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: " THE REVIEW OF ECONOMICS
f - : f% September 1960
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- DR. KRESS; General Mundy, Admiral Patrick, Gentlemen:
" This morning we shall concern ourselves with a generat discussion
of basic &énémies with some reference to the Review of Econom ics

gection of our courge,

s I s
4 4

- I am well aware that w&ryme whe has been on this platform has
said ﬂﬁmafthmg ‘about economies ﬂ‘m first day he came. So that, if I
Lo cén produce gometiting different today it will be due to sheer ingenuity.
T it reminda me of a little story which is appropriante at this time,
There was & mother polecat, m of those with the wide white stripe
é;armé the back, Hving in the forest with two little woods pussies. One
wag named In and the other was named OQut. One day In was out and Out
was in, gud the matt:;mr said to Jut, "You go out and bring in In. ” 8o
. ©ut went out and sfter a long time he returned without In, The mother
geolded him, She told him that she had given him a job to do and that
he had n6t done it. So #gain she told Out to go out and bring In in,
' 86 he went out and was back almost immediately with In. The mother
' congratulated him on having done his job well and asked him how he had
v fecomplished it go quiek’iyf And Out replied, "n-~stinet, "
{I have a little chart over there which will give you the five main
divisions of iy talk and I will try to indicate to you from tume to time

where ¥ think I 2m on that chart,
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. 1. Eeonomies--Backgrourids and Stepping Stones.
Economick ig simply the study of man's material wants, his
+ m‘:;rtm;iai wants--not his soeidl wants, not hig emotional wants, not his

gsyﬁhat-égiéﬁi w&@gwgﬁﬁi hig maaterial ones.

i -

§

' | Heonorics iy one of the gocial sciences, and as such suifers when
W eompardd to the natural selences, as to é“éﬁzﬁt;«ﬂn. Yau know we have

" had sorbe talk about dat, todb. Xeonomics has no laboratory in which

i
-

Cowif f, . ~
* to-donduct itg researchind test its conclusio/ns, unless you regard the

£ -

whole wgﬁé world of human beings as it laboratory and workshop., Such
i f

H

« @ workshop i unwieldly at beat.
’ mwie? lacks exaciness as to its forecasting abilities, in
parficular aifemw, as»i;aé;’ human beings have the capacity to say
" "Ne' when all the data iﬂ&ie"atés that the feri;hcaming answer will be
"Yeu." In forecasting gederal situations, however, econonics does
oo | jouch better. “ :
' Buset, i we use the dictlonary, we find that a geience--any science--

consists of demonstrated truthe or of cbserved facts bound together ina

oty

system of general laws,  &nd which system includes the means for the

discovery of new truths.
” By this é&finiﬁm,{ gthe%. economica i8 a science. Certainly a growing
number-of highly e&m&éﬂ persons Are spending their lifetimes in pur~
suing its ends, and each of ué here this morning has a whole series of

2
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currently pressing personal economic problems.

) R 15 ¥

It ig interesting that economics was once called “political
gconomy, the sconomwy of the political unit. This situation persisted

even after the turn of this century. But, during the period roughly

" from 1900 to 1950, we spoke of the science of economics. Today we

are noticing an indreasing tendency once again to consider economic
fadts in relation to the national political unit as the concept of the
welfare state grows i intensity.

© There i; 1o doubt ihat t‘ﬁnﬁ&m econeraics beging with Adarn Smith,
Rig ’*Wﬁﬁt&hﬁvf Nations, " published in 1778, wae the first work to give
us ‘4 thoroughly integrated system of economics and u system geared to
an evelving industrinl socidty.

. Writing on economies, of course, goss back many centuries hefore
Ehe beginning of the Christian era, Many like to refer to Plato, Aris-
totle, and Xenophon as formal writers on economic topies. All of them
made impsrtant eontributions to political and economic theory, but
without mzmpﬁﬁg to develop a camplete text.

¥ %iiké o back e?;a f&ﬂh&rﬁ in history. The "Code of Hammurabi, "
commposed roughly ahout 2000 B. C., set standard wages for the gkilled
workers of Baﬁaylag az;é fixed prices for the sale of cattle.

Advancing 1500 years {6 551 B, C., we find the Chinese statesman,
mﬁ% advocating: 1) governmient price-fixing, 2) state aid and

" relief for the aged, 3) equality and universality of taxation, and 4)

the abolution of tariffs; (Perhaps our first free trader. )
- * s
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‘ The éﬁmmr;i’s& of the Middie Agen were bisically philogophers--

and, for that matier, what economist todsy is not? These philogophers

were gonterned with ?ﬁe ideal in mankind and stood for the deatistic

utopian tre&tné&it of each and every pergon.
. But it is still to Adam Smith that critics of our modern gconomy

turn tg find & whipping boy ot scapegoat. Smith and his followers,

often catled alnaa&&igm, are pecused of génerating the concept of
Iaissez-sfaix*e and of turning loose on mankind the modern, greedy,
ygﬁﬁﬁwm&ﬁimiﬁng gn%ﬁ?mw. f

No amount of explanation that Adam Smith simply saw that the
state had fhé;etufaw inferfered too much with wen's lives and left
thém stzgzsam;, %;z that E}e wag also & professor of moral philogophy
in the E}“ﬂivex%sit;ﬂf ‘Edinbrirg, will placaté those who today castigate
Smith. They sé&m to degire to ;‘é‘turn i‘i; the very system of state con~
trols that ke helped overthrow. 4

I will not weary you this z;awamg with & rehearsal of the many and
various schoolg of wgﬁﬂ’miﬁg and of economists that bhave followed \
Smith. Their me% aré legion. But I do want to make a point that I
think is important. 'I‘hé Iﬁt}; century soeidlist school of Karl Marx
was preceeded by a formidable group of writers now known as the
pré-Marsian socialists. It included several aristocratic and rich men,

such as the Frenchmgn, Count Henr! de Saint-Simon (and just in cheeking

to gee if I had his story atraight the other day I found to my surprise in

Bt H 4
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the encyclopeédii that he had also beén with the French at Yorktown).

" Robert GQwen, an English textile tycaon, was a member of this school,

and the german aristocrat, Ferdinand LaSalle,

Kart mmP then, who lved from 1813 to 1883, was not the first
writer on the economics of socialism, and eertainly will not be the last,
" Of the various main sehools of sconomics that are identified under
sueh names as the classicists, th? pﬁéﬁ%&agsieism. the revigionists,

the historical group, the aocialists, the Fabian socialists, the statisti-

" elans, snd the éémmiaétris%&, we find distinguished Axnericans belonging

to eseh. But ne particular American school of cconomic thinkers haa
arigén, Améé‘imu& bave perhaps contributed as much or more to the
recent statigtical and economeiric schools a8 to any other.

‘&sﬁ I have gsai;ﬁ, America has produced many éraat economiste both
ag writera and as téachers, but perhaps America's economic gening
Ues in the practical application of economie idess to everyday living.
Although we lmm pr:admm} no distffhgniaﬁeﬁ American school of economic
thought, I want to pefor this mar;zing to two American writers on econ~
omie theory, &

Amonyg the sconomiets describing themselves as ingtitutionalists,
we find the :aa;mé of the American, Thorstein Veblen, carefully enshrined
and very high on the Hat of those who have fnfluenced the school, The
.&m&ﬂc&n Bcondmie Agsoeiation aemteé & whole program to him three

el 2 -
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years ago at the time of the Association’s amnual meeting. Veblen
i remembered as & caustic eritic of modern American ways and man~
ners, but him:ﬂ’eit éi& rot oifer a ¢omplete economic or political sysiem
as/é?igam#tm to that whieh he criticiged. He is probably best known
for his work, "The Théory of the Leisure Class, ¥ published 1n 1899,
The gecond man that I wish to refer to is John Kenneth Galbraith,
Presently tesching at Harvard., A few years ago he formulated hig
theory of wﬁmmng power which, .as usually happens when new
theory is propoged, set the ecoromic world inte opposing camps.
Greatly awrsimﬁiﬁgﬁ, the theory of countervailing power holds that,
if any oue of the thiwe factors of productions-which are tand, labor,
and paplial-<pecomes too powerful, the other two will temporarily
combine {0 reduce the overstrength of the third, Or should we list the

three opponerits us mass production, mass labor, and mass buying,

PR

with pome government control over each? To me, this theory of counter-

4

vailing power has great appeal.

“But I am not 86 much persuaded over Galbraith's more vecent

publitation, "The Mﬁimm’@miaty‘ ¥ {I'm sure the Book Store hag some

copies of thatf. Although this was not written especially for economists,

they have taken a grest inferest in the book and, of course, are taking
sides, for and sgainst. Mw& woulit expand the role of the state in
providing additional find ma;'ee services to the individual citizen, funded
by & huge increase in taxes. His claim is that these funds exist and are
v 8 ‘

% 1
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‘heiaﬁ’ spent by individuats, but not necedsarily as efficiently ag the
state could provide common gervices for the benefit of all. One of
the fabulty ﬂmaﬁ&m’ day wild me in 2 conversation that in talking with
oné of the atimi;iﬁs he was told by the student that he hadn™t heard
sryihing but mgiﬁi;ism‘ﬁine% he hag been here,

Your couree will be the elighth time that a review of basie economics

R PR

hag been given héi*eﬁ. {t might add that I am on'the sther side of the fence. }

While many ahgx;ggs heve been mads in the details of the #tudy, the old
French proverb ﬁiéfii holds: "The more things change the more they are
the same, " 'We have labeled the course &5 & refresher course, as a
review courde, and ds a study of bapie sconomics, But, unless your
s becomesn ’éfhé exception to the mde, all classes have found it
worth-while,

- Our mméﬁ %biaﬁ% then, is to have you recall basic economic
thwz‘& foaterial that '%wi*yéwy Gperative conditions over the years have
long since relegated to the remote #e&ewm‘af your mind. More pur-
"ﬁﬁ;@’tﬁ?}}% we want you to relate this econmmic theory to your own actual
experience and, even mﬁw.w we want you {o apply this theory to the

- balance of your year's work,

- Thig wopning 4t 11:80, or ten winutes after the end of this talk,

' you are asked fo mmtﬂ in discugsion groups in your nine assigned dis-

cusgion rodma--4he geme ones that you previously had in Government
s A ﬁi&i‘éﬁsﬂim;;eeﬁc;m‘ At that time the details for the conduct of the
7
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E@mi« Review Section will be taken up. Ten discussion periods

of 1-1 /2 hours eachhave been arranged, supplemented by eight
apecialized Téetures, in addition to this one. These discussion groups
are intended as an dpportunity for you to ask questions on the assigned
redding material-for the day. guestions on matters that are not clear

1o you, and'questions intended tor muke your awn everyday experience

Jibe with the evonomics texthobks. {In most cases we can solve the
éilesﬁma‘} Have yﬁw queéstions ready, then--lots of thems ~~becauge,
i you de net gquestion the instructor, he will surely question you,

While 1 am about it, fet e expose to you one of the economist's
favorite dodges, %@ﬁﬁn émrﬁ in an argument, the economist will
always ask “wh&tﬁﬁr yﬁa are speaking of thﬁ' long run or the short run.
Whichever you answer, he will take recourge in the oppogite.

During the Review of Em;;sbmina Section we will present to you
for epusiderstion many, many seonamie problems. I want to make
peeaing reference thig moramé to five fgmhi;ma which are currently
facing the United States in particulsr and the Wworld in general. These
problems are eritically urgent, but the solutiong are uot readily appar-
ent. These many gconsmic problems wiit plague you throughout the
school year. Thefr discussion will enter your car pools and will be

' noted in your commiitee reports. They will dog your footataps well

into the futute. Five of these current problems are:s

. 8
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- " 1. m&wﬁﬁﬂty and {ts Measurement,
- 2. ‘i’h; Iiﬂ‘i&a&imry Effects of our Full~Employment Pohicy.
- - 8. The Cold War and s Economis Effects,
4, Economic Forecssting,
" 5, Problems of Changing World Trade Patterns.
T Now for thie first one, the problem of Productivity and His
S Messurement. '{Slide)
. How d& mmemm% economic activity? How de you know whether an
etonony ig mgmsa%ﬁg, iz progregsing, or is just standing still? ‘There
- are several mya:’ One way, and it is a rather recently developed way,
is to measure the productivity of labor.
o Labor productivity i# the ratlo of output fo the number of man hours
expended b obtgin that output,
f S i ¥ 71 ﬁz&nwﬁé ho phyaics] terms, although that measurement ig
‘ often expressed in monetary units,

- For the whole econtmy, the ratios of productivity may be expressed
in terme of the entive nationsd product, divided by the number of man
hours employed disring ﬂm ﬁeriéd undér congideration«-a year, a gquarter,
oF gix ’mm;tha.» Produetivity ig thus expressed in monetary terms.

e When éxprasnﬁd in physical terms for an industry, it may be the number
 of tons or the yards of product produced per tan hour employed during
T s ﬁmfﬁﬁﬂ period. | ;

] ’
e When an sttempt 1 made to combine the several elements of productivity
T i i i 9
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. iutﬁ # wingle agy&gﬁﬁw mm&%&mm index, difficulties arize,
At slements mmﬁm inoludeéd and all must be weighted in some
ﬁs&ﬁm or other. In &éﬂiﬁm all elements must be translated fnto
mmﬂm term#. jogeta s:ﬂmmﬁm denaminator., The inclusion of so
mény a&zﬁmams éﬁen mmlts in u digtortion. We do not always get

) exaetly thg gamie answers as Jdifferent researchers and statisticians

study ‘ﬁh,e Bame mmmfe dafﬁ

L There i§ mueh ix;te%aét today in comparing nutional productivitieg~-~
that is, in complring the economic growth rate of one nation with that
of another, specifically that of the United States with that of Russia.

The highest gstiinate we have of the growth rate of the United States
since World War If is 8 productivity Inerease of 3.4 percent annuatly,
Others insist thaf, sxcept for the Kores yam, the rate has been as
low 2a 1.5 percent annually,

On the other hand, we are told that Russia 18 inereasing her rate
of growth by 7 to iﬂ percent annually and will surpass us in another
20 years.' What e we to believe? |

a Another conngetion with this productivity change in rate 1s that of
its comection with wages. Labor unlong wateh praoductivity measure-
menty very closely, megmiing thint wage increases, by industries, should
be tied closely toincresses in productivity, Ofers would prefer to see
© productivity increases passed along 6 the general consumer in the form
of lower prices for the pwd}mt, thus benefitting everyone and not merely

! w ' ’ 1ﬁ
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<& RW
»



A S e i

Tt S, Sl L EN Gy b ) LR I T S R TR Y T T DR RT T T B e s T
SRS AT fg‘fﬁmﬁﬁu PHl Mmﬁ%mﬁ“ T gt AT u“g;” CECHERE BN 9 R f' il K 4
b TA oy = LY ~
A th ; \

"\

¥ e
L3

- A +

&£

st
o
=

Is

the workers in'that indastry. So you see the problem of productivity
ie also very closely related to the problem. of wage rates.
) Froblem mﬁ: 2. -Inflationary Tendencies und Full Employment,

n

: : :  {gtide)
- I show you now a chart indiesting the fncreage in prices in gach
. of our major wa;z*s. The price éurve for each war is superimposed on
the others. "k’ﬁﬂ will note that iiwy have cerfain characteristies in
mmhﬂ)ﬂm. The ﬁriea level for each war gzz;es up iremendously on the
outhreak of war. You will a‘;lsu note a sharp reduction in prices five
. | years after éach war and ﬁx& alimogt mmptﬁte/;;: iggngrewar base within
en years after eath *vfata The exception iz World War II. As you see,
it treila off there into the Korean situstion, but even here you see a
sharp reduction until the outbreak of that Korean conflict.

Why has the pattern for World War II and the Korean War not
followed the patterss for previous wars? Has the collapse merely been
delayed? (My old mother always taught me that no one is 50 blind as
he who won't see! ) But I suspect that you will not again see such a
complete ﬁﬁthp;e of ﬁrices for reasons I will now develop, although
guch a collapae could ham&ez}.

| (Slide)

1 show you now a chart cavering the cost of living for the past few
years. It does not follow the earlier postwar patterns. In fact there
is a total inergas; of 10 percent since 1954, The reasons for this

11
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steadiness in pﬁceg and in the cost of living since World War II are
wany, but among them is the adoption of & full~employment policy by
the United Staies at the eﬁme of World War II. This full-employment-
policy legislation is the extension t;i' our experience with our system of
: " built~in stabilizers, alowly built up ﬂurgng the great depression of the
thirties. Thewe L’éﬁ%ﬂmaﬁﬂ ﬁt:ubiﬁtze;s include:
:a) Payment of weekly unemployment “hamf;'zts;
. b} Social security payments to the old, the infirm, and the orphaned;

e} Guarantee by the Government of bank acecounts and savings
acmmag

éi Gaarmi&e of the payment of mortgages to mortgage holders;
e) Subzidies to farmers; am:i

v ) The gleat growth in pension and fringe~benefit payments
to all classes of the population.

} Also, during the depression, the Government learned to operate a
buge series of made~work ngrm which provided work for persons
laid off by prim*e ihdﬁb’h‘?‘. And the Government stands ready 1o take
over in such a gituation again. It was the uncertainty as to the economie
conditions that would ’pmevaigifaﬁowing the war that led the Government

: te adopt the Emyieymené Act of 1946, It was érigiaaity to have been
called the Full Emylﬁym%nt Act, but the content was watered down
soméwhat. (Lét me hastes to add, too, that it has never been seriously
tested gince the dute of fig adoption. ) It does not require, as was orig-
maily intended, that the Government provide a job for anyone who says

12
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he wants a job and is unable to obtain one with privite industry.
{I believe that the Swedigh system which is in operation does so provide. )
S (Stide)
‘The stated purposes of Eém Act drg:
o ‘ To enable the Federal Government to voordinate and utilize all
its plang, functions, and re.swmgﬁ for ihe purpose of ¢reating and
maintaining in & maaner caleulated to foster and promote free compet-
itivé enterprise and the general welfare conditions under which there
will be afforded useful employment opportunities, mcluding self~
employment, for those able;:-willing, and seeking to work, and to
promote maximum em;ﬂaym@t, production, and purchasing power.
You will note that it says "in a manner caleulated to foster and
promote Iree competitive nnxérpvisa pnd the general welfare conditions
under which there will be afforded..." That's very important,
Economists are not ag divided as they pnce were over the question
of wiether inflation was automatically ingerted into our economiec order
> by the provigions of this Act. There bag been the slowly emerging
realization that if there mﬁg; is full employment~~that is, ail personsg
seeking work are employed~-then new projects and new personal ser-
yote vices can only be W with the required labor by hiring the necessary
workers away from their present employers. This can be done only
by offering incressed wages and greater fringe benefits. (In Germany

4) ¥ 13

} v 5 YRt -



L R Rl TR IE TR N s regTeee

AT R et I T R g TR IR TR R TR R SR, Ve e

ES

€ + % 3

1

& ta
b

v teéa:y we have exactly that gituation. )

However, there s émenﬁy 4 new diviﬁ}an among economists,

* There is &rispute a4 to wmghér we tan ar wish to avoid 8 ereeping
inflation of, ﬁay, 2 percent per year. @ae group says such a percentage
of gagual mﬁaﬁm is a small price to p&y for eentinuirg proaperity,
and this group seers ta think that a slowly firming price level is the
beat medicine that can be devised to keep the entrepreneurs working
at top smgé Gently increasing prices give the profit-maker a sense

e of well-being, -

The other group says that ways can and must be found to keep
prices ‘stable while keeping production high. They are not agreed,
héwever, as to how thia can be done. Those of us who are approaching
retirement years. \ﬁx;d ourselves hopeful that such means can be found,

Problem No. 3. The Cold War and Its Econoinic Effects,

We have gam in a state of cold war or in 8 state of hot peace at
least since 1947, whei we realized that Stalin did not mean to let things

’ simmer down iatergﬁtiﬁnaiiy. The economic conseguences of this cold
- War are taking sevéral forms.

The United States must have & considerable military force in being
at all tinves, well supplied with munitions and general equipment.
Americans hive become resigned to the continued payment of what are,
for us, high taxes, to finance this contimious mobilization. &s 1 said,

* we have become resigned to thene greater taxes and to a certain extent

14
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aﬁﬂt thére i no irrmediate inerease in the means to supply food and

E mmﬁfwmwgi goods. The new wages really compete with the old ones
for the scares gmr;piy of immediately conaumable goods. Result: Prices
go up, Of courge, the irrigation project and the steel mill will eventu~
“ally come e poduction and the balance between supply and demand
will be restored.

=

?m;biem No. 4, Eec;nﬁmic Forecasting.
- " I have %he iﬁm& ;:mhhm isted third on the easel chart. It is
mme‘rnéé with the need for and the posaibility of foreeasting economic
: events to come. In order in“itwgv what may happen, we need to know
u what ig happening. This mesns the collection of statistical data.
" The Hnité;i Stater has gathered snd published general business
L statigtics through its several executive depariments and agencies for
‘ mmy FeRrH, &t* first this information was gathered only for the purpose
f of iﬁwrmiag, :mc! further, only for the purpose of informing those who
wished to be inforimed. ‘This meant mestly for the benefit of individual
S buginess men. There was no intention that the Government or the
} Congress would iﬁke any action a&s a reault of the acquired statistical
: knowledge. " !
Buring the fde’g&mssim; years of 1928, 1930, and 1931 it became
7 obvious that more information was necessary. What information there
wag existed-only in scattered and fragmentary form.
‘ :ﬁﬁn 8 &ﬁa&g 1532 the United States Senate, iby regolution, asked the

b . 16
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&éar&tarf of E{S;*mmereﬂ 16 report to it on or before 15 December 1938~
giving him about 18 roonths, I?eeanﬁé #t wa# 2 very large tagk--with

two sets of egtimnte showing, first, the national income of the United
States and whit Sections of the mpﬁiaﬁﬁa produced this intome, The
Senaie wanted to know what portitn of the national income came from
dggriculturs, from mining, fr;w transportation, from manufacturing,
and from other oawmﬁmm ‘Becondly, it slso wanted o know how

thisg &aenmew WEE diﬁ%z‘%&ﬁ&é’ in the form of wages, of rents, of royalties,
of dlvidends, and of profits,

Thits was the Hnited States given the beginnings of a national income~
accounting syatzm.‘ Some mﬁézfs had guch & system prior to 1933 and
amogt 'of thém have it.now. . These data are collected and centralized
Ty the United I;'Miﬁﬂéfsiéff. ‘i’h&y are primted annually in English and
in Prench in the' "United Nations Yearbook.”  You will be geeking such
Information in your work during the last two units of this course.
(Préfessor MeCracken from the Usiversity of Michigan will tell you
:&mre ahout this system In iai';z tilk here on 18 September. )

From 19338 to 1546 we contented ourselves with gathering this
information. In 1946, with the pagsage of the Employment Act, we
took anothier step toward activity based on the data gathered. I have
previously referred to this Act in connection with the philosophy of
ereating job opportunities. But there {s much more {0 the Employment
Act of 1948 than the mere statement of policy. It requires action as well.

17
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This Act requires the President to send to the Congress in January

of ﬁ;ﬁh yﬁax‘%& qrﬁp&rﬁ ¢ntitled "The Economic Report of the President.
| Thiv'{s another document you will become guite familiar with during
the year. This repdrt must not only inform Congress as to the existing
inﬂmri&i and economic conditions and trénds but must also offer any
Fecommendation for leglalation which the President thinks is necessary
m’i&m& the economy stable and viable. Further, it must offer a program
for earking out these re¢ommendations,
" This yequirement inmediately put the Office of the President into
the business of iniﬁt;;reﬁng ﬂie statistics previously gathered, This it
does through the Counefl of Economic Advisers. After a few months
this Council found it expedient to gather and publish a monthly set of
statistieal iaﬁm;# and charts under the title "Economic Indicators. "
Ench chart has a topicsi sentence pointing out the trend of change from
the previots month, 5S¢ ﬂ&iﬁ is an Interpretation,
You will find in your mail boxes on Friday, the 16th, a copy of the
August isgue of "Economie Indicstors.” Please do not fail o bring it

to the lecture on Monday morning at 8:43, when Professor Gainsbrugh

- vl Inftiate you into the niceties of Interpreting this set of indexes.

At the end of the year the President's Report can be based on this
 monthly collection of data.
. The Eimployment Act of 1946 further requires that, when this report
i# received on Capitol Hill, it be referred to a joint committee of both
18
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T Houses f!‘arf :£Mr mnﬁz}, analysis, and recommendations. This
‘ " committee is ealled the Jobit Economic Commattee and must, of course,
have its own steff whiclt ¢hecks and dowblechecks the work of the
President's statisticians. 5,
B hag hﬁﬂwf’é Wﬁ%{pﬁe& for the Joint Economic Committee to
" hold extended public hearings, asking the views of economists, business
~ meén, and iﬁdﬁ;smﬁm on the happenings and trends in the economic
and iaﬁuszr%ai life of the United States, and, further, asking for their
mwmm&a&m‘m to dny necessary legislation. Now, while Both of
these procedurés may be somewhat short of sconomic forecasting, they
area full gtep forward in that direction and toward that process.
As a vesult f.if this Act we have davsl&pmi & whole geries o?!lndividaal
econamic forecasters of things to come—gome foreseeing only eptimism,
and some foresening dome doom, and some of them even offering to
. the public in wrilten form a full seﬁi&a' of legislative recommendations.
In 1959 the National Planning Association, & private association
of economic investigators, supported by contributions from business
men, issued its first report forecasting the gross national product
for 1962, 1863, and 1870,

«

- : ' (stde)

~ -+
4

1 want to commient a moment on this. This is & loose-leaf affair

-
T

) " kept up 1o date congtantly by the Association, I hope you will become
familiar with it in the Libréry, because I bave to justify each year ils

*
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cost. It s the most expensive item in the library--§150,
1n 1959, then, they set up thelr predictions for 1062, 1965, and
|
’ ' *’ﬁr@éﬁ;&tiﬁn GNP {that's gross national product), total production
of gwda;a& m“:“vims. ‘ig likely to rise from the present rate of about
. “now a litle over $300 billion)
'« $450 billlonto mbre than $600 billion in 1965, and to approximately
- $300 biltion tu 1679,
g&m’yih;"z’éhw havé been doing all right with their predictions., But
" ookt the assumptions.

Assumptiong: No major wars or major depressions. Projected
increager in population and working force to bé realized. Extended
vacations; somewhat ghorter work weelk; and an average rate of growth
in production of 4, 2 percent per year, This, by the way, we aref:ﬁrievin S

e These are really little more than siatistical projections based on
gagf and estimated growth rateg. In other words, the worth of the
. Employment Act of 1946 und its machinery has not yet been tested by
' trial in time of emérgency. But we are gathering much information
sbout the &s% i ti:e present, and it will undoubtedly be of great value
in any farther téa;f:. ’
1 r.-.*;amﬂ now to my fifth and fast problem. This is divided into two
: sections there on thé boerd. There are two big articles in the Financial

Section of the ﬁéw"‘izwk Times this moraing on these very topics.

28
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Our last problem, for congideration ig then the problem of foreign
" drade, Icall it forelgn trade, but i is 48 much concerned with foreign
traders and wma foreigners generally as it 1 with trade Htzelf. It ig
Perbaps our most important problem today,
It is concerned not only with imports, and exporig but with the
exporting of American jobg to foreign plants which are American owned,
It is concerned with foreign *aié and with wilitary assigtance, and
it iz concerned {f want io emphasize this) with the mounting number of
legitimate clainis on'the United Statey for dollars. These claims could
easily, éspecially ui the coge of panie, be transferred into claims on
too our gold supply. {Incidentally, we will deay with these matters in two
formal leetures and in at lenst one discunsion périod, }

" ? In the old days, when &merican bustiness men and Ameriea;; workers
demanded proteetive tariffe 28 a defenge against gweatshop imports,
the standard reply *e;:ag that American wages were higher because of
modern mass-production wethads, and that the American werkers were
in no senge mwimg with fereign products made by hand labor,
however cheap ﬁm i‘aw%gﬁ workers® hourly rate of pay.

8Such an argument is no longer valid, We saw on our foreign fisld
trips tast Jear, and you will see for yourselves in April, that European
industry {8 as modersn and as efficient ag anything over here-~and they
have uot raised the vateg of wagwea aeeawiagly. Wage mcreases, ves,
But, to Amevican levels, no. Tizw, then, is perhaps our most important

21
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-~ problem today and, since it {s & problem, I do not have to offer &

¢ golution; but preblem it is and a solutidn must be found,

e
=

: A {Slide)

I show tyour yow g chagrt autlining @hanées in United States exports
and imports, A;s 8 result of g considerable decrease in our exports

. in 1838 md 1939 (the heavy redline there) the United States put on a

considerable campaign among business men to extend foreign trade,
to mam;ﬁﬁa ot exports. ﬁtsﬁ. as you wifl notive, in the last few
;amnths there hag Efeen sm% success, {Them is a pretty good article
m thai in the New- ¥wk Times this morning, too.)

-

f)nr exports are n;: and our imports are down., But, although the
gap has legsened, it has not been mmwe
1 am gtill concerned with foreign trade, but with a maore formalized
. dgpect. iﬂaﬁy in tiia vostwar period, the nations of the free world get
ug the m;ia.emt Agreement on Tariffs and Trade, more often referred to
anfh‘f*‘r or more Simply as GATT. This original 17-member agree~
ment now iﬁeiu&eﬁ most mations of the free world. It takes the form of
a treaty which Iﬁys dows the matn rules for international trade, has
many niethods 16 provide protection and many proviglons for the slimine
ation of ahms&s,\;}t is, wore particularly, an organization for perodically
? reviewing the terme of irade with the view to eliminating barriers to
trade.. Five or six pestwar confevences, each many months long, have

a2
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been held, during which time tapiff rates have been mueh reduced.
There is one going on now at" Zurich. On the whole, G-A~T~T hag
wwkad rather well, * ’

£
K

R ‘ ﬁs ‘early ag 1921 Belgium sind Luxembanrg set up a customs union,
. .Ai‘tw Wuﬂﬁ ‘WSFH‘ The Netherlands heeamer a member, and BENELUX
. graduslly margé& a8 a single warket.
One of the m&s of ‘tke Marshall Plan was the appearance in
. April of 1948 ai‘ the mganiﬁatien for Eurdpsan Economic Cooperation,
 more often referred 6 ab OEEC. It had 17 members, with Canada
and the Uﬁiteé %ﬁtﬁs as apsvciate members. Just now it is being remod-
eled inta a uﬁw form and witl Ee called the Buropean Economic Cooperation
; and ﬂevalnpm&i;t ﬂrg&nimﬁm. or OECD,
One of the things that the OEEC did was to set up the European
Payments Union to facilitate tn%émﬁmaé paymentis among the members
of the Organization for European Economic Cooperation.
. N - Further industrial and political developments in the postwar period
vesulted in the formation of the European Coal and Steel Community.
This is a treaty of only six nations~~of the original 17-~Belgium,
Luxemboury, The Nath&rimﬂ&; Htaly, France, and Western Germany.
It was set up in April 1951, There was a further development the next
y “year when tie Coal ahd Bteel Community Ef;i up & governing body called
] The Eﬁgh Authority,,
3‘ Thﬁia aﬁmﬁmgréw" of gix political entities next set up the European
{ ‘ 23
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" Common Mark&. This grmz; iz often referved to now as the Inner Six.

_ ﬁﬁ!‘mts»ﬁ%é Common, Market came Into being b:; treaty on 1 January 1958,

: It 18 & edstoms union, ‘but it seemws to disenfranchise the other members
of tf;a ﬁ?gan;zatién for European Cotperation and also the other memberyg
of the General &greammt on Tariffs and Trade. Thera is much current

. a@nj&eﬁar&ﬁtx whather this eustoron anion is merely th&t or whether it

is not the first step to Buropean supra~nationalism,

In additﬁm to the Coal and Steel @ammmzity and the Economie
R ﬂammunity, we now have a third, the Commisaion of the Atomic Energy
. Community, ;rmw&ly refereed to ag EURATOM.
: {Blide)
You will noté from this Vo« graph that the three commumties have
developed a Comimon Asgembly, a Common Council of Ministers, and
a Commeon Court of Justice. The movement toward supra-nationaligm

. T Bpparently well under way.

. What has happened 6 the ésﬁmqm;tiana, the Quter Seven, ag they call
themselves, those of the original 17 whit:ﬁ were left out? They have
hnnéed tﬁémsaﬁaeﬁ together, m, into a commereial group which could
hardly be calleda customs unfon. As 1sald, they have been called the

T Outer Seven, but, thanks to the generosity of Mr. Khrushehev, Finland
ig now allowed to join tip, So'l gaess they will be the Quter Eight.

But, ﬁrineipaliy, the chief mission at the moment of the Outer Seven

& "
s ® o
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seéms th be beating their way back info the Couneil of the Inner Six.

Eﬁuéatei:ls always tell themselves that & successful talk requires

three things: ‘Firgi; ‘you tell your group what it iz that you are going

to fell them; pecond, you fell them; third, you tell them what it is

that you told them,

Two of theae rsqairgmém have beer met. The chart gave you

an {des of what [ was going to sa&r, and for 40 minutes, or perhaps 45,

Thave been daying it. Let e recapitulate very briefly.

!

‘First, we traced some of the develspments in the science of

-ectnorrics as 16 writing and ag to schools of thought,

4

Becond, we mude brief reference o the conduct of the Review

of Economics as 5 section of the Foundations Usit,

TOWIRERESTT g
[

Third, we continued with an outline of five current economic problems

which need solution. They were:

“¥.

How do you meagtire productivity and who is entitled to the
ra
results of inereunsed productivity ¢

t %

The effevts of inflation (and its relation, if any, to our full
émplaymﬂgi policy. ‘

The mlé m and ifs economic eéfaﬁts.

The ;egeé for economic f#rﬁewting and some statement of the
diffieulties of the process. ‘

Wiezﬁa of changing world irade patterns.

25
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Thia caneiﬁdeaaar work in this auditorium. Your next meeting
will be in your assigned discussion rooms, as I said, the same ones
you had in the Government Discussion Section, where the faculty
maoderator will review with you all of the administrative details of
the Review-of Economics,

Thank you, .

¢ Ll
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