
order of 70 percent to 30 percent--thut if we fail, it will not be 2 fxilure
of resources or insnimate objects; it will ke a fallore of people. And
»matm'mauunndmafﬁwmmmm&uwm-m
fafllung, in my judgment, at least reiatively, ts thut we have oot tdentified
the problem; and that too few of us, having ldentified the problem, bave

Some of the things that I going to propose are intensely comtro-
voralal, and P glad of {8, MMIWMmymm;rina
froe wockety can thers be adequate solutions. Thiz, &t least fn political
theory, is the fundsmentnl strength of & demacracy, Truth contests with
erreyT in the free markeipiace of ideas, and from tiwat vomes & policy
decision that is supporisd by the people of & democracy.

Now, 1 mentloned subsidier. § mentiched subsidies through taxa-
tion, I meationed s faw other things that I think put skews inte this econ-
omy. Lat me mention a few more,

I 9o not belinve that much of our enterprise or many of our buainess
mansgers have yot faced up to thic need to sompete. The loud squeals
that oue heers in Congress, when one is in Congress, from any iadoetry
that is affacted by fereign competitton would convince cven the most slow
to be conviaced that a great many pecple who say they balisve (n compe-

Hion den't ke it when Lt's competition with them, Une finds that those
9
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who do not Teceive subsidies, ihose particnisr subsidiss, consider them
ap lvproorai,

mﬁm;@uum&mwnﬁmmmm
politicians bave hewvily subsidized Armserican sgriculture by the very
mwmmtmm'mmmmmsmm
field, parhaps ‘a2 better-hidden feld,

Cme finds that thewe whe are involved in the use of a pubilc facliity
for private gain consider this to be & morsl approach to seomomics; but
itmumm@mmmmmmmm..mauif by pro-
duging certain liems ttselt threugh a force ascownt approach, one finds
that a greal many people say thai this is fwumeral,

One of the shidboleths that we are gotag to bave to break through,
1% my judgment, 1o this country if we are te mainisin a viabls seonomy
at home and effeciive compatition sbroad, is the flusion that in our
mw‘ofmmdem%m-mwﬁhgmmm-h
by ceatracting it out to & private firm, ¥ don': know bow maay toes in the
room I atep on when I say thds, but let's take one axsmple. And 1 have
Bo bris! for me service or saothar servios, and I wish I corld neutreltse
it ae that one aevrvice waan't involved as spposed 1o snother,

But ene approach to the space feld and the rocket feld hag been
by the Government contraciing out 1o 3 group of private enterprises for
development and so gn, Another approuch bax been a farce account

approach. ‘The clesr emaaple is Redstone Areenal in Suntaville, where
1




moat of this s besn & foroe account job.

Now, clearly, st least as mueh suceens has besn found in the
force Recomnt approach to date ax has bees in the other uppreach, And
it's Just concelivable that pueple working for ihe Goverameut dirwetly
and on the Government payroll, in supplying the public goods in defense,
can do 8 geod as or better & job than & private carporation evitebly
and properly weridng for profit. What { am trying o de is o diferen-
tiate betwasn the production of defense hardware perbaps on the one
hand and consumer gooda on the other,

1 thiok we are going io have to ook very varefully at this whole
complex of problems. Not only am I taiking shout increased efficiency
fs procarement, but I am also Wxlking sbout this sldbbsleth, It may be
that we can deviss mwthods of doing thase things fat will be better than
the businean of contracting to a privete corporntion, which insvitably

will, and Inevltably must, sevk profits fer its stockholders. It may be

thet we can do betinr the ofher way, Imay be entirely wrong, butl
think we sbould look st it withoul sny prejuedice. I thdak we shesld loak
at it dspessionstely and shjsctiegly.
*rmummﬂm,m:mummuwvnmmma@
of aconomy that funciions siffectively in this ares of competition, becanss
thore is nothing mors destabllising, no oaw single thing more dowtabilie-
m&hﬁwﬁmm.uhru:x‘mm than the weak

monepsonist, 1 love that phrase as a non-technical econcmist. I picked

it up from an swpert, and I had to ask him what it seemnt, and I'U tell
12
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you gudektly what he told me, The wank monopsonist is the weak slingle

buyer. I Ix as opposed, okvivusly, to ihe monopsiist am the single seiler,
And if you think about §t, yuw will find that the Federal Govors
tmw.mm&QmM&Woﬂbgmmm
uot on all of them; but it iy the single buyer of item afier ftom, partic-

"‘_

ularty in the defense f1¢id, And tbink of how much steel and siber
metals goes hnto that hardware : and i€ 1t Wappons, ag ! think it cas be
demonstrated statisically, that fate may be the very subatantial margin
of profit and the Governnvest is & weak single buyer, what éovs this do
o price stability? M, lor example, any metnls producer is pretly sure

. that be has this prepovtion of his output that 18 going to be bought under

relstively nomcompetitive terms, what is ks attitude toward price going
to beT And everybody kutwe that the price of basic metals has a ¢remen-
dous impaet on the whele price structure ia this sconomy. So this is

a problem connected with the first problem that I suggested a posaible
iook at.

Beyoud this wo noed things a great deal moere fundamental than
this particalar relatively oarrow approsch. We have to get awsy from
our shibbeloths, Wa have to recognize our socnomy for whet i is. We
tinve to rationalises cur subsidies,

Obvicusiy--and 1 can be completely nonpartisan about this-«the
program of neither party in the Seld of agrienlturs koo made any asuse
from the polat of view of the American paople for lo, these many yoars.

Wa have & gltaation in wiich we have an incrodibly uneconomic: . use of
: 13




rescurcel. We don't aemd lnoressed sgeicuitiral production, In ageli-
anlture we bave hed the real technolegical sxpivsion in the Daited Etstes.
The productivity of the American farm has Increased way beyond cur
ability to use it, This in the one field in which we are clearly and demon-
sirably so far abend of the Kusuians thut it's reaily embarraastug 1o us,
ft's exabarrasuing o us in every possible way, It's embarrassiog to
us bere at home, because ws are using repowrces uwnscontuicnlly;

{00 mmuny pecpie are invelved in sgriculture for the nesds today ia terms
of sconomios, not secial welfare. We are prodocing tos much, and we
are spending too much of the genaral taxpayerts money to keep the farmer
doing what be shouldn’t be delng.

Than, on top of this, this ix probably the most smbarrasuing
mmmwum‘mmmmmmmw
aress, becsuse the Cempawsists can muove in and say! "Look at these
idlots. They bave theoe pllew of grein sud other food items retting in
storage whils yun starve.” What conid be belter to hand to an enemy e

But there are other Seids in whick I think we should take a very
hard lock. Why should we sabsidise advertising through the poutal rates?
is this an economic ose of rescarces? Is Gt what we want to do? Are
we in tihds room anxious 4o swe more and more Americans baying more
and more cars sad mors asd more tbasters that play & tune when thay
pop up thres pleces of tsaat? Arv we jotereasted in the kind of approach

to oul’ sconamy which means that more and more goss inte the less and
i




less importast thiogs?  And do you kaww what we do? We subsidize
sdvertising fncredibly heavily, agsin throagh the postsl rates,

©ne combloe of magatines gets mibsidies of more than ten mil-
Hon dolinrs & year, And, of couras, emerybody knows that & magazine
isn't paid for by the peraon who subscribes o it, It's paid for by the
advertising, Sv we're subsidizing quite drectly advertising, Maybe this
makes senme, but o aot sure it does, Pm net sure what this seving
in the postal system wowid mens if we dverted it to defenge or education
or soraething alse where wo have a clonr pubiic used,

1 think there saght to be a sericus examination made of our sub-
sidien in all fields, In the Jolst Eosmamic Commities we are now iryling
to identify thom all. This is terribiy bard to do, hecause some of them
arg so cleverly and weil Mdden. The avermge builder will tell you that
FHA sud VA iosurance i9 net a substdy; et I enn demonstrate very gquick-
ly that it ig,

it's & subaldy in this sense: thet svery time you guaranise one of
these lsang--and many of them probably weuld not bo made witheut the
ket. The Goverament has to borrow bilituns of dolisrs. The Govermment
has W turn over and reflesnce Milions of dol}sre. And if you puarsatee
tens of biillens of dellars of mortgages, yeu very suraly are making for
yourssif competitton, which in tars tends to drive your interest rates
bigher. This is one of the well-concealsd ones, but it's there.

We should be Ivoking at thix probiens of how we compate with
15




curacives for the smpe things, We should try to devise policies which

are more auified thun surs today. We use on the one hand the manetary
peiicy to try to maintain atablilty, and ot the same tme we insaiate graat
areas of the ecouemy from the effect of twi monietary policy.

Thers ave 8 whole wristy of them. Thare are the varlous kipds
of loan programs that are aveilabie to farmers and to smali business;
the procedura that we naed for a sumber of years in the iax fleld af
cartificates of neceseity for sccalerated tax wmortisation. There sre
whole array of tiem, where we are working st oreas purposes with curselves
in the subaldy fleld asd the tax fleld. In othar words, we nwed to know
what we are deing and know why we ars daing 1t, and make our decision
on the basis of the overa(l spproach. It's iafisitely complicated and fnfla-
itely dfficult, of conrse. Se iz everything., BSarviws)l io this worid is
geing to be extremely dfficull, bul it seewms to me that it's worth the
sffort.

How, coe of the most fundamental problems, sne that is most
dangerons for aaybody to get involved b is & peliteal sense, is the prob-
lam of taxes, We bave in this country & raiher remariabls record,
Moat of our ixxes are eoliected on o voluntary basis. They sre seil-
exforced. Of comrse the Bureas of Interssl Revenue 1y there and nobudy
ever known whother 1t's breatliing down yowr neck or not, But, by and
iarge, the taxes are paid pretty muck volmtnrily,

Any of you who usve bed aay experience ia Haly, for instance,

MMMMawMWM The reason that sur
16
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taxes are patd thie way is that, generslly speaking, there ie confidenca
in the tax collector, Generaily speakizg, there is confidence thal the
tuzes bear equitably and that they are collected fairiy and that thay area’t
part of & political football precess. In lialy the mitnation is vestly differ-
pat and the resmit L fueredibly different., The rich just don't pay their
taxes, They ovade Do, In this country it's still otherwise.

We are comdng 10 3 very dangerous time in this cowntry. The
techalciang~~and, remember, I mude it clone that I didn®t think mysell
one~~ut length sestifiod betore thae Commitiee un Ways and Means this
iast f21i and in effect sald that cur tax aystem is oy leager equitable;
that the erosions which bave be¢n allowed to take away frow the tax base
are w0 vast that thare no longer exista equity. And Iam convineed that
if wo are to have & stable, growing, Mily employed economay, we must
sngage in & messive tax reform. Aand I hepe yow'll check me out on this
mmmugcm;mnnmewﬁmmmmm. It just hap-
peus that 1t 1sa™, that 1t is statistically seundly based.
eroded over ths years by vxicus gpecisl interest erosion md faveriticms
is something of the order of 113 bililes dellars-~1i3 biilion dellare taken
awhy from the tax bage, Now, that inciudes » wide variety of erogions.
Seme, ks the depletion allowances ou minerals, are alraudy very con-
troversial, Some ure ‘mtmu clearly a faverwd treatment for o

partienlar small segment of the geenomy; but wntll you begin to think
n
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about thens, thay sound very fine and durosnitarian, For exsxaple, one
vary good ilimstration of thia, thal usually Shocks peapls, 18 the special
sdditional exemption for & person whe is biind,

Weil, now, why sheould a blind person who happens (o have & yery
mmw&ﬁmmm&* Is there any logic in tide
Why shouldn't the subsidy to the bilnd be more direct yather theaa through:
a tax appronch? Why {2 it that we favor psople Hike muny of us bere _
and I, for exampie, who Mappen to be married, ap oppowed to the people
who aren’t? Why should thare be o aplit~-income provigien? Why should |
we treat dividends, s far ax withholiing ia concernsd, differently then
we treat ordinary income? Maybe we sheonid., I'Ym not ssytng we should
st shouldn*t for the moment, Eut why do wo permit these kinde of favor-
idsme? Why is it posaidble, when we beleve in 3 fair and equitabie
tax system, that, ss My, Mills, the Chairman of the Ways and Means
Commitios, pumg\deutmmamutnmumﬁum.mmmt
fall that it s possible, for & man who lives in sx identical bouse dowa = |
the sireet from ansther man, both of whom get in money terms the ssme

amownt of income, for sne to pay 50 perowsat more tanses than the other
simply becsuse of the way in which the incemwe i received? Now, ix
that equity? Dous that make sense? 1 don't think so,

Now, why ia this so lmportantY Why do I spend se myuch time on
fls? Because I think it ie the core probiem which must be faced if we
are to have the kind of econemy that can effectively compute, I think that

we have o remove the other favoritisms tiwt exist, and rationslize them,
18



and make them make sense, and make sure that if we're subsidizing
something, we are doisg it because we knew it and we bellove that we
need it; but that we shouldn’t just be schaidiaing things sori of by accldent
and because they aren't part of an cverall policy.

1 mean this in terms of direct subaidies, lax Mivoriticm, and tar-
i85, 1 think we sught to free up ihis econemy, so that we have 3 great
deal more competition; but I dou't think we have & chance io do this vmless
we do pomething sbout taxes. And thiz is going to be very dlfffouit,
becansa every one of the groups affecied, every cae of the favored groups,
is going i atand and fight wmtll it des to prove to everybody else that

this is justics.
| How, how can tids be made viable? How can ons have messive
tax reforma? Only in sne way, and this ia whore you may suspect me
of phe {n the sky,
If you restured to the tax base roughly balf of that 118 billion that

" that teckaleian talked aboul, you would actaslly be in a position to cul rates,

and Cut raies ail along the line in such @ way that the vast majority of
the people would be somewbnt benefitied, sad saly jujared would be those
who are bedng favered undualy today. In other words, you wouid take on
dose, in my judgment, by & President wiw underatood this folly and
recognized ita imporance,

Kow, vh;isitmtmmrm? Thare are some psople who bave

toid us in the past that if we have a sslisfectorily growing sconemy, we
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will bave automatic stebility, ¥ dun't bellgve it, Thore are other people
who tell us that if we have sffective stability, that then we'll have satis-
factery growth, I don't beliave that either. I belisve that it ix clowr
on the record of the last thirty years that menetary policy slone camot
achieve stability; that the only way iu witeh we are golng to have reason-
able price stability in ihis country--in other words, aot bave the kind

of inflation that redistributes income avery toa years—--is by linking to
an effactive monetary policy an effectiwe fiscal poley,

All of you have heard of & gentloman, much misguoted and much
miaunderatond, cslled Lord Keynes. Butit'a an intersating thing that
the Ameorican peliticlan or policy maker s adopted Lord Keynes o the
down side. Any time that we aze in & recession, you will find that the
Americon policy maley, regardisss of party, fn owerwheiming numbera,
is for deficit spending. And most people whn study sconomies agree with
this., But the diemma o thst most of us haven'! bought the other aide
ol thn Keynesise spproach, and that is the sabstantial surpine in beom
Hmes. And we sren't resily going te hawe substantisl surpiveges and
mest our publc oeeds,~which, incidentaily, I thdak showld be at a consid-
srably higher level, but 1 hawven't got thne 10 go inte that today--at a cor~
siderably kigher lovel than car present budgei--we aven't golag to have
those surploses in boam time uniess we 40 reform cur mx system and
uniess we do determine to use fiscal peliay an an adjunct 1o or partner of
monetary pelicy,

How, if we do this, mtmmﬂu;mzvmnwof
20
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astabidty. And stulsiitty nesds no explanatien as o 1t fmpariance.,
, m&lmw ﬂ:mmmmwwmmm

problem, we will free up at the apper brocket Jevels and down the line
more iavestment funds, which sre sssentisl o growth. And we must grow,
becsuse let's fuce the political fact that if we do not grow meore rapidly
aconopaically than we bave bssn, wa will eontirve to see the gup betwean
curselves and the Soviets narvow; thal they will contione almost inevil-
ably to use a larger share of their cmaller pie for purposes of national
power; and that the ealy realisiic way that weire going to get more into
powey ig by taking it ent of an Increased tncrement.

1 den*t belleve~-~and I wish I could say that I helieve~-1 ¢o not
believe that the American people, short of an cbvions war, are going fo
steand for a sobstantial cut~back in their standard of llving. 1 do believe
nmummmaummﬁmm. they will stand for a
ceaskiion of 2 constant Incrasse in the piandard of living, And thds makes
the problem of growth fundamental. And the probiem of employmant
goes with growth and with stabiiity.

In 3 vastly oversimplified way, whai I bave sald &5 that, lo auy
judgrasnt, the ceore of un effective econowsic polley hare at home from
the Fodersi pelnt of view~«gnd that's what Pm talking sbout--is reform
of the tex structure, rat

tian of the subsidion, and n gensral
approach to the whole ovarall problem which gets away from the catch
phrases, whick gets away fros the approsoh widch says that we have an
al




sconomy that i totally competitive and sutirely free enterprise, when
it iz net in fact o, which in wiiling then & say that we will preduce our
pablic poodand cur public services in the way which is most effictent
in Wwrms of the general axpayer's dollar: in other words, that we will
move abead to identify & set of problems; and, having identified thove
probiems, Gevise spiutions; and, having devised soiuttons, throw away
our special interesty-~and every one of un has tham--and try toc ave a
policy which rises above the deadfall butween specit! intgrests and is
actually in the public interest,

Now, if we are able fo do this--xad ] bellave we are atill~~I dom't
think we havs nsany yesrs more in which we can afford tv do what we
heve been deoing since World War li--if we xre ahle to do this, i am
stteriy confident thut mor system ia more viable and 2 more sffective
scomomically thau is theira,

I remsemiber when § served qults a long wisdle in the Fa cific during
World War I that 1t wasn't uutil I got to Japan and I got an opportusity
mmmmmomwﬁ, that I could oaderstand why we were
wisning, becsuse I thought we mads a st of mistakea. We did, and
everybody admita it, But I couldn®t really understand why we were doing
betiar than they wers, I flaally found out when 1 got & chance o look
at thelr recerds. thmtjmwmﬂrbymym,ﬂm
maiing mistakes; but when they made mistakes, ihey really made whoppers,
because there was no check on ihem. They ware made by & wery Hmited
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group, who then enforced thewm enilrsly. ‘!‘&NNMMﬁiﬁ
exchongs of ideas, There wes no evaluution as to alternatives. The
mmm&&hzyamymdm At first Swy seemed to
do superlstively well, but then gradually undsr pressure thair dacision-
making process broke down ts a wery grast degree; and their mistakes
beciane bigger.

In effect what we hmve to do, in my Jedgment, 1o to ase our greater
power in the sconomic field to bring pressure, and, bringing presasurs,
to canse. the failures of & fotalitarian system to come to e surface.

I thde kind of venture, ne single group i s soclety will sucesed. Tiis
is the kind of thing that will bave to be srvived at by & consensos among
all groups, Thiz cannol poexibly succned unlaes Americen business in
willing, and evan anxious, to compete; unless American lubor is willing

and oven anxious--and much of it is, although some of it is net--to increase

productivity; undess the American people generally undersinnd that -
there will be oertain mocial costs o husiness and to labor in achieving
& more sffsctive economic system; and thant this kind of u barden, beth
on business and on iabor, Shouild be shared by the psopie penerally.

Aaé,x;m%mh done unlesy those who are derided often

,

fn the American cliche s politicians, snd who are actually the peopls
who for betier or for worse make the policy by which this comtry lves
and moves, have the cesrage fc say to 8 great many psople a great many
unpionpent things,

DR, KRESS: Gentiemen, the Congressm
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questionas,

QUESTION: Becently from this piatform it was explained to us
bow sfwctively the Faderal Reserve System cperstes in the monetary
pollcy area, Appavently they are wary wwil insuisted from potities, Gt
is, mﬁwumﬁmmmcmmﬁnghmmﬁﬂd.
'wmamwmmammuemepm@m
b an advaals Wm-mummmmmmm?

nm. mme: Well, §f I took that position, ¢ wouid be a dental

ﬂwmwmhw fmdamental--as to the way & democracy

fancticos.,
mpw where
I dou*t want fo bore you with this, bot ! want you to undersiasd: -

I stand en this whole busiasss of the Federal Reserve. It Just deppens that

yoars age, in 1951, 1 guess, I served en a pubcomamitiee that went into
this whole question of general credit control and debt management; and
1 fourd myself, ss often happens to me, in a position that wes ualike
that of almest anybody eise in the comymitiee,

We have some prople--sad I understand that to ancther clsss
some years ago & representative of that peint of view speke-~we have
some¢ peopis who feel that the mmmhwhmnm should -
be put mauch more in ilw polifical process. W&meuthars who feel
that it shenid maintsin the kind of ivsulation-~and some peopis say
Misolation” --that it has pow. My own view~--and J'i} get to the tax thing
in fust & misnte~-but have to come through s to make any me-;t:at
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wiiie 1 have » greal admiration for Mr. Martin asd his staff oli the way
thalr Hmits-~that they are a little bit too omeh tevlated,

Fils does Dot maean Bt § think Uy wught to be pat wader the
Bxgeutive or more uader the Cougress. It doen mean thet L de think thelr
Hoard and their regional boards ahould be mere reprasentative of the
vody pelitie, I think today they tead to ropresent more or Jess x henkerts
point of view. This tends for them to bave a vesied intereat in ibair
ows mdegancien. You noticed in whai § sald sariter thas I thought we
nad to supplement or conplement the Fod's astivity in monstary pollcy
with fiseal policy, I think that tiey have is recognise where they have
their deflcdoncing and whare thalr general approgeh is not general at all,
It has & vory selective Impact.

Cur studisn of the st yenr wonid indicate that, far - from owr
general menetary policy being general in its tevpact, it is quite selective;
that it doesm's, for exampie, bave such restraint on the investment plans
of the large corperations; that most of theee corporations get thelr caplital
interasily, In otber words, from the profils of the previous price stracture.
The people that are bit ave the peopie whe dulid residentinl boases, amall
businesses, wed penersily the farmers. So X thisk that even In monstary
poley, in that gemeral aves, ibere vewds to be improvement. I think
that the Board ghould be more reprosemtative of the goweral body polttic,
And I think that they should be mare willing to accept additicnal teols,

Fv2 had 2 rauodng segament with Bl Martin for, 1 ihdok, aight
a6




vears a§ to whether or aot he didn’t newd additional tocle beyond the
Mm--mm?mmsmm. parbaps in
affeci; perbaps a grester sttention to trying to smoeth cut the pesks and
valioys in capitel investment, 1 don't know the sanswer tv this. Mayde
Bat new, wmmmr question and put Yut one in perspeciive,
I go so far ap to feel thet perhape it is correct that, if we are to have &
truly souad fiscal approach o the problem of atability, in other words,
the deficil when the scontny is siowing down Wo smuch and gurpius whes
the econmmy is booming a Htlie bit too much, zo thai you don't have this
rpe&muém:mmrm;msmmmwhuahngmam

even kewi--1 wosld think thut there is & very good possibility that one abould
put in the hands of the Exgcntive--I wouldn'? say, in the hends of the Fed--

the power, within very dmited amonnie--and I'm talking in tevms of
units of billiens lustead of tens of billions-~to remit taxes and to put in &
higher tax vate, Perhaps this would go in in the first bracket, because
the Exemulive, or whatever agency was given this power--and you could
argue that it should be an insulsted agsacy; I don't bappen to think so-~
conld mowve a great doal more guickly to ap snd down taxes, to ralse and
lowar taxes, than is conceivable in the Congross.
Ymhhﬁmnﬁinmstﬂryaftaz&mkﬁmaﬂdmﬁuﬂaa
that even when the Executive bas a sympathetle Congress und makes &
tax propossl, it tekes monthe and sometimen even yesrs to get action,

Apd i this fiseal policy spproach i correet that I suggest--that it must
: 1 ,




be wadded with monetary policy to acihieve stability--then 1 think you've
mwmtmﬂww&am&amﬂhwmmm&n
quickly,

Whether thia abould be an insulated ageney or not, 1 don't knew,
Inevitably, as » politician, Ihﬂw&mmhhm&wm
Semocratic procedure, not by inguistion t9o much,  But Pm frank to
confeas that I think thers shosid be somm insulation,

Now, the President (s the most inelated of all pevple, Why?
Mmhummmaetmwm~m1hmamﬂu
ieast subiject, %M%~mwwuawm;m in oy
Mmmmmmmmmmmma
than anybody eise,

QUESTION; YmMﬂmmmM&guhmmm
ummhmumbmmmm:mwm. with
respect to subsidieg. Mmahg&wﬁm*mutnwm
Wm@%mmmmw&ﬁw?

EE, BOLLING: Immm:mwﬂﬂmwm
to ba done, mumwgﬂ:wﬂmﬁmwmmm
mﬁmaf'w&.w@h&mw.

Immﬁmﬂﬁy,wmuamw&maw
farmers there, mdwtwmmauaﬂtmhyth&rmwm
almost any city tmt I can think of, NﬂMwmmmanymw~
tural center,

r
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1 think that, Mo, 1, the koy answar to that is that if we have great-
exr paccess in achioving econemic staldliyy, in other werds, fewer pemks
and valleys, i we ot the same {{me malntain Mall utilization, full employ-
ment, then the socizl problem of the farmer win does & very efticient
fob but whose protuct isu’t really economicetly needed, 13 i large part
asnswored by his transfer ioto an ares where he is tweded, This s sort
of & broad generalization,

'Te be more apscific, 1 think that the kind of farm program thai
WMHMAM&MR’E‘WMMM because in Isrge
measure 1t has been based on acresge conbrels. And, as I said earlier,
the tecimological exploslon in the Unied States bas been in the product
frory those scres. You oot dewn the scresge snd they put in mors ferti-
liser and better mothods, and they prodnes more, Sc that, ehviously,
ﬁm‘a&gﬁng&h&w#tamm-*mdlmmﬁmhmwh
mnrytw@ﬁamuﬁancammmmmmmdm. on
products, rather than on acreage.

~ Then 1 tdnk we cught to work out & program which dossn't make
the general taxpayer pay twice for the subsidy. In other words, we
am*tlwmammmhmwpﬁ«bmmm
high; that we should ist prodects find thelr gwn lovel in the markstpisce;
and i for soclai reasena, if for reasons of decency in not wanting o have
avery fexmer poverty atricken, we then fesl that there should he some
m,nsmuamm@mm&mmmmtm
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{farmer actsally gets is the mavketplace and, say, cost of production plus
a little for labor; 6o (hat be gets o dovent lving. Kut this business of
keeping the price up havw in order to see that the farmer gets a decent
income hits an awful Hek at the general pablic, bcma‘mh&wmm
the higher price for the product snd st the snme thme they bawve to pay
a large ahsre of the subsidy. |

3o whai {n sssence I'm sayley 1o (hat if we do fesl that for social
reasuns, for reasons of eqguity, we naed 1o madniais & farm program,
1t shenld be & rativnal one, sot this irretions) . one that we now have,
&:mm”mmmmwmmmwm‘m
Tescurces, maapower snd ciherwise, econmmnicslly; in other words, move
ﬁmt‘mrmwm»m*zmmnmwmwmmamy '
productug scmething (hat we do need; muybe move M off the farm and
put him teacking schosl. We kave a big shortage of gohool teachera.
1 don't mean by 8, Smbyﬂw:m:m-&dﬂmumy.

QUESTION: Assumning that we could have a candidete who came
up with your type of program, and saswaiey that the masgs of the people
ware bebind ki even though thelr voice might not be qulte as loud com~
mﬂummmaf&ammmmwmzm and that he
stiil would win, can be oxt a feur-year term with a Cougresa iecisd for 3
two-year term accomplish kis misgion?

MR, BOLLING: Well, tids vraises the quastion an to whether the
fionse should be elected for four years, i think the only way that a peii-

ticlan, be be the Fresident or agyhody slse, swcends is by having a
3B
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majority of ibe people with him and hawviag the covrage to face up to
the peapie who are sgainst Mm. That belng the caze, 12 doesn't make
much difference, If hig policy is golng over ip the first two yaars, he
isgal_nghhﬂpmhetaGwhmmmmsthtwmm
viable, that wiil be for kis program.

Actually, history will show that the effective and productive years
of the overage Preaident ave ithe first three years of & four, eight, twelve,
oy what-hava-you tarm, berrving calamitous clrcumatances where, in
etfect, a5 acene Presidests have had, firet they're domestic Preaideats
and then they're wartime Fresidents, and they heve two carcers, almost,
a# Pregident, St ordinartly it len't the rot that sets in. It's the group
'mmsgm, the loos of momentam m‘l’::ty em;:;m’miupouﬁes.
Armmmumnmw has 8 sort of surge te the peopie
who have mst given bl 2 mandate, Thmm;twpouphtn{:mv
and P'm not befag fhcatious-~ whe don't bave very strong convictions and
who sort of fellow the tde, There are very few. You'd be surprised
at how faw, Moat of the peuple that I dishgres with hold thair views just
%s firmly snd just as hemestly as I hold mne. Sut there {s & it floa,
and that tieat teods 1o g0 with the mometium of ihe President.

So I doo't think that this 1s really » very fmpertant point. I think
that if the President has clearly stood up to Lwr set of lasuss that has
made biu solution viable, then hw's going to be abile 10 get over what he
wants e get over,
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WUESTION: You pointed out that there {5 » distinct differeuce
munm‘ammmm, This was very well brought baxe to us
by your words. Then you mentioned that you had certein technicians in
your sffice giving you inspiretion on ecodemic probierss. I womdered
if that meant that ecanomiats ware trained but not educated.
ously, not being en sconomist, I am not com-

MR, BOLLING:
petont 1o answer thit.

GUESTION (continged): My guestion is with regerd to sn emiment
mmmmmwhummmhmmmam

in & recent Saturdny Evening Fost.

education/ 1 wondered if in your jedgmewt--and I bave one of my cwn--
this is not furthering the training that you somewhat shject to, imstead
of tha aducaticn,

ME. BOLLING: I can honestly svade the unswer, [ hawven't resd
Admiral Blckover's most rezent contribution.

I baww run into that attitude—~that there is only one kind of digai~
pline that is important~~ from a greet many peopis. Aad ! think thet
this, i ] understand what ks poattion ia~-thet we have to trais people
to scientific methods and that we bave to bave more and mere speciatiste
tn this and this field, apnd that the only tng that s impertent {5 & certain
kind of disctpline, I disagres with him fiatly.

4 ke to clarily my use of the word "teohnician™ with regard

to econempdate, I use the word in @ broader sense than the average person.

Thease ave people who are teohndcally irained, Iam not, [ am the chair-
mﬁammﬂmﬁsﬁnn bat I am mot a statiatician., And this
36



is the sense in which 1 use the word.

1 happen to feel that whai we nesd todey particulariy--and this
may sound a }little high-flown--3re not oaly people whe are highly tech-
sically trained, but we alse need people who are able to make use of the
products of, to use & tecknical term, a great many discipiines. We have
to bave generalists who can make policy decisious that take into account
the best information that iz avallable from the specialists. Asd ] think
this is a certain kind of education, and I think we nead more peaple edu-
cated in this way than we are vow producing. This is not inconsiatent,
because we also need more technicians, We are deficient in our educa~
tional syatem, in my judgment, in every fisid.

GUESTION: Occasionally in the military service we find that
twmﬁmmywmyithummummfcm“
instaliatipn or cancel a em&ut. snd that has a vary great sconomic
sifect upon one srea, This often resuits in either delay or fatlure to
do so, due to economic prassure coming through the sisctad ilepreson~
tative from that district. Do you think that this broad chaage in view-
point which you have -desaribed = in necessary to sceomplish this

purpose or that it can be accompilebed in this climute whers even in the field

of
fdefense we have that sitaation?

ME, BOLLING: Yes, I do; and ] do because I think we have to
go oae step further--and I mentioned it very briefly--in owr spprosch to
this kind of problem. il broaden it a little,

There 13 a provision in the law whish axys that specisl account
31




shall be taken of ihe economic situation in given areas around the country
in the letting of contracts, Mkmytﬂt@tﬁemmhénhﬁ«
neos. ‘u‘ndmtheﬁauuthﬂartamdmmﬁcw&lhs
which are chronlcally depressed. Thoy are sreas which have not been
successful in competing and which sre sulferiag a great deal of social
demuage & 8 result of it««yuarrs aad years of unempioyment, snd so ¢n
and 80 oa. The most dramatic example of thiz is in the West Virgiola
coal flelds,

bow, I don't think there “wouid be any problem of iaterfereace
with dofenss policy if we had 2 sound socisl approach to the hanman beinga
involved. My own ndgment would be that invoived in this is ar improvement
in wnemployment coats, for example, in unemployment compensation,

1 think that specific provision should be made by law for & better method
of finding where jobs are avalizble in the United States. Lo you resitze
thut our Siate ¢mpioyment-security set-upe are just within the States;
that there is 00 real coordination ameong the fifty States ax to job avail~
ability and unemployment snd so on !

Furtbermors, § think it is a responsibllity of society as a whole,
mt:i&rshuwmm&y::uuWhMMrmm
{n that particwiar ares, not oaly o, flnd km & job, but to give him an
spportunity for retraining;so that you are making seme sort of efficient
use of him,

mw.srmmwmgwumménmm. which recog-

nizes that these proklemis are social as epposed to economic, then you
32
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wostld free up & great deal of the pressurse that exists on the politiclans

to at any cost maintain that defense installistion, A defense imstailation
should be looated and kept in being on the basks of defense judgment, oot
‘hwumﬁcmwminmwm& B, or C.
But the only way that you're going to free this up so thas you can make
your judgments on a rational besis is to make sure--to put it very blantly--
~ that that guy and lis fmmily aren’t going to starve to death,

30 that, ‘curioualy encugh, 3 reasoasbly genoreus and intelligent
soclal welfare program intimately fits a rationsl policy program in the
defense sres. Eut you shewid make it plain. If you're going to subsidize
a feliow, you subsidize him not at the sxpense of defense; you subsidize
him, ’rm.mttmmmamwmmummﬂmw
that is constructive asd creative, that will make Mm a more productive
citizen,

DR. KRESS: Mr, Bolling, as an sconamics generalist, i very
much appreciate your appreciation of the species. On behalf of all of
uz, 1 wapt to thank you very much,
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