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fol lowing deg rees :  A. B . ,  Columbia  Univers i ty ,  1928; LL.  B, Harvard ,  
1931. During 1932-33 he was an a s s i s t a n t  in the ~epa r tmen t  of 
economics  at Columbia .  He became  an a t to rney  in the A g r i c u l t u r a l  
Adjus tment  A d m i n i s t r a t i o n  in 1933, and f rom 1933-37 s e r v e d  as S e c r e -  
t a r y  and Leg i s l a t i ve  Ass i s t an t  to the la te  Senator  Rober t  F.  Wagner .  
F rom 1938-1942 he s e r v e d  s u c c e s s i v e l y  as Genera l  Counsel ,  Deputy 
A d m i n i s t r a t o r  and Acting A d m i n i s t r a t o r ,  U.S .  Housing Author i ty ;  and 
f rom 1942-46 he was Genera l  Counsel ,  Nat ional  Housing Agency.  In 
1946 he was appointed Vice Cha i rman ,  Counci l  of Economic  A d v i s e r s  
under  the Employmen t  Act of 1948, and f rom 1950-53 he was C h a i r m a n  
of the Council .  He is p r e s e n t l y  the P r e s i d e n t  of the Congress  of Eco-  
nomic  P r o g r e s s .  He is  the author  of va r i ous  monographs ,  a r t i c l e s  and 
e s s a y s  on f,,]l employment ,  economic  s tabi l i ty ,  housing and r e l a t e d  
subjec ts  and a con t r ibu to r  to "Saving Am e r i c a n  Cap i t a l i sm,  " 1948. He 
won second pr ize  in the 1944 Pabs t  Pos twar  Employment  Awards  for  his  
e s say ,  "The A m e r i c a n  Economic  Goal: A P r a c t i c a l  Star t  Toward  P o s t -  
war  Ful l  Employmen t .  " This  is his seventh  l ec tu re  at the Col lege.  
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T H E  AM E R I C AN ECONOMY IN THE F U T U R E  

1 F e b r u a r y  1961 

C O L O N E L  C O L M E R :  G e n e r a l  Mundy,  G e n t l e m e n :  

I have  a n a t u r a l  p r o p e n s i t y  to s a y  the w r o n g  th ing .  Our  s p e a k e r  
t h i s  m o r n i n g  i s  a na t ive  of B e a u f o r t ,  South C a r o l i n a ,  s o m e  m i l e s ,  I 
th ink ,  f r o m  P a r r i s  I s l and ,  and the home town  of m y  wife .  Mos t  of the  
s u c c e s s f u l  n a t i v e s  l e a v e  B e a u f o r t  e a r l y  in  l i fe  and go n o r t h  and get  
m a r r i e d  up t h e r e .  Tha t  l e a v e s  a r e s i d u e  of women  in B e a u f o r t ,  so  
tha t  the  C o m m a n d a n t  of the  M a r i n e  C o r p s  has  to c o m p l y  wi th  the  
w i s h e s  of  t h e  f a t h e r s  of  the  g i r l s  in B e a u f o r t ,  and s e n d s  a b a t c h  of 
b a c h e l o r  l i e u t e n a n t s  down to m a r r y  the  g i r l s .  Our  s p e a k e r  i s  no 
exception~ and I was  one of the  b a c h e l o r s .  

F o r t u n a t e l y ,  o u r  E c o n o m i c  S t a b i l i z a t i o n  Uni t  c o m e s  at the  b e -  
g inn ing  of a new F e d e r a l  A d m i n i s t r a t i o n ,  in  p a r t i c u l a r  a c h a n g i n g  
A d m i n i s t r a t i o n .  As  the  e c h o e s  of p l a t f o r m  p r o m i s e s ,  c a m p a i g n  
d i a t r i b e s ,  and the  v i r g i n  e c o n o m i c  a n a l y s e s  of both  p a r t i e s  a r e  o v e r -  
s h a d o w e d  by  the  d e c i s i o n  of the  e l e c t o r s ,  we can  now o b s e r v e  and 
s t u d y  the  c o u r s e  of e v e n t s  t o w a r d  the  p r o m i s e d  new f r o n t i e r s .  

A / though  the  A d m i n i s t r a t i o n  is  but 13 days  old,  we can  b e g i n  to 
de t ec t  the  p r o g r a m  of p o l i c y  it i n t e n d s  to advance ,  and a f t e r  t o m o r r o w  
we w i l l  have  a b e t t e r  i n s i g h t .  

Our  s p e a k e r ,  M r .  L e o n  K e y s e r l i n g ,  ha s  f i g u r e d  p r o m i n e n t l y  in  
s h a p i n g  the  e c o n o m i c  t h ink ing  of the  D e m o c r a t i c  P a r t y  s i n c e  the  e a r l y  
t h i r t i e s .  He i s  e m i n e n t l y  q u a l i f i e d  in b r o a d e n i n g  ou r  p e r s p e c t i v e  on 
the  s u b j e c t  of h i s  t a l k  today,  " T h e  A m e r i c a n  E c o n o m y  in the  F u t u r e .  " 
He h a s  w r i t t e n  m a n y  a r t i c l e s  and p e r i o d i c a l s  and h a s  f r e q u e n t l y  m e t  
t h e  p r e s s .  He Was C h a i r m a n  of P r e s i d e n t  T r u m a n ' s  Counc i l  of E c o n -  
o m i c  A d v i s e r s .  He i s  a c o n s u l t i n g  e c o n o m i s t  and an  a t t o r n e y ,  and 
p r e s e n t l y  he  i s  P r e s i d e n t  of t he  C o n f e r e n c e  of E c o n o m i c  P r o g r e s s .  
A p u b l i c a t i o n  of t h i s  g roup  is  p a r t  of y o u r  r e q u i r e d  r e a d i n g  t h i s  
m o r n i n g .  

Mr .  K e y s e r l i n g ,  i t  i s  a p l e a s u r e  to w e l c o m e  you b a c k  to 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  and to i n t r o d u c e  you  to the  
C l a s s  of 1961. 
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M r .  K e y s e r l i n g .  

MR. KEYSERLING:  I r e a l l y  want  to e x p r e s s  m y  a p p r e c i a t i o n  of 
h a v i n g  been  h e r e  so m a n y  t i m e s  and be ing  a s k e d  to be  h e r e  aga in .  I 
w e l c o m e  e s p e c i a l l y  t h i s  o p p o r t u n i t y  to s e e  t h i s  m a g n i f i c e n t  new s t r u c -  
t u r e  and a u d i t o r i u m .  I o f t en  w o n d e r  why I have  b e e n  a s k e d  h e r e  a 
n u m b e r  of t i m e s .  It d o e s n ' t  a f fo rd  me  v e r y  m u c h  h a p p i n e s s ,  b e c a u s e  
I t h i n k  tha t  the  r e a l  r e a s o n  is  tha t  t i m e  h a s  t ended  to v i n d i c a t e  the  
u n p l e a s a n t  f o r e c a s t s  wh ich  I have  m a d e .  I would be m u c h  h a p p i e r  i f  
I had p r o v e d  to be  a f a l s e  p r o p h e t ,  I have  fe l t  f o r  m a n y  y e a r s ,  r e -  
g a r d l e s s  of the  " p o l i t i c a l "  a f f a i r s  in  wh ich  I have  b e e n  invo lved ,  tha t  
the  A m e r i c a n  people ,  the  A m e r i c a n  G o v e r n m e n t ,  and the  A m e r i c a .  
l e a d e r s h i p ,  wh i l e  t h e y  have  done b e t t e r  t han  in the  d i s t a n t  p a s t ,  have  
not done n e a r l y  so  w e l l  as we need  to do in v i ew  of t he  c h a l l e n g e  of 
the  p r e s e n t  and f u t u r e .  

T h i s  d e f i c i e n c y  has  m a d e  i t s e l f  p a r t i c u l a r l y  m a n i f e s t  in o u r  
e c o n o m i c  a f f a i r s .  One of t h e  r e a s o n s  fo r  t h i s  i s  tha t  e c o n o m i c  a f f a i r s ,  
m o r e  t han  a l m o s t  any  o t h e r  a f f a i r s ,  a r e  s u b j e c t  not on ly  to d i f f e r e n c e s  
of op in ion  but  a l s o  d i f f e r e n c e s  of g roup  i n t e r e s t s .  T h i s  is  one of  the  
p r i c e s  w h i c h  a f r e e  s o c i e t y  has  to pay,  and  I don ' t  b e l i e v e  it  i s  too 
h igh  b e c a u s e  I b e l i e v e  in a f r e e  s o c i e t y .  N o n e t h e l e s s ,  t h e s e  g roup  
i n t e r e s t s  a r e  not a l w a y s  the  s a m e  as  the  publ ic  i n t e r e s t ,  even  though  
the  publ ic  i n t e r e s t  in a d e m o c r a c y  i s  a c o m p o s i t e  of g roup  i n t e r e s t s .  

A n o t h e r  r e a s o n  why I have  been  i nv i t ed  h e r e  aga in  and aga in ,  I 
suppose ,  i s  t ha t  at  l e a s t  d u r i n g  the  pa s t  e ight  y e a r s  I have  b e e n  ab le  
to s a l t  m y  t a l k s  wi th  the  e n t e r t a i n m e n t  of c r i t i c i z i n g  an A d m i n i s t r a t i o n  
of which  I was  not a p a r t .  I hope,  h o w e v e r ,  tha t  I gave  e v i d e n c e  in 
t h e s e  t a l k s  of w i l l i n g n e s s ,  as  the  r e c o r d  shows ,  to point  out tha t  d u r i n g  
the T r u m a n  A d m i n i s t r a t i o n  a l so ,  in wh ich  I s e r v e d  not on ly  in  p e a c e t i m e  
but  a l so  in  w a r t i m e ,  we n e g l e c t e d  to do m a n y  t h i n g s  which  o u r  e c o n o m y  
w a s  c a p a b l e  of doing,  and which  s e e m e d  to me  e s s e n t i a l  d u r i n g  the 
t i m e s  in which  we then  l ived .  

Whi le  the  new A d m i n i s t r a t i o n  has  been  in  o f f i ce  fo r  too s h o r t  a t i m e  
fo r  m e  to f o r m  a n y  exac t  a p p r a i s a l  of what  i t  m a y  do, I s a i d  in  the  o t h e r  
r o o m  tha t  I don ' t  know how long  it  wi l l  be b e f o r e  P r e s i d e n t  K e n n e d y  
j o i n s  the  m o s t  s e l e c t  s o c i e t y  in the  wor ld ,  the  s o c i e t y  of A m e r i c a n  
P r e s i d e n t s  c r i t i c i z e d  by  L e o n  K e y s e r l i n g .  I don ' t  t h ink  t h a t ' s  w o r r y i n g  
h im too m u c h .  
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Some G e n e r a l  Commen t s  On Economic  Growth 

T h e r e ' s  s t i l l  a lot of confusion on the subjec t  of economic  growth,  
p a r t i c u l a r l y  at a t ime  when we a r e  again  su f fe r ing  f rom h i g h - l e v e l  
unemployment ,  and when everybody  is  t a lk ing  about ge t t ing  out of the 
economic  r e c e s s i o n .  In fact ,  I r e c e n t l y  r ead  a t a s k - f o r c e  economic  
r e p o r t  p r e p a r e d  under  the C h a i r m a n s h i p  of Mr.  Sproul,  the f o r m e r  
C h a i r m a n  of the F e d e r a l  R e s e r v e  Board  of New York,  in which he 
sa id  that  the p rob lem of economic  growth is not an i m m e d i a t e  p rob lem,  
b e c a u s e  we have the p rob lem of gold, the p rob lem of ba l ance  of pay-  
m e n t s ,  the p rob lem of the r e c e s s i o n ,  and the problem of r educ ing  the 
l eve l  of unemployment .  

Pu t t ing  a s ide  the p rob lem of gold and the problem of ba l ance  of 
p a y m e n t s  for  such  q u e s t i o n s  as  you m a y  want to a sk  me in the sub-  
sequent  ques t ion  per iod ,  t h e r e  is  no r e a l  d i s t inc t ion  be tween the p rob lem 
of get t ing out th i s  r e c e s s i o n  and the p rob lem of economic  growth,  and 
no r e a l  d i s t inc t ion  be tween  the p rob lem of economic  'growth and the 
p rob lem of unemployment .  Those  who exagge ra t e  t he se  d i s t i nc t ions  
and t r a n s l a t e  them into public and p r iva t e  po l i c i e s  a r e  doing the 
coun t ry  a g r ea t  d i s s e r v i c e ,  a r i s i n g  m o s t l y  out of m i s u n d e r s t a n d i n g .  
I n e v e r  ques t ion  t he i r  good mot iva t ion .  

The only attitude toward economic growth which has large meaning 
is not whether we are growing faster or slower than the Russians, faster 
or slower than the Chinese, or faster or slower than the Germans, al- 
though these comparisons have important side implications. The only 
attitude toward economic growth which has large meaning is: Are we 
growing fast enough to use our own potentials? Are we growing fast 
enough to utilize the growing size of our own labor force, including 
brains as well as brawn, and to utilize the growing productivity of the 
American technology ? 

A growth rate in the economy is too hi, except under the necessarily 
forced pressures of wartime when it places excessive strain upon our 
productive resources, overuses them, depletes them, and subjects them 
to the kind of inflation which results from overuse. The growth rate 
is too low when it allows more and more of our expanding productive 
resources to become unemployed. Unemployed plant and manpower 
are byproducts of too low a rate of economic growth. Or you can turn 
it around and say that too low ~ a rate of economic growth is the con- 
sequence of an inadequate employment of plant and manpower. 



3 2 6  

T h e  s e c o n d  i m p o r t a n t  th ing  to r e a l i z e  is tha t  t h e r e  i s  no p r i m e  
d i s t i n c t i o n  b e t w e e n  the  p r o b l e m  (in w h i c h  we now f ind  o u r s e l v e s }  of 
ge t t i ng  out  of a r e c e s s i o n  and the  p r o b l e m  of e s t a b l i s h i n g  a l o n g - t e r m  
r e c o r d  of a d e q u a t e  e c o n o m i c  g rowth .  The  d i s t i n c t i o n  e x i s t s  on ly  in  
the  m i n d s  of  t h o s e  who s a y  tha t  we shou ld  f i r s t  ge t  out of the  r e c e s s i o n  
and t h e n  t a l k  about  a l o n g - t e r m  p r o g r a m  of e c o n o m i c  g r o w t h .  T h e s e  
p e o p l e  a r e  s t i l l  wedded '  to the  r a n d o m ,  i m p r o v i s e d ,  ad  hoc ,  d a y - b y -  
day  t r e a t m e n t  of o u r  e c o n o m i c  p r o b l e m s  which  h a s  put us at  s u c h  
d i s a d v a n t a g e  b e c a u s e  it r e f l e c t s  the  l a c k  of any l o n g - r a n g e  a n a l y s i s  of 
w h e r e  we  r e a l l y  a r e  and why.  

To i l l u s t r a t e  t h i s ,  and fo r  o t h e r  r e a s o n s  g e r m a n e  to m y  ta lk ,  I 
wan t  to g ive  you  jus t  a few f i g u r e s  on what  ha s  h a p p e n e d  to us in r e c e n t  
y e a r s  on the  s u b j e c t  of e c o n o m i c  g r o w t h  and u n e m p l o y e d  p lant  and m a n -  
p o w e r ,  and t hen  t ie  it in wi th  the  c u r r e n t  s i t u a t i o n  and  what  we  n e e d  
to do.  

I s o m e t i m e s  th ink  tha t  the  d i f f e r e n c e  b e t w e e n  m o s t  b u s i n e s s m e n  
and m o s t  e c o n o m i s t s  is  tha t  m o s t  b u s i n e s s m e n  look  at the f a c t s  wi thou t  
a s k i n g  what  t hey  m e a n ,  and m o s t  e c o n o m i s t s  t e l l  us what  e v e r y t h i n g  
m e a n s  wi thou t  l ook ing  at the  f a c t s .  What  we  r e a l l y  n e e d  is  s o m e b o d y  
who t r i e s  to l ook  at the  f a c t s  and t e l l  us what  t hey  m e a n .  

R e c e s s i o n ~  B o o m s ,  and S tagna t ion  

I b e g i n  m y  a n a l y s i s  wi th  the end of the K o r e a n  w a r ,  I don ' t  s e l e c t  
t h i s  s t a r t i n g  point ,  f o r  p o l i t i c a l  r e a s o n s .  I s e l e c t  it b e c a u s e ,  s i n c e  the  
end  of the  K o r e a n  w a r ,  we  have  b e e n  in the  kind of p e r i o d  we a r e  l i k e l y  
to r e m a i n  in  as  f a r  a h e a d  as  we  can  s e e ,  a p e r i o d  b e t w e e n  w a r  and 
p e a c e ,  a co ld  w a r  p e r i o d ,  a p e r i o d  w h e r e  the  e c o n o m y  i s  n e i t h e r  
g a l v a n i z e d  a u t o m a t i c a l l y  by the f l a m e s  of w a r - - l a r g e  o r  s m a l l - - n o r  
t r u l y  at p e a c e .  

D u r i n g  the e ight  y e a r s ,  w e ' v e  had t h r e e  d i s t i n c t  k inds  of e c o n o m i c  
d e v e l o p m e n t ,  wh ich  I s h a l l  de f ine  s i m p l y .  I de f ine  a " r e c e s s i o n "  
as  a p e r i o d  w h e r e  the  t o t a l  a c t i v i t y  of the  e c o n o m y ,  as  m e a s u r e d  by 
the  g r o s s  n a t i o n a l  p r o d u c t  in r e a l  t e r m s ,  is  m o v i n g  d o w n w a r d  in ab -  
s o l u t e  t e r m s .  If y o u r  g r o s s  n a t i o n a l  p r o d u c t  i s  m o v i n g  d o w n w a r d ,  you 
a r e  in  a " r e c e s s i o n .  " T h a t ' s  a good enough  de f in i t i on  fo r  o u r  p u r p o s e s  
h e r e .  N a t u r a l l y ,  th i s  m e a n s  r i s i n g  i d l e n e s s  of m a n p o w e r  and p lan t .  

I de f ine  a p e r i o d  of a d e q u a t e  e c o n o m i c  g r o w t h  as  a p e r i o d  w h e n  the  
t o t a l  n a t i o n a l  p r o d u c t i o n  is  m o v i n g  f o r w a r d  r a p i d l y  enough  to a b s o r b  the  
g r o w i n g  i n c r e m e n t s  of t e c h n o l o g y  and p lant  and m a n p o w e r ,  and,  if you 
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h a p p e n  to be  in a p e r i o d  of g r e a t  e c o n o m i c  s l ack ,  the g rowth  r a t e  m u s t  
be  even  f a s t e r  to t ake  up the  s l a c k  wi th in  a r e a s o n a b l e  t i m e .  

I def ine  a p e r i o d  of " s t a g n a t i o n "  as a p e r i o d  w h e n  the  e c o n o m y  is  
g r o w i n g  in abso lu t e  t e r m s ,  but  g rowing  so s lowly  that  i t  i s  r e a l l y  
f a l l i ng  b e h i n d  i ts  p r o d u c t i o n  and e m p l o y m e n t  p o t e n t i a l s  at the  s a m e  
t i m e  that  i t  is  g rowing .  T h i s  is a v e r y  s i m p l e  concep t ,  but  one  that  
s e e m s  n e v e r  to be  ab le  to get  into the h e a d s  of peop le  who want  to c l a i m  
tha t  we a r e  " h i g h e r  than  e v e r  b e f o r e ,  " wi thout  a sk ing  w h e t h e r  we a r e  
enough  h i g h e r  as  to be  m a i n t a i n i n g  a cond i t i on  of e c o n o m i c  hea l t h .  In 
s u c h  a p e r i o d ,  id le  r e s o u r c e s  a r e  r i s i n g  e v e n  wh i l e  the  e c o n o m y  is  

m o v i n g  upward  in abso lu te  t e r m s .  

If we b e a r  c l e a r l y  in  m i n d  t h e s e  t h r e e  t y p e s  of  p e r i o d s - - t h e  p e r i o d  
of a b s o l u t e  r e c e s s i o n ,  the p e r i o d  of adequa t e  e c o n o m i c  g rowth ,  and 
the  p e r i o d  of s t a g n a t i o n - - w e  r e a l i z e  that  we have  n e v e r  had,  d u r i n g  
the  pas t  e ight  y e a r s ,  a p e r i o d  of adequa t e  e c o n o m i c  g rowth .  What 
we have  had,  v e r y  s i m p l y ,  i s  t h i s :  F r o m  1953 to 1954 we  had an 
a b s o l u t e  e c o n o m i c  r e c e s s i o n .  F r o m  1954 to 1955 we had a boom g r o w t h  
r a t e  of about 9 p e r c e n t ,  wh ich  l o o k e d  v e r y  high,  but  it w a s n ' t  h igh  
enough  nor  s u s t a i n e d  enough  to r e s t o r e  r e a s o n a b l y  ful l  use  of our  p r o -  
duc t ive  r e s o u r c e s .  In s h o r t ,  the  s o - c a l l e d  boom f r o m  l a t e  1954 f o r -  
w a r d  was  t e r m i n a t e d ,  was  a b o r t e d ,  b e f o r e  we got b a c k  to fu l l  use  of 
p lant  and m a n p o w e r .  T h e n  it  was  s u c c e e d e d  by two y e a r s  of e c o n o m i c  
s t agna t ion ,  f r o m  1955 to 1956 and f r o m  1956 to 1957, when  the  g rowth  
r a t e  fe l l  to about 2 .5  p e r c e n t ,  and then  to about 2 p e r c e n t .  So we had  
t h o s e  two y e a r s  of s t a g n a t i o n  s u p e r i m p o s e d  upon an i n a d e q u a t e  r e c o v e r y .  

The  r e c o r d  of m y  ta lkS h e r e  wi l l  show that ,  b e i n g  in 1955, and 
aga in  in 1956, when  so m a n y  peop le  w e r e  shou t ing  that  we w e r e  on  our  way 
aga in  and that  the  on ly  d a n g e r  was  " inf la t ion ,  " I was  po in t ing  out that  we 
has  s o l v e d  none of the  b a s i c  p r o b l e m s  of m a l a d j u s t m e n t ,  tha t  the  r e -  
c o v e r y  p e r i o d  would  be s h o r t  and in su f f i c i en t ,  and that  i t  would  be  
s u c c e e d e d  by a n o t h e r  p e r i o d  of s t a g n a t i o n  and then  a n o t h e r  r e c e s s i o n .  

And so it c a m e  to p a s s .  

In 1957-58,  a f t e r  two y e a r s  of s t agna t ion ,  we got into a n o t h e r  
a b s o l u t e  r e c e s s i o n ,  a l i t t l e  b i g g e r  than  the  p r e v i o u s  one .  T h e n  in 
1958 we s t a r t e d  a n o t h e r  upward  boom m o v e m e n t ,  and aga in  peop l e  sa id ,  
"We a r e  on  our  way.  The  only  p r o b l e m  is  in f la t ion .  L e t ' s  r e p r e s s  
the e c o n o m y .  " But th i s  r e c o v e r y  was  not aS l a r g e  no r  as  long  as the  
p r e v i o u s  r e c o v e r y .  It d idn ' t  c a r r y  us b a c k  e v e n  as  f a r  as  the  e a r l i e r  
one t o w a r d  r e a s o n a b l y  ful l  use  of ou r  p r o d u c t i v e  r e s o u r c e s .  T h e n  we 
got into a n o t h e r  p e r i o d  of s t agna t ion ,  about wh ich  I t a l k e d  to you l a s t  
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y e a r ,  and then  we m o v e d  into a n o t h e r  a b s o l u t e  e c o n o m i c  r e c e s s i o n  
e a r l y  in 1960, f r o m  which  we a r e  not out ye t .  

So the A m e r i c a n  e c o n o m y  has  r e g i s t e r e d ,  d u r i n g  t h e s e  d a n g e r o u s  
e igh t  y e a r s ,  a p r o c e s s  which  I ca l l  a r o l l e r  c o a s t e r  k ind  of p e r f o r m  
a n c e ,  clown a bit ,  up a bit  but not enough,  s i d e w a y s  a bit ,  t hen  down 
aga in .  

When we s a y  that  the  o v e r a l l  r a t e  of e c o n o m i c  g r o w t h  d u r i n g  t h e s e  
e igh t  y e a r s  has  a v e r a g e d  annua l ly  on ly  2 .5  p e r c e n t ,  r a t h e r  than  the  
about  4. 2 p e r c e n t  which  was  n e e d e d  d u r i n g  th i s  p e r i o d  to keep  our  
r e s o u r c e s  r e a s o n a b l y  fu l ly  e m p l o y e d ,  we m e a n  that  the  sum to t a l  of 
t h e s e  ups and downs  has a v e r a g e d  about 2 .5  p e r c e n t .  We don ' t  m e a n  
that  a f r e e  and f l ex ib l e  and d y n a m i c  A m e r i c a n  e c o n o m y  shou ld  g r o w  
in an a b s o l u t e l y  s t r a i g h t  l i ne .  The peop l e  who s ay  that  K e y s e r l i n g  
says  we should  have g rown  in a s t r a i g h t  l ine  of 4. 2 p e r c e n t  a y e a r  
don ' t  l i s t e n  to what  I am say ing .  I 'm s a y i n g  that  the  j a g g e d  l i n e  r e -  
p r e s e n t i n g  the  l ine  t h r o u g h  which  a s t r a i g h t  l ine  would  run  if it w e r e  
d r a w n  on a s h e e t  of p a p e r  shou ld  have  a v e r a g e d  about  4 . 2  p e r c e n t  o v e r  
the  y e a r s  r a t h e r  than  2 .5  p e r c e n t .  

Low Growth  and W a s t e d  R e s o u r c e s  

The v i n d i c a t i o n  of th i s  t h e s i s  is  that ,  due to a v e r a g i n g  th i s  low 
2 .5  p e r c e n t  r a t e  of g rowth ,  we have  had a g r a d u a l l y  i n c r e a s i n g  d i s -  
e m p l o y m e n t  of p lan t  and m a n p o w e r .  I don ' t  m e a n  that  th i s  has  in-  
c r e a s e d  e v e r y  y e a r .  Obvious ly ,  at the  p e a k  of one  of t h e s e  s h o r t  
p e r i o d s  of  r e c o v e r y ,  we have  l e s s  e m p l o y m e n t  of p lant  and m a n p o w e r  
than  at the  t r ough  of the  i m m e d i a t e l y  p r e c e d i n g  r e c e s s i o n .  N o n e t h e -  
l e s s ,  at the  p e a k  of e a c h  of t h e s e  s h o r t  r e c o v e r i e s ,  we have  had m o r e  
u n e m p l o y m e n t  of plant  and m a n p o w e r  as  a p e r c e n t  of  ou r  p r o d u c t i v e  
c a p a c i t y  than  at the  p e a k  of the  p r e v i o u s  r e c o v e r y ;  and at the  t r o u g h  
of e a c h  r e c e s s i o n  we have  m o r e  u n e m p l o y m e n t  of p lan t  and m a n p o w e r  
than  at the  t r o u g h  of the  p r e v i o u s  r e c e s s i o n .  F u r t h e r m o r e ,  at the  p e a k  
of e a c h  r e c o v e r y  we have  m o r e  u n e m p l o y m e n t  of p lant  and m a n p o w e r  
than  we had two or  t h r e e  r e c e s s i o n s  back .  So we a r e  m o v i n g  g r a d -  
ua l ly  t o w a r d  the  w a s t i n g  of ou r  e c o n o m i c  s t r e n g t h  t h r o u g h  a g r a d u a l  
and c h r o n i c  r i s i n g  u n e m p l o y m e n t  of p lan t  and m a n p o w e r .  

B e c a u s e  th is  is so i m p o r t a n t ,  l e t  m e  g ive  you jus t  a few f i g u r e s  on 
th i s  p a r t i c u l a r  point ,  and then  t r y  to go into the  q u e s t i o n  of why th i s  
happened ,  and what  it has  cos t  us, and what  we n e e d  to do about  i t .  

To show how we have  had th is  i n c r e a s i n g  l e v e l  o f  u n e m p l o y m e n t  
of m a n p o w e r ,  I ' l l  sk ip  the r e c e s s i o n  y e a r s ,  and dea l  only  wi th  the  
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p r o s p e r i t y  y e a r s ,  to show how e a c h  p r o s p e r i t y  p e r i o d  has  lef t  us  wi th  
m o r e  u n e m p l o y m e n t  than  the  p r e v i o u s  p r o s p e r i t y  p e r i o d ,  and then  
I ' l l  r e l a t e  th is  to the  s i z e  of the  l a b o r  f o r c e ,  b e c a u s e  o t h e r w i s e  you 
m a y  say ,  "Well ,  we have  m o r e  u n e m p l o y m e n t ,  but  t h e r e  a r e  m o r e  

peop l e  in  the  l abo r  f o r c e .  " 

I t ake  two k inds  of u n e m p l o y m e n t ,  but the  point  would  be i l l u s t r a t e d  
by e i t h e r ,  F i r s t ,  I t ake  f u l l - t i m e  u n e m p l o y m e n t ,  wh ich  is  u n e m p l o y -  
m e n t  r e p o r t e d  by the  C e n s u s  B u r e a u .  And s e c o n d ,  I t ake  a n o t h e r  
f i g u r e ,  a l so  d e r i v e d  of c o u r s e  f r o m  G o v e r n m e n t  s t a t i s t i c s ,  w h i c h  is 
the f u l l - t i m e  e q u i v a l e n t  of p a r t - t i m e  u n e m p l o y m e n t ,  u n f o r t u n a t e l y  
not r e p o r t e d  by the  C e n s u s  B u r e a u ,  but n o n t h e l e s s  r e p r e s e n t i n g  
w a s t e d  r e s o u r c e s .  If a p lan t  goes  on ha l f  t i m e  and e m p l o y s  peop l e  
20 h o u r s  a w e e k  i n s t e a d  of 40, t h e r e  is  no f u l l - t i m e  u n e m p l o y m e n t .  
It i s  not coun t ed  as  u n e m p l o y m e n t  by the Census ,  but  i t ' s  the  s a m e  
as  if the  p lant  had  d i s e m p l o y e d  ha l f  of i ts  peop l e  fo r  the  ful l  40 h o u r s - -  
the s a m e  th ing  f r o m  the  e c o n o m i c  point  of v iew,  f r o m  the  p r o d u c t i o n  
point  of v iew,  and f r o m  the  point  of v i ew  of how the  e c o n o m y  is  
func t ion ing .  I t ' s  jus t  a l i t t l e  m o r e  h u m a n e .  

Count ing  bo th  f u n - t i m e  u n e m p l o y m e n t  and the  f u l l - t i m e  e q u i v a l e n t  
of p a r t - t i m e  une rnp loymen t ,  the  t r u e  l e v e l  of u n e m p l o y m e n t  in 1953 
w a s  2 .8  m i l l i o n ,  d e s p i t e  the  fact  that  a r e c e s s i o n  s t a r t e d  in the  m i d d l e  
of that  y e a r .  In 1956, which  was  a boom y e a r ,  the  t r u e  l e v e l  of  un-  
e m p l o y m e n t  was  3 .9  m i l l i o n .  In 1959, w h i c h  was  a l so  a boom y e a r ,  
the  t r u e  I e v e l  of u n e m p l o y m e n t  was  5 m i l l i o n .  In 1960, wh ich  was  
p a r t l y  a r e c e s s i o n a r y  y e a r ,  the  t r u e  l e v e l  of u n e m p l o y m e n t  has  r i s e n  
to 5 .3  m i l l i o n .  By D e c e m b e r ,  1960, it had  r i s e n  to 6 .4  m i l l i o n ,  

( s e a s o n a l l y  ad ju s t ed ) .  

Now, l e t ' s  l ook  at u n e m p l o y m e n t  as a p e r c e n t  of the  c i v i l i a n  l a b o r  
f o r c e ,  w h i c h  in s o m e  ways  i s  m o r e  r e v e a l i n g .  As  a p e r c e n t  of the  
c i v i l i a n  l a b o r  f o r c e ,  the  t r u e  l e v e l  of u n e m p l o y m e n t  was  4. 3 p e r c e n t  
in 1953, a y e a r  in w h i c h  a r e c e s s i o n  o c c u r r e d ;  5 .8  p e r c e n t  in the  
b o o m  y e a r ,  1956; 7 . 3  p e r c e n t  in the  b o o m  y e a r ,  1959; c l o s e  to 9 p e r -  
cent  in D e c e m b e r  1960, s e a s o n a l l y  ad jus t ed ;  and  about  the  s a m e  in  
J a n u a r y  1961. So w h e r e  a r e  w e ?  

We a r e  now in a s i t u a t i o n  w h e r e  our  unused  m a n p o w e r ,  as  a p e r -  
cen t  of ou r  l a b o r  f o r c e ,  is about 9 p e r c e n t .  I b e l i e v e  that ,  in  v i e w  of 
o u r  d o m e s t i c  n e e d s  and the  w o r l d  s i tua t ion ,  we canno t  a f fo rd  to spot  
e i t h e r  W e s t e r n  E u r o p e  (~n t e r m s  of c e r t a i n  p r o b l e m s  of c o m p e t i t i o n  
wi th  W e s t e r n  E u r o p e - - p r o b l e m s  which  have  b e e n  e x a g g e r a t e d  but 
n o n e t h e l e s s  exis t )  o r  the  d r iv ing ,  o r g a n i z e d  E a s t e r n  t o t a l i t a r i a n  
p o w e r s ,  w i th  a 9 p e r c e n t  u n e m p l o y m e n t  r a t e  in the  A m e r i c a n  l a b o r  
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Why have  I e m p h a s i z e d  th is  ? Some  of you say ,  "Wel l  i t ' s  
9 p e r c e n t ,  but we a r e  in  a r e c e s s i o n .  The  s e e r s  t e l l  us that  w e ' r e  
go ing  to be out of the  r e c e s s i o n  by the  m i d d l e  of  1961. " The  point  
I am m a k i n g  is  that  we h e a r d  s i m i l a r  c o m p l a c e n c y  d u r i n g  the  r e c e s s i o n  
of 1953-54,  and the  r e c e s s i o n  of 1957-58.  But if we con t inue  d u r i n g  
the  next  few y e a r s  the  pa th  we have  b e e n  fo l lowing  d u r i n g  the  pas t  
e igh t  y e a r s - - a n d  I t h i n k  we a r e  in d a n g e r  of con t inu ing  tha t  way, fo r  
r e a s o n s  which  I am going  to s t a t e - - w h a t  would h a p p e n ?  At the  p e a k  
of e a c h  p r o s p e r i t y  boom,  u n e m p l o y m e n t  would be  m u c h  h i g h e r  than  
d u r i n g  the  p r e v i o u s  boom,  and two o r  t h r e e  b o o m s  f r o m  now we wi l l  
have  m o r e  u n e m p l o y m e n t  than  we have  in th is  r e c e s s i o n .  And in  t he  
next  r e c e s s i o n ,  u n e m p l o y m e n t  would  be v e r y  m u c h  h i g h e r  t han  in  t h i s  
one .  If we r e p e a t  the  a v e r a g e  annua l  g r o w t h  r a t e  of 2 .5  p e r c e n t ,  un-  
e m p l o y m e n t  by 1965 could  be 50 p e r c e n t  h i g h e r  than  now. 

U n e m p l o y e d  p lant  and t e c h n o l o g y  a r e  equa l ly  s e r i o u s ,  I c a n ' t  
g ive  you exac t  f i g u r e s ,  b e c a u s e  we can ' t  put  a l l  the  p l an t s  in  the  
Uni ted  S ta te s  t o g e t h e r  and get  an index  of t h e m .  But, b r o a d l y  speak ing ,  
we m a y  take  it as  an ax iom that  u n e m p l o y m e n t  of  p lant  and t e c h n o l o g y  
is  now g r e a t e r  than  u n e m p l o y m e n t  of m a n p o w e r .  In o t h e r  w o r d s ,  if  
the  u n e m p l o y e d  m a n p o w e r  is  now 9 p e r c e n t  of t he  c i v i l i a n  l a b o r  f o r c e ,  
u n e m p l o y m e n t  of p lant  and t e c h n o l o g y  is about 15 to 20 p e r c e n t  of  
the  e f f e c t i v e  p lan t  and t e c h n o l o g y  in be ing .  This  a l so  i s  r i s i n g  in the  
long  run,  wi th  e a c h  p r o s p e r i t y  boom f ind ing  us with m o r e  u n e m p l o y e d  
plant  and t e c h n o l o g y  than the  p r e v i o u s  boom,  and with each  boom f ind ing  
us wi th  m o r e  u n e m p l o y e d  plant  and t e c h n o l o g y  than  two o r  t h r e e  r e -  
c e s s i o n s  back .  So we a r e  m o v i n g  t o w a r d  a g r a d u a l l y  i n c r e a s e d  l e v e l  
of u n e m p l o y m e n t  of p lant  and t echno logy .  

What  has  th i s  cos t  us in o t h e r  t e r m s  ? The  s i m p l e s t  way of s u m m a r -  
i z ing  it is to say  that ,  d u r i n g  the pas t  e ight  y e a r s  wh ich  I have  b e e n  
r e v i e w i n g ,  th is  u n e m p l o y e d  plant  and m a n p o w e r  m a y  be h i g h l i g h t e d  as  
fo l l ows :  M e a s u r e d  in un i fo rm 1959 d o l l a r s ,  w e ' v e  f o r f e i t e d  about  $260 
b i l l i o n  of na t i ona l  p roduc t ion ,  and w e ' v e  los t  about  18 .5  m i l l i o n  m a n -  
y e a r s  of e m p l o y m e n t  oppor tun i ty .  We can  bre.~k that  down f u r t h e r ,  in -  
to the t h ings  we n e e d  to do as  a na t ion .  

The  P r o b l e m  of I m b a l a n c e s  in the  E c o n o m y  

T h e r e  a r e  s o m e  peop l e  who say  w e ' v e  had too m a n y  a u t o m o b i l e s  
and not enough  d e f e n s e ,  and tha t  the  th ing  to do is to cut  b a c k  on 
t a i l  f ins  and have  m o r e  d e f e n s e .  Th i s  would  be v e r y  s e n s i b l e ,  if t he  
A m e r i c a n  peop l e  w e r e  fu l ly  us ing  t h e i r  r e s o u r c e s  and had to r e -  
d i s t r i b u t e  th is  use .  But when  we have  had th i s  t r e m e n d o u s  s l a c k  in  
r e s o u r c e s ,  we n e e d  to p r o d u c e  a n d - d i s t r i b u t e  m o r e  of a l m o s t  e v e r y -  
th ing,  in b a l a n c e d  p r o p o r t i o n s .  To a c h i e v e  t h e s e  b a l a n c e d  p r o p o r t i o n s ,  
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and  thus  to keep  the  eng ine  r u n n i n g  f a i r l y  smoo th ly ,  the  t a s k  of 
e c o n o m i s t s  is  to ask :  W h ~  a r e  the  i m b a l a n c e s  in the  e c o n o m y ?  What  
a r e  the  de f ec t s  wh ich  p r o d u c e  th i s  c r o n i c  d i s e a s e  of r i s i n g  u n e m p l o y -  
m e n t  of plant  and m a n p o w e r ?  

Without  a t t e m p t i n g  to be cap t ious ,  it is  t e r r i b l y  d i s t u r b i n g  to m e  
that  the  bu lk  of ou r  A m e r i c a n  e c o n o m i c  th ink ing  is  s h o r t  on quan t i t a t i ve  
a n a l y s i s ,  s t i l l  so l a c k i n g  in the d e t e r m i n a t i o n  to l ook  at the who le  
p i c t u r e .  To be s u r e ,  m a n y  e c o n o m i s t s  have  v i e w s  that  t h e y  l ike  to put 
f o r w a r d ,  b a s e d  upon t ex tbook  o r  c l a s s i c a l  p r o p o s i t i o n s  as  to how to 
r e s p o n d  to v a r i o u s  e c o n o m i c  s i t ua t i ons .  But t h e r e  is  a s e r i o u s  d e a r t h  
of c a r e f u l  and c o m p r e h e n s i v e  a d j u s t m e n t  of p r o p o s e d  m e a s u r e s  to 
quan t i t a t i ve  a n a l y s i s .  

What  I am r e a l l y  s a y i n g  is that  w e ' v e  got to put o a r  t h ink ing  about  
e c o n o m i c  m a t t e r s  on a quan t i t a t i ve  and o v e r a l l  e m p i r i c a l  b a s i s ,  in  
the  s a m e  way that  we did in a f u n - s c a l e  w a r .  I don ' t  m e a n  that  we 
now n e e d  the  s a m e  d e g r e e  of c o n t r o l s ,  o r  the  s a m e  d e g r e e  of c e n t r a -  
l i z e d  au thor i ty ,  that  b e c o m e s  n e c e s s a r y  in t i m e  of w a r .  But I do s ay  
that ,  if  we a r e  going  to have  e f f ec t ive  e c o n o m i c  ac t ion  in  t h e s e  t i m e s ,  
we m u s t  deve lop  a fu l l  p i c t u r e  of what  r e s o u r c e s  we have  ava i l ab l e ,  
how we want  to b l e n d  t h e m ,  w h e r e  we want  to go, and how too l s  can  be  
a t tuned  to b a s i c  o b j e c t i v e s .  We m u s t  a l so  keep  a cons t an t  tab on r e s u l t s  
as we go a long,  in  o r d e r  to m a k e  n e e d e d  a d j u s t m e n t s  p r o m p t l y  and 
c o r r e c t l y .  

We don ' t  have  th i s  kind of e c o n o m i c  e f fo r t  in  the  Un i t ed  S ta tes ,  
excep t  in  w a r t i m e .  We have  v a r i o u s  p r o p o s a l s  to change  the  tax  l aws ,  
to change  the  m o n e y  pol icy ,  to p r o v i d e  a l i t t l e  u n e m p l o y m e n t  i n s u r a n c e ,  
to p r o v i d e  a l i t t l e  add i t ion  to s o c i a l  s e c u r i t y ,  to add a l i t t l e  to n a t i o n a l  
d e f e n s e .  But we do not have  any rounded ,  c o m p o s i t e ,  t h o u g h t - t h r o u g h  
c o m p r e h e n s i v e  p r o g r a m  for  dea l i ng  wi th  ou r  e c o n o m i c  p r o b l e m s .  

Our vital n e e d  fo r  t h i s  m o r e  t h o r o u g h  a p p r o a c h  is  not t o t a l i t a r -  
i a n i s m .  It d o e s  not f o r e c l o s e  a p r o p e r  b a l a n c e  b e t w e e n  what  G o v e r n -  
m e n t  d o e s  and p r i v a t e  e n t e r p r i s e  d o e s .  It does  not i m p a i r  p o l i t i c a l  
f r e e d o m .  Th i s  v i t a l  n e e d  i s  s i m p l y  tha t ,  w h a t e v e r  the  c o m p o s i t e  
m a y  be  at any g iven  t i m e ,  the  p o l i c i e s  wh ich  a r e  e x e c u t e d  by the  
G o v e r n m e n t  and the  p o l i c i e s  of p r i v a t e  e n t e r p r i s e  wh ich  have  n a t i o n a l  
s i g n i f i c a n c e  and i m p i n g e  and i n t e r a c t  upon what  the  G o v e r n m e n t  d o e s  
m u s t  have  s o m e  i n t e r r e l a t e d  r a t i o n a l e  and m u s t  not be  f ly ing  b l ind .  
T h i s  i s  p a r t i c u l a r l y  t r u e  of publ ic  po l icy .  

To p r o v e  m y  point ,  that  we h a v e n ' t  b e e n  t h i n k i n g  t h e s e  i s s u e s  
th rough ,  le t  m e  g ive  one  i l l u s t r a t i o n  of what  we s o m e t i m e s  h e a r  in  
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c o n n e c t i o n  with  c u r r e n t  d i s c u s s i o n s  of po l i cy .  We h e a r ,  "Wel l ,  
K e y s e r l i n g  is  r i g h t  tha t  w e ' v e  had f a r  too low a r a t e  of e c o n o m i c  
g rowth .  H e ' s  a l so  r i g h t  tha t  t h e r e  has  b e e n  f a r  too m u c h  u n e m p l o y e d  
p lan t  and m a n p o w e r .  H e ' s  a l so  r i g h t  tha t  t h i s  h a s  s t a r v e d  ou r  e s s e n -  
t i a l  publ ic  s e r v i c e s  and our  na t i ona l  d e f e n s e ,  b e c a u s e  t h e s e  p r o g r a m s  
a r e  pa id  f o r  e c o n o m i c a l l y  out of p r o d u c t i o n  and  pa id  fo r  f i n a n c i a l l y  
out of t a x e s .  If t h e r e  i s  a p r o d u c t i o n  def ic i t  of $260 b i l l i on  o v e r  e igh t  
y e a r s ,  we l o s e  about  $90 b i l l i on  in  publ ic  r e v e n u e s  at e x i s t i n g  l e v e l s  
of t axa t ion ,  and thus  a r e  not ab le  ' to a f fo rd '  the  rmt ional  d e f e n s e  we need ,  
the  e d u c a t i o n  we need,  the  h i g h w a y s  we need .  " It i s  g e n e r a l l y  a d m i t -  
t ed  tha t  I am a l so  r i g h t  in  s a y i n g  tha t ,  wi th  a h i g h e r  r a t e  of e c o n o m i c  
g rowth ,  we could  have  l a r g e  i m p r o v e m e n t  in p r i v a t e  l i v i n g  s t a n d a r d s ,  
wh ich  i s  e s s e n t i a l  in  a d e m o c r a c y ,  and i s  a l so  e s s e n t i a l  b e c a u s e  we 
have  a g r e a t  dea l  of p r i v a t e  p o v e r t y  and low i n c o m e s  in  the  Un i t ed  
S t a t e s .  

But  then,  m a n y  of t h e s e  peop le  who a g r e e  wi th  me  up to th i s  point ,  
s a y ,  "If  we a r e  we m u s t  have  h i g h e r  p r o d u c t i v i t y  and m o r e  t e c h n o l o g y .  
T h e r e f o r e ,  we m u s t  adopt  s p e c i f i c  e c o n o m i c  p o l i c i e s  wh ich  p r o v i d e  
p a r t i c u l a r  k inds  of i n c e n t i v e s  to b u s i n e s s  i n v e s t m e n t .  " 

B e a r  wi th  m e .  I 'm  not a g a i n s t  b u s i n e s s  i n v e s t m e n t .  I am not 
a g a i n s t  p r o f i t s .  Le t  me  i l l u s t r a t e  what  I m e a n .  Suppose  tha t ,  d e -  
s p i t e  the  2 .5  p e r c e n t  r a t e  of e c o n o m i c  g rowth  d u r i n g  the p a s t  e ight  
y e a r s ,  we had en joyed  r e a s o n a b l y  fu l l  u t i l i z a t i o n  of our  r e s o u r c e s .  
T h i s  would have  m e a n t  tha t  the  g rowth  in the  l a b o r  f o r c e ,  p lus  the  
g r o w t h  in p r o d u c t i v i t y  and t e chno logy ,  was  a v e r a g i n g  a n n u a l l y  on ly  
2 .5  p e r c e n t .  In tha t  even t ,  we would have  needed  to s p e e d  up i n v e s t -  
m e n t  in t e c h n o l o g y  and p r o d u c t i v i t y .  

T h i s ,  indeed ,  i s  the  p r o b l e m  of the  u n d e r d e v e l o p e d  n a t i o n s .  T h i s  
i s  a l s o  o u r  p r o b l e m  in w a r t i m e ,  when  ou r  r e s o u r c e s  a r e  s t r a i n e d ,  and 
when we need  t ax  a m o r t i z a t i o n  p l ans  and o t h e r  m e a s u r e s  to expand  o u r  
p r o d u c t i v e  c a p a b i l i t i e s  at a h e c t i c  r a t e .  

But  the  low r a t e s  of e c o n o m i c  g rowth  in  r e c e n t  y e a r s  has  not been  
due to low g r o w t h  in  t e c h n o l o g y  and p r o d u c t i v i t y .  We have  had the  low 
r a t e  of e c o n o m i c  g r owth  wi th  a r i s i n g  l e v e l  of u n e m p l o y e d  p lan t  and 
m a n p o w e r ,  which  m e a n s  tha t  the  a c t u a l  g rowth  in p r o d u c t i v i t y  and 
t e c h n o l o g y  and l a b o r  f o r c e  has  not b e e n  used .  T h e r e f o r e ,  t h e r e  i s  
v e r y  l i t t l e  use  in t r y i n g  to s t i m u l a t e  m o r e  p lan t  bu i l d ing  and m o r e  
t e c h n o l o g y  a l r e a d y  in  be ing .  
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A s  I have  s a i d  h e r e  m a n y  t i m e s  b e f o r e - - a n d  it is  i n c r e a s i n g l y  
i l l u s t r a t e d  by r e c e n t  d e v e l o p m e n t s - - t h e  e c o n o m i s t s ,  the  b u s i n e s s -  
m e n ,  the  a n a l y s t s ,  have  u n d e r e s t i m a t e d  the  g rowth  t ak ing  p l ace  in 
A m e r i c a n  t e c h n o l o g y  and p r o d u c t i v i t y  in the  f ac to ry ,  on the  f a r m ,  and 
in the  of f ice  bu i ld ing  and e v e r y w h e r e  e l s e .  It is  g r o w i n g  at a f a n t a s t i c  
r a t e .  The  p r o b l e m  is  to get  a h igh enough l e v e l  of d e m a n d ,  a h igh  
enough  l e v e l  of c o n s u m p t i o n ,  to u t i l i ze  th i s  t e chno logy .  If we m e e t  
th i s  c e n t r a l  p r o b l e m ,  both  the funds  and the i n c e n t i v e s  wi l l  be  ava i l -  
ab le  fo r  the  i n c r e a s e d  e x p a n s i o n  of i n v e s t m e n t ,  in b a l a n c e d  p r o -  
p o r t i o n s  wi th  the  g rowth  in  d e m a n d .  T h e n  we wi l l  have  an e q u i l i b r i u m  
th roughou t  the  e c o n o m y ,  and the  i n v e s t m e n t  in t echno logy ,  wh ich  is 
i m p o r t a n t ,  and the  e x p a n s i o n  of p lans ,  wh ich  is  i m p o r t a n t ,  and the  
e x p a n s i o n  of c o n s u m p t i o n ,  which  is  i m p o r t a n t ,  wi l l  a l l  p r o c e e d  in 
b a l a n c e d  p r o p o r t i o n s .  

The  Need  fo r  a C o m p r e h e n s i v e  View 

Suppose  s o m e b o d y  says ,  "Wel l ,  th i s  is  y o u r  a n a l y s i s ,  but  o t h e r s  
f e e l  d i f f e r e n t l y .  " T h a t ' s  not the  po in t .  Of c o u r s e  I happen  to th ink  
m y  a n a l y s ~  is  s u b s t a n t i a l l y  c o r r e c t .  I t ' s  b a s e d  on c a r e f u l  o b s e r v a t i o n s  
of the  e c o n o m y ,  and on c a r e f u l  quan t f f i c a t i ons .  But th i s  i s n ' t  what  
w o r r i e s  m e .  I wou ldn ' t  w o r r y  too m u c h  ff the  e c o n o m i s t s  and the  
p o l i c y m a k e r s  got  a d i f f e r e n t  r e s u l t .  I ' m  m o r e  w o r r i e d  about t h e i r  
m e t h o d s .  T h e y  a r e  not m a k i n g  a ful l  e m p i r i c a l  o b s e r v a t i o n  of what  has  
happened ,  and what  wen t  wrong ,  and w h e r e  the  d i s t o r t i o n s  have  b e e n .  
T h e r e f o r e ,  the  tax  p o l i c i e s  and the  m o n e y  p o l i c i e s  and the  o t h e r  
p o l i c i e s  wh ich  a r e  e m e r g i n g  a r e  not e m e r g i n g  f r o m  su f f i c i en t  a n a l y s i s .  
T h e y  a r e  e m e r g i n g  f r o m  the  i n e r t i a  of what  was  done in  the pas t .  
T h e y ' r e  e m e r g i n g  f r o m  the  c o m p e t i n g  p r e s s u r e s  of v a r i o u s  i n t e r e s t  
g r o u p s ,  one g roup  say ing ,  "We want  s o m e  tax  r e d u c t i o n ; "  a n o t h e r  
g r o u p  say ing ,  "We want  a n o t h e r  kind of tax  r e d u c t i o n .  " And so fo r th ,  
a l l  up and down the  l i ne .  

So, what  do we n e e d ?  We n e e d  s o m e w h e r e ,  at s o m e  r e a s o n a b l y  
c e n t r a l  point  h e a d i n g  up to the  P r e s i d e n t ,  a type  of p l a n n i n g - - I ' m  
not a f r a i d  of t he  w o r d  b e c a u s e  I t h ink  a f r e e  s o c i e t y  has  to p lan  in  th i s  
k ind of p e r i o d  to k e e p  up wi th  the  t o t a l i t a r i a n s  and to fu l f i l l  ou r  own 
p u r p o s e s - - a  type  of p l ann ing  which  m a k e s  a t ab l eau  of t he  who le  e c o n -  
o m y  in  o p e r a t i o n .  On the  b a s i s  of  th i s  t ab l eau ,  we n e e d  to s e t  con -  
s i s t e n t  goa ls ,  and l a r g e  c o n s i s t e n t  p r o g r a m s  fo r  t h e i r  a t t a i n m e n t .  
T h e s e  p r o g r a m s ,  l i k e  p e a r l s ,  c a n ' t b e  hand l ed  in e s c a l a t i o n .  T h e y  
n e e d  to be  m a t c h e d  and f i t t ed  t o g e t h e r  on a s t r i n g .  This  is the  m e a n i n g  
of a m a t u r e ,  i n t e l l i g e n t  e c o n o m i c  po l i cy  in t h e s e  t i m e s ,  so that  we 
don ' t  t ake  one  s t ep  f o r w a r d  and twe s t e p s  b a c k w a r d ,  and so that  one  
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p o l i c y  d o e s n ' t  c a n c e l  out  the  o t h e r - - a n d  above  a l l ,  tha t  we  don ' t  do 
too l i t t l e  too l a t e .  

The  S ize  of the  Job A h e a d  

L e t ' s  t a l k  about  the too l i t t l e  too l a t e ,  w h i c h  is  the  m o s t  i m p o r t a n t  
th ing  of a l l .  H e r e  we  a r e  in a s i t u a t i o n  v e r y  s i m i l a r  to the  l a s t  e c o n -  
o m i c  r e c e s s i o n ,  e x c e p t  b i g g e r .  We ge t  a f a i r l y  good i m p r e s s i o n  of 
the  s i z e  of the  job a h e a d  if  we  r e a d  the f i r s t  e c o n o m i c  t a s k  f o r c e - -  
the  s o - c a l l e d  Sam u e l s o n -  - r e p o r t .  What  does  i t  s a y ?  It s a y s  tha t ,  
i f  we  had  g r o w n  at a r e a s o n a b l e  g r o w t h  r a t e  j u s t  s i n c e  1 9 5 6 - - n o t  
s i n c e  the  end of the  K o r e a n  w a r - - w e  wou ld  h a v e  had a n a t i o n a l  p r o -  
duc t i on  fo r  1961 as  a who le  about  10 p e r c e n t  h i g h e r  t han  what  i t  i s  
now l i k e l y  to be .  A p p l y i n g  th i s  to a $500 b i l l i o n  e c o n o m y - - I  a m  
s p e a k i n g  r o u g h l y - - w e  get  $50 b i l l i on .  I t h i n k  the  f i g u r e  is  c l o s e  to 
$75 b i l l i on .  Add ing  to t h i s  the  c o n t i n u i n g  g r o w t h  in the l a b o r  f o r c e  
and  p r o d u c t i v i t y ,  the  s i z e  of the job is  t h i s :  To r e s t o r e  r e a s o n a b l y  
fu l l  e m p l o y m e n t  even  by the end of 1962, we n e e d  a t o t a l  n a t i o n a l  p r o -  
d u c t i o n  about  $45 b i l l i on  h i g h e r  in 1961 as  a who le ,  and about  $85 b i l l i o n  
h i g h e r  in 1962 as a who le ,  than  the  annua l  r a t e  in f o u r t h  q u a r t e r  1961 
( s e a s o n a l l y  a d j u s t e d ) .  

M e a s u r e d  a g a i n s t  the  i m m e n s e  s i z e  of th i s  t a sk ,  the  p r o g r a m s  
now u n d e r  a c t i v e  c o n s i d e r a t i o n  a r e  e x t r e m e l y  s m a l l - - f o r  e x a m p l e ,  
a f i s c a l  1962 budge t  on ly  a few b i l l i on  h i g h e r  t han  the  1961 budge t ,  
and no r e a l l y  b a s i c  c h a n g e s  in m o n e t a r y  o r  tax  p o l i c i e s .  We h a v e n ' t  
a w a k e n e d  to the  s i z e  of the  t a s k  of r e a s o n a b l y  u t i l i z i n g  t h i s  t r e m e n d o u s ,  
f a n t a s t i c  p r o d u c t i v e  p o w e r  of the  A m e r i c a n  e c o n o m y ,  w h i c h  i s  b e -  
c o m i n g  i n c r e a s i n g l y  a F r a n k e n s t e i n ,  c r e a ~ e d  by  o u r  own hands ,  u n l e s s  
we l e a r n  how to use  it m o r e  fu l ly .  

What  we  a r e  m i s a p p a r i s i n g  is  not o u r  l i a b i l i t i e s  but o u r  a s s e t s .  
What  we a r e  m i s a p p r a i s i n g  i s  not o u r  d a n g e r s  but o u r  o p p o r t u n i t i e s .  
In c o n s e q u e n c e ,  we a r e  not b r i n g i n g  f o r t h  the  p r o g r a m s  to do wha t  
e v e r y b o d y  in g e n e r a l  would  r e a l l y  want  to do.  And the  r e a s o n  we a r e  
not do ing  it i s  not bad  i n t e n t i o n s ,  not even  l a c k  of i n f o r m a t i o n ,  but  
r a t h e r  tha t ,  excep t  in w a r t i m e ,  fo r  s o m e  s t r a n g e  r e a s o n ,  we s e e m  
u t t e r l y  u n w i l l i n g  to m a k e  the  kind of e x a m i n a t i o n  of o u r  e c o n o m y ,  the  
k ind of q u a n t i t a t i v e  a p p r a i s a l ,  the  kind of r e a l i s t i c  j u d g m e n t  of p r o -  
g r a m s ,  r e q u i r e d  fo r  the  job we n e e d  to do.  

T h i s  i s n ' t  the  s a m e  as a w a r t i m e  job.  But  to s a y  tha t  no th ing  we 
l e a r n e d  about  e c o n o m i c  m a n a g e m e n t  d u r i n g  w a r t i m e  is  r e l e v a n t  t o d a y  
is  j u s t  l ike  s a y i n g  that ,  if we d i s c o v e r  d u r i n g  w a r t i m e  a way  of 
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c o n d u c t i n g  a s u r g i c a l  o p e r a t i o n  m o r e  s u c c e s s f u l l y ,  we shou ld  not u se  
it in p e a c e t i m e  b e c a u s e  it is p e a c e t i m e .  

We don ' t  need  the  d i r e c t  c o n t r o l s  we had d u r i n g  w a r t i m e ,  in any 
f o r e s e e a b l e  s i tua t ion .  We don ' t  n e e d  tax r a t e s  as high.  We don ' t  
need  a m o n e t a r y  po l i cy  as s t r i c t .  But we do n e e d  a tax po l i cy  t h a t ' s  
jus t  a s  i n t e l l i g e n t ,  and we do n e e d  a m o n e y  po l i cy  t h a t ' s  jus t  as i n -  
t e l l i g e n t ,  and we do n e e d  o t h e r  e c o n o m i c  p o l i c i e s  that  a r e  jus t  as in-  
t e l l i g e n t .  And they  c a n ' t  be  s u f f i c i e n t l y  i n t e l l i g e n t  wi thout  a n a l y s i s ,  
t hey  c a n ' t  be  su f f i c i en t l y  i n t e l l i g e n t  wi thout  l ook ing  at the  who le  e c o n -  
omy,  and t h e y  c a n ' t  be  su f f i c i en t l y  i n t e l l i g e n t  wi thout  b e i n g  c o n s i s t -  
en t l y  a d j u s t e d  to a fu l l  " e c o n o m i c  b u d g e t "  of ou r  to t a l  n e e d s  and 
p o t e n t i a l s  in  b a l a n c e d  p r o p o r t i o n s .  

The  Cos t  in F u t u r e  of Low E c o n o m i c  Growth  

L e t ' s  e x a m i n e  what  m a y  w e l l  happen  u n l e s s  we p lan  m o r e  c o m -  
p r e h e n s i v e l y ,  and b r i n g  f o r t h  m o r e  v i g o r o u s  e f f ec t s  than  t h e s e  now 
unde r  ac t i ve  d i s c u s s i o n .  If you wi l l  c h e c k  b a c k  the  r e c o r d  of what  I 
have  sa id  h e r e  o v e r  the  y e a r s ,  you wi l l  f ind that  I have  n e i t h e r  ex -  
a g g e r a t e d  no r  b e e n  f a r  off the  b e a m .  

There's no reason to suppose that the "automatic forces" making 
for growth are now stronger than they were in 1953. I think they are 
weaker. A lot of the forces of cumulative "backlogs" which existed 
because of World War II and the Korean war have by now been worked 
down. We haven't got things hanging around in the sky to make the 
performance better. And I think, since we are starting now within 
a recession, that my assumption is sound, we are not going to make 
a much better growth record during the next 5 years than we made 
during the past 8 years, unless we make redoubled efforts. 

W h e r e  would th i s  c a r r y  u s ?  V e r y  r o u g h l y  speak ing ,  I have  s o m e  
e s t i m a t e s  h e r e  of w h e r e  it would  c a r r y  us.  F i r s t  of al l ,  i f  d u r i n g  the  
f i v e  y e a r s  1961-1965 i n c l u s i v e  we g r o w  no f a s t e r  than  d u r i n g  the  e igh t  
y e a r s  1953-1960 i n c l u s i v e ,  we would  fo r f e i t  a l m o s t  $400 b i l l i on  of 
na t i ona l  p r o d u c t i o n .  We s h o u l d  e x p e r i e n c e  about 20 m i l l i o n  m a n - y e a r s  
of f o r f e i t e d  e m p l o y m e n t  oppo r tun i t y .  E v e n  wi th  c o n s i d e r a b l e  r e -  
duc t ion  i n  t a x  r a t e s ,  wh ich  I b e l i e v e  d e s i r a b l e ,  the  h igh  r a t h e r  than  
t h e  low g r o w t h  r a t e  would  y i e ld  about $95 b i l l i on  m o r e  in  publ ic  r e v e n u e s  
(at a l l  l e v e l s )  d u r i n g  the  f ive  y e a r  p e r i o d  1961-1965 i n c l u s i v e .  

Th i s  $95 b i l l i on  would  p r o v i d e  an a v e r a g e  of $19 b i l l i on  a y e a r ,  
f o r  t h e s e  f ive  y e a r s ,  fo r  na t iona l  d e f e n s e ,  educa t ion ,  o r  w h a t e v e r  r a n g e  
of g r e a t  na t iona l  p r i o r i t i e s  we m i g h t  d e c i d e  as  a na t ion  to s e r v e .  
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T h i s  use  would  not i m p o s e  upon the  A m e r i c a n  peop le  b u r d e n s  in 
t h e i r  p r i v a t e  l i v e s  wh ich  migh t  t u r n  t h e m  aga ins t  what  we n e e d  to do 
as a na t ion  in t i m e s  of r e l a t i v e  peace ,  w h e n  it is  h a r d  to m a k e  the  
peop le  t h o r o u g h l y  u n d e r s t a n d  t h e s e  t a s k s .  If we have  $400 b i l l i on  m o r e  
of na t iona l  p roduc t ,  and use  $95 b iUion  of i t  f o r  e s s e n t i a l  publ ic  
p u r p o s e s ,  t h e r e  is s t i l l  about $300 b i l l i on  m o r e  f o r  o t h e r  p u r p o s e s .  
That  $300 b i l l i on  would  f low into the  i m p r o v e m e n t  of the  l i v ing  s t a n d -  
a r d s  of the  A m e r i c a n  peop le ,  and the  sound  e x p a n s i o n  of t e c h n o l o g y  
and  i n v e s t m e n t ,  b e c a u s e  t h e r e  would  be  a d e m a n d  c-11ing f o r t h  i n -  
v e s t m e n t s  in b a l a n c e d  p r o p o r t i o n s .  

Approaches to Policy Formation 

What ought  we to be  do ing  in the  fu tu re  ? Wel l  I am r e p e a t i n g  
what  I have  s a i d  so of ten  in the  pa s t .  If we w e r e  to d e v e l o p  what  I 
ca l l  "An A m e r i c a n  E c o n o m i c  P e r f o r m a n c e  B u d g e t "  to g e a r  ou r  p o t e n -  
t i a l s  to our  n e e d s ,  a l o n g - r a n g e  F e d e r a l  budget  shou ld  b e c o m e  an 
i n t e g r a l  pa r t  of th is  p e r f o r m a n c e  budge t .  

Today,  we h e a r  s p e c u l a t i o n  about how b ig  the  F e d e r a l  budge t  i s  
going  to be in t e r m s  of the  ou t look  fo r  r e v e n u e s  and "poLit ical  f e a s i -  
b i l i ty .  " But if  one i s  t h ink ing  in t e r m s  of na t i ona l  e c o n o m i c  p e r f o r m -  
ance ,  as  we do in w a r t i m e  and shou ld  do now, we would  qu i ck ly  r e c o g -  
n i z e t h e  c o r r e c t  p r i n c i p l e s  to apply  to the  F e d e r a l  budge t .  

The F e d e r a l  budge t  on the s p e n d i n g  s ide  r e p r e s e n t s  the  p r i o r i t i e s  
of the na t ion .  If the  Nat ion  has  the  po t en t i a l  to g row and a d v a n c e  at 
a c e r t a i n  r a t e  at ful l  e m p l o y m e n t ,  t hen  the  e x p e n d i t u r e  s i d e  of  t he  
F e d e r a l  budge t  shou ld  r e p r e s e n t  the  po r t i on  of that  ful l  e m p l o y m e n t  
p ro d u c t  wh ich  outht  to f low into our  na t iona l  p r i o r i t i e s .  L e t ' s  s a y  it 
is  15 p e r c e n t .  On the  b a s i s  of a $600 b i l l i o n  e c o n o m y ,  it would  be 
$900 b i l l i on .  If it  i s  20 p e r c e n t - - t h e s e  a r e  m a t t e r s  of na t iona l  p o l i c y - -  
on the  b a s i s  of a $600 b i l l i on  e c o n o m y ,  it would  be  $120 b i l l i on .  That  
would be d e t e r m i n e d ,  as i t  i s  d e t e r m i n e d  in w a r t i m e ,  by what  p a r t  of 
ou r  na t i ona l  p r o d u c t  we want  to use  fo r  na t iona l  d e f e n s e ,  fo r  educa t ion ,  
fo r  s c h o o l s ,  and fo r  r o a d s ,  and so for th ,  to he lp  bui ld  the  s t r e n g t h  of 
the  n a t i on .  

The  budge t  is  a d e t e r m i n a t i o n  of p r i o r i t i e s .  T h a t ' s  s l ]  i t  i s .  
P e o p l e  say,  "Sure ,  ff you get  the  high r a t e  of e c o n o m i c  g r o w t h ? " y o u ' l l  
have  t h e s e  r e v e n u e s ,  and y o u ' l l  be able  to do th is  wi thout  de f i c i t s ,  
but s u p p o s e  you don ' t  get  the high r a t e  of e c o n o m i c ? "  The a n s w e r  to 
th is  is  v e r y  s i m p l e  if we th ink  ra t ion=Hy.  If we don ' t  get  the  h igh  
r a t e  of e c o n o m i c  growth ,  t hen  we have  h igh ly  u n e m p l o y e d  p lant  and 
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m a n p o w e r .  And ff we have th i s  u n e m p l o y e d  p lan t  and m a n p o w e r ,  t hen  
a d e f i c i t  in the  F e d e r a l  budge t  i s  good fo r  the  n a t i o n a l  e c o n o m y ,  and 
t h e r e f o r e  good fo r  the  F e d e r a l  budge t  in the  l o n g e r  r u n .  

S i m i l a r l y ,  it  is  e r r o n e o u s  to a r g u e  tha t ,  if the  e c o n o m y  is  g r o w i n g  
v e r y  f a s t ,  the  s p e n d i n g  s i de  of the  budge t  shou ld  be  r e d u c e d  to f ight  
i n f l a t ion .  What  does  th i s  r e a l l y  m e a n ?  It r e a l l y  m e a n s  tha t ,  if  we 
g r o w  5 p e r c e n t  and have  a b ig  n a t i o n a l  p r o d u c t ,  we  c a n ' t  " a f f o r d "  as  
m u c h  fo r  n a t i o n a l  d e f e n s e  and e d u c a t i o n  as  if  we  had a lot  of u n e m -  
p l o y m e n t  and had a lot  of u n u s e d  p lan t .  T h i s  i s  obv ious  s i l l y  and 
ups ide  down.  

It i s  the  tax  r a t h e r  t han  the  s p e n d i n g  s i d e  of the  budge t  w h i c h  s h o u l d  
be v a r i e d  fo r  p u r p o s e s  of  e c o n o m i c  s t a b i l i z a t i o n .  Tax  p o l i c y  s h o u l d  
be  u s e d  to r u n  a s u r p l u s  in i n f l a t i o n a r y  t i m e s  and a de f i c i t  in  t i m e s  
of l a r g e  e c o n o m i c  s l a c k .  

T h e s e  i s s u e s  a r e  so t r e m e n d o u s  tha t ,  if you  t h i n k  tha t  I have  
o v e r s t a t e d  o r  m i s t a t e d  e i t h e r  the  s i z e  of  t h e s e  i s s u e s  o r  the  n a t u r e  
of the  a p p r o a c h e s  we  m u s t  t ake ,  I u r g e  you to no te  c a r e f u l l y  the  ex t en t  
to wh ich  m o s t  of t h o s e  who t a lk  about  the A m e r i c a n  e c o n o m y  t a l k  
m e r e l y  about  t h e i r  v i e w s  on t a x e s  o r  t h e i r  v i e w s  on i n f l a t i on  o r  t h e i r  
v i e w s  on m o n e y  p o l i c y .  Se ldom do t h e y  r e a l l y  a t t e m p t  to s e t  t h e s e  
too l s ,  t h e s e  i n s t r u m e n t a l i t i e s ,  t h e s e  i m p l e m e n t s ,  wi th in  the con tex t  
of what  o u r  r e a l  w e a l t h  is  and wha t  o u r  r e a l  p r o b l e m s  a r e ,  and how 
we  c a n  fu l l y  m o b i l i z e  the  on ly  s o u r c e  of r e a l  w e a l t h ,  n a m e l y ,  the  
e m p l o y m e n t  of  m a n p o w e r ,  b r a i n s ,  s k i l l s ,  o r g a n i z i n g  p o w e r ,  f i n a n c i a l  
r e s o u r c e s ,  the  v a l u e s  of f r e e  i n s t i t u t i o n s ,  so tha t  ou r  e c o n o m y  wi l l  
r u n  l i ke  an auto w h i c h  n e i t h e r  bo i l s  o v e r  wi th  i n f l a t i on  n o r  s u f f e r s  
the  f la t  t i r e  of d e f l a t i o n  o r  low e c o n o m i c  g r o w t h .  

We m u s t  a l so  r e m e m b e r  tha t  the  p u r p o s e  of a c a r  d r i v e r  is  not  
j u s t  to know how to f ix  the  ~ i r e  w h i c h  ge t s  f ia t ,  w h i c h  we  m i g h t  c o m -  
p a r e  to de f l a t i on ,  n o r  j u s t  to know how to dea l  wi th  t h e  e n g i n e  w h i c h  
o v e r b o i l s ,  w h i c h  we m i g h t  c o m p a r e  to i n f l a t i on .  L i s t e n i n g  to m a n y  
e c o n o m i s t s ,  one  m i g h t  t h i n k  tha t  the  on ly  two p r o b l e m s  a r e  to d e a l  
w i th  the  o v e r b o i l i n g  eng ine  and  the  f la t  t i r e .  The  p u r p o s e  of  an  a u t o -  
m o b i l e  i s  to r u n  it e f f i c i e n t l y  in a g iven  d i r e c t i o n  and get  w h e r e  we  
want  to go, and to know w h e r e  we  want  to go and to have  an i m p o r t a n t  
t a r g e t .  

T h e  p e r s o n  who c a r e s  on ly  about  the  f la t  t i r e  and the  b o i l i n g . e n g i n e  
is  l i k e l y  to s t a n d  stLll in the  m i d d l e  of  the  r o a d ,  o r  to wobble  s l o w l y  
t o w a r d  a d e f i c i e n t  goa l  in t e r m s  of o u r  p o t e n t i a l s .  
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This  is  the  e s s e n t i a l  poin t  I am t r y i n g  to m a k e .  

T h a n k  you fo r  y o u r  a t t en t ion .  

COLONEL COLMER:  Mr .  K e y s e r l i n g  i s  r e a d y  fo r  y o u r  q u e s t i o n s .  

QUESTION: I would  l ike  to a s k  a q u e s t i o n  about o v e r e m p l o y m e n t .  
One of the  f a c t o r i e s  we  v i s i t e d  in Houston ,  when  I a s k e d  if the  p e o p l e  
on the  sh i f t  w o r k e d  one shif t  th i s  w e e k  and a n o t h e r  next  week ,  t hey  
sa id ,  "No, b e c a u s e  a l m o s t  a l l  the  w o m e n  a r e  m a r r i e d  to the  m e n ,  and 
they  c o m e  to w o r k  t o g e t h e r  and go h o m e  t o g e t h e r .  " T h e y  had  s e v e r a l  
t h o u s a n d  w o m e n  e m p l o y e d ,  and they  sa id  that  m o s t  of t h e m  w e r e  
m a r r i e d  to m e n  who w o r k e d  t h e r e ,  and they  had at l e a s t  one  ch i ld .  At 
F o r t  R i l ey ,  Kansas ,  I had a s e r g e a n t  w o r k i n g  fo r  m e  who w a s  m a k i n g  
$400 a m o n t h .  He had a job at n ight  in a f i l l i ng  s t a t i on .  His  wife  
taught  s c h o o l  and w o r k e d  in  a g r o c e r y  s t o r e  on Sa tu rday .  T h e y  had  
a 1 7 - y e a r - o l d  son  who quit  h igh s c h o o l  to w o r k  at the  PX.  It looks  to 
m e  l i ke  we  have  s o m e  u n e m p l o y m e n t  and we have  o v e r e m p l o y m e n t .  
It is  s i g n i f i c a n t ?  Would you c o m m e n t  on i t ?  

MR. KEYSERLING:  F i r s t  of all ,  wi thout  in any  way c h a l l e n g i n g  
the  e x a m p l e s  you have  g iven ,  we can  a lways  f ind s o m e  e x a m p l e s  in 
o u r  v a s t  e c o n o m y  of a l m o s t  any  s i t ua t i on .  But I d o n ' t  t h ink  your  
p r o b l e m  iS of g e n e r a l  s i g n i f i c a n c e ,  fo r  t h e s e  r e a s o n s :  My f i g u r e s  
show that  the  to t a l  d e m a n d  upon our  e c o n o m y ,  wh ich  is the  c o m p o s i t e  
o f  publ ic  d e m a n d ,  p lus  i n v e s t m e n t  demand ,  p lus  the  d e m a n d  e x e r t e d  by 
p r i v a t e  c o n s u m e r s  e a r n i n g  i n c o m e s  f r o m  a l l  s o u r c e s ,  is l e s s  t han  
enough  to avo id  e x c e s s i v e  i d l e n e s s  of p lan t .  In o t h e r  w o r d s ,  the  
e a r n i n g s  and s p e n d i n g  of peop l e  who have  two jobs  o r  s ix  jobs  and of 
f a m i l i e s  wi th  two w o r k e r s  o r  t h r e e  w o r k e r s ,  a r e  ~11 i n c l u d e d  in  the  
c o n s u m e r  i n c o m e  and s p e n d i n g  f i g u r e s .  C o n s u m e r  s p e n d i n g  plus  publ ic  
s p e n d i n g  is  not add ing  up to the ful l  u t i l i z a t i on  of ou r  p lant  and e q u i p -  
m e n t ,  so tha t  the g e n e r a l  p r o b l e m  which  I am t a lk ing  about is not  
~f fec ted  one  way  o r  the  o t h e r  by the  fac t  that  s o m e  peop le  h a v e  two 
job o r  that  s o m e  f a m i l i e s  have  two j o b h o l d e r s .  The  to ta l  d e m a n d  is  
n o n e t h e l e s s  de f i c i en t ,  and to t a l  i n c o m e  is  d e f i c i e n t ,  and t h e r e f o r e  
to ta l  m a n - y e a r s  of e m p l o y m e n t  is  a l so  d e f i c i e n t .  

I t h ink  it i s  t r u e  that ,  so long as we have  th i s  to ta l  d e f i c i e n c y  in  
' m a n - y e a r s  of e m p l o y m e n t ,  it m i g h t  be m o r e  h u m a n e  and r a t i o n a l  to 
s p r e a d  th i s  u n e m p l o y m e n t  in a d i f f e r e n t  way; in o t h e r  words ,  to have  
one  w o r k e r  in each  f ami ly ,  i n s t e a d  of two w o r k e r s  in  one f a m i l y  and 
no w o r k e r  in a n o t h e r  f a m i l y .  But th is  is a r e l a t i v e l y  m i n o r  a s p e c t  of 
the  p r o b l e m .  M o r e  f u n d a m e n t a l l y ,  I am aga in s t  the  " s o l u t i o n "  of 

16 



:: 3 3 9  

s h a r i n g  u n e m p l o y m e n t  when  we have  so m a n y  n e e d e d  th ings  to do as  
a n a t i o n .  I ' m  a g a i n s t  it  f o r  the  s a m e  r e a s o n  tha t  I wou ld  be  a g a i n s t  
s a y i n g ,  " L e t ' s ,  i n s t e a d  of h a v i n g  a 4 0 - h o u r  w e e k ,  have  a 3 0 - h o u r  
w e e k ,  so as  to s h a r e  the  u n e m p l o y m e n t .  " 

My p h i l o s o p h y  is  tha t ,  u n d e r  a f r e e  s y s t e m ,  nobody excep t  the  
i n d i v i d u a l  and the  f a m i l y  shou ld  d e t e r m i n e  how m a n y  peop l e  in the  
f a m i l y  w o r k .  I t h i n k  t h e r e  shou ld  be  l aws  a g a i n s t  c h i l d e r n  w o r k i n g .  
I t h i n k  t h e r e  s h o u l d  be  l aws  to p r o t e c t  the  w o r k i n g  c o n d i t i o n s  of  p e o p l e .  
But  I do not b e l i e v e  tha t ,  in  a f r e e  s o c i e t y ,  i t  is  d e s i r a b l e  to t r y  to 
p a s s  l aws  as  to w h e t h e r  o r  not a w o m a n  s h a l l  w o r k ,  o r  how m any  p e o p l e  

in  a f a m i l y  s h a l l  w o r k .  

I t h ink  o u r  p r o b l e m  as  a n a t i o n  is  not  to s h a r e  u n e m p l o y m e n t ,  
but  i n s t e a d  to r e c o g n i z e  tha t  any  r e s p o n s i b l e ,  m o d e r n ,  c i v i l i z e d  
s o c i e t y  s h o u l d  be  ab le  to use  what  i t  c a n  p r o d u c e  at ful l  e m p l o y m e n t .  
I do not b e l i e v e  tha t  a na t ion  w h i c h  s e t s  out to s h a r e  u n e m p l o y m e n t  
can  c o m p e t e  wi th  n a t i o n s ,  l i ke  R u s s i a ,  l i k e  China ,  w h i c h  a r e  f ind ing  
w a y s  to u se ,  f o r  t h e i r  p u r p o s e s  w h i c h  we do not a g r e e ,  t h e i r  g r o w i n g  

p r o d u c t i v e  r e s o u r c e s .  

T h i s  d o e s n ' t  m e a n  tha t  we shou ld  h a v e  a s  m a n y  w o m e n  w o r k i n g  
as  R u s s i a  d o e s .  I am s a y i n g  tha t  a n a t i o n  is  d e f i c i e n t  in e c o n o m i c  
p o l i c y  when  it s a y s ,  "We have  the  t e c h n o l o g y ,  we have  the  peop l e  
who want  to w o r k  and a r e  ab le  to w o r k ,  who have  the  c r e a t i v e  u r g e ,  
who want  to e a r n  i n c o m e ,  who want  to be  u se fu l ,  we have  the  n e e d s ,  
d o m e s t i c  and i n t e r n a t i o n a l ,  but we c a n ' t  f ind  the  ways  to m a k e  the  
e n g i n e  w o r k  So a l l  t h e s e  p e o p l e  c a n  have  a c h a n c e  to do a job.  T h e r e -  
f o r e ,  w e ' l l  s h o r t e n  the  h o u r s  of work ;  w e ' l l  p low u n d e r  the  l i t t l e  
p igs ;  w e ' l l  d e s t r o y  c r o p s ;  w e ' l l  m a k e  l a w s  tha t  nobody  c a n  ho ld  two 
jobs ,  and tha t  no s e c o n d a r y  w o r k e r  c a n  w o r k .  " 

I don ' t  t h ink  th i s  i s  the  s o l u t i o n .  I t h i n k  it wou ld  c o m p o u n d  ~he 
e c o n o m i c  p r o b l e m ,  a s i d e  f r o m  e v e r y t h i n g  e l s e .  

Tha t  i s  m y  g e n e r a l  a n s w e r  to the  q u e s t i o n .  I hope  it is  s a t i s -  

f a c t o r y .  

QUESTION:  I hope  I c a n  p h r a s e  t h i s ,  s i r .  Mine  i s  a l i t t l e  b i t  
a long  the s a m e  l i n e .  W e ' v e  got a f a r m  s u r p l u s  in  t h i s  c o u n t r y .  W e ' v e  
got  h u n g r y  p e o p l e  in the  c o u n t r y  and w e ' v e  got f r i e n d s  in the  so-c :~] led  
f r e e  w o r l d  c o a l i t i o n  to whom we c a n ' t  g ive  t h i s  f a r m  s u r p l u s ,  a p p a r e n t l y ,  
b e c a u s e  th i s  wou ld  put s o m e  o t h e r  f r i e n d s  out  of b u s i n e s s .  W e ' v e  b e e n  
to ld  tha t  w e ' l l  n e v e r  a g a i n  s e e  the  n u m b e r  of s t e e l  w o r k e r s  e m p l o y e d  
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tha t  a r e  e m p l o y e d  at t h i s  t i m e ,  today,  but tha t  ou r  s t e e l  p r o d u c t i o n  
can  con t inue  to go up if we d e s i r e  i t .  My q u e s t i o n  i s :  Is t h e r e  an 
ana logy  b e t w e e n  the  o v e r p r o d u c t i o n  in the  f a r m  a r e a  and the  p o t e n t i a l  
p r o d u c t i o n  of ou r  i n d u s t r y ,  p a r t i c u l a r l y  wi th  r e s p e c t  to the  i n t e r -  
n a t i o n a l  p i c t u r e  ? 

MR. KEYSERLING:  We have  to d i s t i n g u i s h  b e t w e e n  s p e c i a l i z e d  
o v e r p r o d u c t i o n  in s o m e  a r e a s ,  and g e n e r a l i z e d  o v e r p r o d u c t i o n ,  w h i c h  
I m a i n t a i n  cannot  ex i s t ,  but is r a t h e r  u n d e r c o n s u m p t i o n .  It i s  
p e r f e c t l y  t r u e  tha t  any  na t ion  go ing  t h r o u g h  i n d u s t r i a l  d e v e l o p m e n t  c an  
have  a b s o l u t e  o v e r p r o d u c t i o n  of c e r t a i n  t h ings .  In o t h e r  w o r d s ,  ff 
we c o n t i n u e d  to p r o d u c e  b u g g i e s ,  t h e r e  would  be  an o v e r p r o d u c t i o n  of 
t h e m  u n d e r  any g iven  s e t  of  e c o n o m i c  c i r c u m s t a n c e s ,  So we have  to 
sh i f t  p e o p l e  f rom m a k i n g  bugg i e s  to m a k e  s o m e t h i n g  e l s e .  

S i m i l a r l y ,  even  if we use  as  m u c h  of ou r  food at h o m e  as  we 
shou ld  to p r e v e n t  the  g r e a t  amoun t  of m a l n u t r i t i o n  wh ich  t h e r e  s t i l l  
i s  in the  Uni t ed  S t a t e s - - a n d  I a g r e e  wi th  t h a t - - a n d  use  m o r e  of it 
o v e r s e a s - - a n d  I a g r e e  wi th  t h a i - - t h e  t r e n d s  in ou r  f a r m  t e c h n o l o g y  
a r e  s u c h  that  we m u s t  f ace  a g r a d u a l  f u r t h e r  d e c l i n e  in the  f a r m  popu-  
l a t ion .  But to ta l  use  of a l l  p r o d u c t s  m u s t  r i s e  wi th  to ta l  p r o d u c t i v e  
p o w e r ,  o r  we a r e  in deep  t r o u b l e .  

To show you how f a r  ou r  e c o n o m i c  t h ink ing  g e t s  away  f r o m  
th i s  r e a l i t y :  a few y e a r s  ago, s o m e  e c o n o m i s t s  w e r e  t e l l i n g  m e  tha t  
we d idn ' t  have  to w o r r y  about the  fact  tha t  p e o p l e  had  to be m o v e d  out 
of agriculture, because they could go into industry. I said, "Where 
are they going in industry?" Now we know better. Now some of these 
same economists are saying, "We don't have to worry about the 
unemployment in industry. They'll go into the service trades. They'll 
go into the office buildings. " The same technological displacement is 
now h a p p e n i n g  in the  o f f i ce  b u i l d i n g s .  

Some  e c o n o m i s t s  a r e  l ook ing  at t he  u n e m p l o y e d  p e o p l e  and a r e  
say ing ,  "Th i s  i s n ' t  a g e n e r a l  e c o n o m i c  p r o b l e m ,  as  K e y s e r l i n g  s a y s .  
Th i s  i s  a p r o b l e m  of the  s t r u c t u r e  of the  l a b o r  f o r c e .  " T h e y  say ,  "If 
you  look  at m o s t  of the  u n e m p l o y e d  peop le ,  e i t h e r  t hey  a r e  u n t r a i n e d  
young  peop le ,  o r  o ld  peop le  whom i n d u s t r y  won ' t  e m p l o y ,  o r  o t h e r  
w o r k e r s  who a r e  not t r a i n e d  fo r  a v a i l a b l e  jobs .  T h e r e f o r e ,  l e t ' s  t r a i n  
i n d u s t r y  not to d i s c h a r g e  t h e s e  o l d e r  w o r k e r s ,  and l e t ' s  t r a i n  the  
y o u n g e r  w o r k e r s  and o t h e r  u n e m p l o y e d  w o r k e r s ,  f i t t ed  fo r  w o r k .  n 

Wel l ,  ff t h e r e  a r e n ' t  enough  jobs  to t ake  c a r e  of the  young  p e o p l e  
and  the  o l d e r  peop le  wh5 a r e  w i l l i ng  and able  to work ,  and the  m i d d l e -  
a g e d  peop le ,  how can  t r a i n i n g  s o m e  of t h e m ,  and t r a i n i n g  e m p l o y e r s ,  
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t ake  c a r e  of t h e m  al l  ? The  p l a c a r d  that  ought  to be hang ing  on the  
wa l l  i s  th i s :  B a s i c a l l y ,  in  the  A m e r i c a n  e c o n o m y ,  peop l e  a r e  not w i t h -  
out  jobs  b e c a u s e  they  a r e  u n t r a i n e d .  T h e y  a r e  u n t r a i n e d  b e c a u s e  t h e y  
a r e  wi thout  j~bs .  

Th i s  i s n ' t  t r u e  of e v e r y b o d y .  You can  f ind a l oca l  s i t ua t i on  w h e r e  
t h e r e  i s n ' t  a t r a i n e d  w o r k e r  f o r  th i s  o r  fo r  tha t .  But what  d id  we 
l e a r n  d u r i n g  w a r t i m e  ? I h e a r d  that  t he  f a r m  boys  f r o m  m y  p a r t  of the  
c o u n t r y  c o u l d n ' t  go into the  s t e e l  m i l l s  and do the  job.  T h e y  did  it, 
and t h e y  did it qu ick .  The  th ing  we l e a r n e d  was  tha t  the  m o s t  p r e c i o u s  
c o m m o d i t y  any  e c o n o m y  has ,  i s  the  adap t ab i l i t y  of h u m a n  b e i n g s .  I t ts  
a m a z i n g  how qu ick  a h u m a n  b e i n g  carl be  t r a i n e d .  Of c o u r s e ,  nobody 
can  be  t r a i n e d  to be an E i n s t e i n .  But t r a i n i n g  fo r  jobs  ? T h i s  is not  
the  r e a l  p r o b l e m .  

Broadly speaking, ffthelabor force is growing about a million a 
year, the new people are coming up from among the young. If the 
economy does not grow enough, they don't get the jobs. These young 
people have been to school, but they haven't been trained in industrial 
work. So some economists look at these young people and say, "All 
these unemployed people are untrained. It's a problem of training. 
Just train them and they'll get the jobs." I'd like to send some of these 
training enthusiasts out to Michigan where there are hundreds or 
thousands unemployed, and see what they would train them for. To go 
into the automobile mills now ? The steel mills ? Agriculture ? 
Running elevators in buildings ? Typing ? You cannot answer that by 
saying, "Well, I know a situation down in Texas where they needed four 
m e c h a n i c s  and the  m e c h a n i c s  w e r e n ' t  ~here .  " 

T h i s  i s n ' t  the  way to look  at an e c o n o m y .  We wi l l  n e v e r  m e e t  th i s  
e c o n o m i c  p r o b l e m  u n l e s s  we c r e a t e  new jobs  to r e p l a c e  jobs  wh ich  
d i s a p p e a r ,  in  add i t i on  to new jobs  as  the  l a b o r  f o r c e  g r o w s .  We a r e  
going  to have  to have  f e w e r  peop l e  in a g r i c u l t u r e ,  e v e n  ff we get  t he  
b i g g e r  d i s t r i b u t i o n  of foods  and f i b e r s  wh ich  is d e s i r a b l e .  The  a d v a n c e  
of t e c h n o l o g y  i s  so r a p i d  in the  s t e e l  p l an t s  and the  auto p lan t s  tha t  
jobs  in  t h e s e  i n d u s t r i e s  cannot  i n c r e a s e  as f a s t  as  output  in  t h e s e  
i n d u s t r i e s .  So we n e e d  to s t r e s s  o t h e r  a r e a s  of  job o p p o r t u n i t y - -  
hous ing ,  u r b a n  r e d e v e l o p m e n t ,  s c h o o l s .  

What I am getting at is that, we make a long-range analytical 
budget of our total needs and resources, we find that the composition 
of job opportunity must change constantly. We are not going to have, 
10 years from now, the same percentage of the labor force in agri- 
culture or in steel as in the past. But we need to provide unfolding 
work opportunities, for things which are needed, large enough to 
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a b s o r b  the who le  l a b o r  f o r c e .  T h e r e f o r e ,  if the  l a b o r  f o r c e  w e r e  
75 m i l l i o n ,  and we a l l o w e d  f o r  f r i c t i o n a l  u n e m p l o y m e n t  of  about  
3 p e r c e n t  o r  about  2 .25  m i l l i o n ,  t hen  we would  n e e d  a l m o s t  73 mi. l l ion 
jobs, not 70 million. 

In the overall, we can't have overproduction, because the needs 
of the country are enormous; they are unlimited. On the public side, 
I don't even need to mention these needs here. On the private side, 
there are about 11 million multiple-person families in the United 
States with incomes of less than $4, 000 a year, and more than half 
of our old people living alone have incomes of less than $1, 000 a year 
from all sources. There is tremendous room in the United States for 
the lifting of the standard of living of the American people, which I 
s a y  is  a l e g i t i m a t e  and a f ine  o b j e c t i v e  f o r  any  s o c i e t y .  The  R u s s i a n s  
and  the  C h i n e s e  a r e  go ing  to l i f t  t h e i r  l i v ing  s t a n d a r d s .  T h e y  w i l l  be  
c o m p e t i n g  wi th  us on tha t  f r o n t  10 y e a r s  f r o m  now, ju s t  as t h e y  a r e  
c o m p e t i n g  wi th  us now on o t h e r  f r o n t s .  

W e ' v e  got l i m i t l e s s  m a r k e t s  w i th in  o u r  own b o r d e r s ,  not to s p e a k  
of o v e r s e a s ,  to t ake  up the  new t e c h n o l o g y .  But w e ' v e  got to p l an  f o r  
i t .  I a g r e e  as  to the  n e e d  fo r  r e t r a i n i n g  if  it  is  r e l a t e d  to a b u d g e t  
of  p r o j e c t e d  job o p p o r t u n i t i e s .  If  we had a t r a i n i n g  f o r c e  of a m i l l i o n  
F e d e r a l  e m p l o y e e s ,  and sen t  t h e m  a l l  o v e r  the  c o u n t r y ,  t h e y  wou ld  
s t i l l  have  to know whom t h e y  w e r e  go ing  to t r a i n  f o r  wha t .  And 
t h e y ' d  have  to know w h e t h e r  the  e c o n o m y  f ive  y e a r s  f r o m  now is  go ing  
to have  m o r e  peop le  in  the  s t e e l  i n d u s t r y  o r  m o r e  p e o p l e  in  t he  e l e c -  
t r i c a l  i n d u s t r y .  What  would  t h e y  t r a i n  t h e m  fo r ,  o t h e r w i s e ?  The  
t r a i n i n g  p r o g r a m  has  to be  a b y p r o d u c t  of  e c o n o m i c  a n a l y s i s .  Unt i l  
you  have  l o n g - r a n g e  p l ann ing ,  you  don ' t  have  t ha t .  

QUESTION:  In s o m e  of the  e a r l y  d i s c u s s i o n s  h e r e  at the  C o l l e g e ,  
we h e a r d  s o m e  i n t e r e s t i n g  v i e w s  on the  n a t i o n a l  debt ,  m o s t  of  t h e m  
to the  e f fec t  tha t  i t ' s  a vi .vtue,  I would  l i k e  to know, in y o u r  l o n g - r a n g e  
p l a n n i n g  and th ink ing ,  ff you  c o n s i d e r  the  u l t i m a t e  r e t i r e m e n t  of the  
n a t i o n a l  deb t .  I'Ll go one  s t ep  f u r t h e r :  W h a t ' s  w r o n g  wi th  hav ing  a 
s u r p l u s  ? 

MR.  K E Y S E R L I N G :  So f a r  as  debt  i s  c o n c e r n e d ,  an e c o n o m i c  
s y s t e m  l ike  o u r s ,  w h i c h  I f a v o r  e n t i r e l y ,  has  debt ,  and the  e x p a n s i o n  
of debt  as  one  of i ts  e s s e n t i a l  and p r i m e  c h a r a c t e r i s t i c s .  To be  s u r e ,  
the  debt  c a n  expand  too f a s t  o r  to s lowly ,  jus t  as  a n y t h i n g  e l s e  c a n  
expand  too fas t  o r  too s l o w l y .  Th i s  i s  a m a t t e r  of k e e p i n g  d e v e l o p -  
m e n t s  w i t h i n  the  m o d e s  of s e n s i b l e  e c o n o m i c  d e v e l o p m e n t  on an 
e q u i l i b r i u m  b a s i s .  But an  e c o n o m y  l ike  o u r s  shou ld  have  a b i g g e r  
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debt when it's a 180-million people nation than when it's a 120-million 

people nation. 

This is standard, and I won't even elaborate on it. There is this 
quest.ion: Why, since debt represents saving and investment, is the 
expansion of private debt by definition good, unless you can prove in 
a particular instance that it's bad, and the expansion of public debt 
bad, unless you can prove it is good in a particular instance ? I 

don't go for this dichotomy. 

I am for what we call a free-enterprise economy, and most of 
our economy is free private spending, and I'd llke to keep it that way. 
My proposals for the expansion of the Federal budget are for its 
growth in a growing economy, not for a growing proportion of Federal 
outlays to the use of the whole economy. But I refuse to say that the 
sound way to finance a private plant is by borrowing, but that the sound 
way to finance a public school is by paying as you go, or that the sound 
way to finance a highway is by paying as you go. There is no intrinsic 

sense in this dichotomy. 

I t h i n k  tha t  o u r  e c o n o m y  n e e d s  a g r o w i n g  p r i v a t e  debt  and  a g r o w i n g  
pub l ic  debt ,  s o u n d l y  f i n a n c e d - - a n d  a g r o w i n g  debt  does  not m e a n  tha t  
i t ' s  not s o u n d l y  f i n a n c e d .  Our  m o s t  p r u d e n t  b u s i n e s s m e n  and f i n a n c i a l  
peop le  look  into  the  p a p e r s ,  and,  when  t h e y  s e e  tha t  p r i v a t e  deb t s  a r e  
g rowing ,  t h e y  s a y  ou r  e c o n o m y  i s  on i t s  way  aga in .  But  too m a n y  of 
t h e m  a r e  a r b i t r a r i l y  a f r a i d  of a g r o w i n g  publ ic  debt  p e r  s e .  

I do a g r e e  t h a t ,  in  t i m e s  of h igh  p r e s s u r e s  upon ou r  r e s o u r c e s ,  
when  genu ine  c l a s s i c a l  i n f l a t i on  i~ r a m p a n t ,  we shou ld  t r y  to r u n  a 
s u r p l u s  in  the  F e d e r a l  budge t .  But we s e l d o m  have  m u c h  of t h i s  t y p e  
of i n f l a t ion ,  e x c e p t  d u r i n g  w a r t i m e .  We h a v e n ' t  had  t h i s  type  d u r i n g  
the  p a s t  e ight  y e a r s .  The  i n f l a t i on  d u r i n g  the  pa s t  e ight  y e a r s - - a n d  
t h e r e  h a s  b e e n  s o m e - - h a s  b e e n  due to e n t i r e l y  d i f f e r e n t  c a u s e s .  

We have  had  the  c o n s u m e r  p r i c e  i ndex  going  up to h i g h e r  l e v e l s ,  
but  t h i s  h a s  not b e e n  b e c a u s e  ou r  p l a n t s  and ou r  s t o r e s  and ou r  f a r m s  
have  b e e n  p r e s s e d  by  an  o v e r d e m a n d  fo r  c o n s u m e r  p r o d u c t s .  T h i s  
i n f l a t i o n  h a s  b e e n  due to v a r i o u s  s p e c i a l i z e d  r e a s o n s  in  the  e c o n o m y ,  
Which need  to be  hand l ed  by  s p e c i a l i z e d  p o l i c i e s ,  not by  g e n e r a l  f i s c a l  
po l i cy .  In o t h e r  w o r d s ,  we c a n ' t  h and l e  t h i s  by  hav ing  a b u d g e t a r y  
s u r p l u s  of $3 b i l l i o n  as  a g a i n s t  a b u d g e t a r y  de f i c i t  of $3 b i l l i o n .  T h e r e  
is  no l i t t l e  o r  no c o r r e l a t i o n  b e t w e e n  the  r e c e n t  i n f l a t i o n  of the  F e d e r a l  

budge t .  
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I th ink one of our  big jobs  is  to get a s ens ib l e ,  unemot iona l  
a t t i tude toward  public and p r iva t e  debt.  Both of them have to grow 
with the economy.  They  shouldn ' t  grow too fas t  r e l a t i v e  to the growth  
of the economy.  We should not subs t i tu t e  growth in debt for  g rowth  
in r e a l  product ion .  To take c o n s u m e r  c r ed i t  as  an example ,  if  the 
growing c o n s u m e r  c r e d i t  is  m e r e l y  a f a i r  por t ion  of g rowing  na t iona l  
income,  t h a t ' s  f ine,  ff we a r e  us ing an e x c e s s i v e  expans ion  of con-  
s u m e r  c r ed i t  to suppor t  an inadequacy  of income,  t h a t ' s  ano the r  th ing.  
The s a m e  p r inc ip l e  app l ies  to the public s ide .  

Th i s  p rob lem is  p e r f e c t l y  suscep t ib l e  to a n a l y s i s  and sound so lu-  
t ion. But it is  not su scep t ib l e  to so lu t ion  by t r e a t i n g  e i t he r  p r i v a t e  
or  public spending  or  p r i va t e  or  public debt as  if one belonged in the  
good camp and the o the r  in the bad camp.  We have,  throughout  our  
h i s t o r y  as  a nat ion,  had in te l l igen t  p r i v a t e  and public spend ing ,  and 
foo l i sh  public and p r i va t e  spending .  We've  made  m i s t a k e s  in both, 
and we 've  done g r ea t  th ings  with both. T h e y ' v e  got to be brought  into 
a ba lanced  r e l a t i o n s h i p  as we move fo rward .  

QUESTION: Mr.  K e y s e r l i n g ,  in our  s tud ies  he re  we have become  
aware  of the  fac t  that  fo r e ign  compet i t ion  has  r e s u l t e d  in some  pa r t  of 
our  c a p a c i t y ' s  moving  o v e r s e a s  to take advantage  of the cheape r  l abo r .  
I have two ques t ions :  To what extent  has labor  p r i c ed  i t s e l f  into un- 
employmen t  ? If our  loca l  capac i ty  were  fu l ly  ut i l ized,  with the  h ighe r  
l abor  p r i ce ,  who could afford  to buy the i n c r e a s e d  output ? 

MR. KEYSERLING: I 'm going to begin to a n s w e r  th i s  ques t ion  by 
t a lk ing  about the gold and the b a l a n c e - o f - p a y m e n t s  p rob lem,  because  
the two a re  r e a l l y  r e l a t ed ,  and both s e r v e  as  i l l u s t r a t i o n s  of the s a m e  
thing.  A v e r y  l a rge  pa r t  of what we have hea rd  and r e a d  in r e c e n t  y e a r s ,  
and e s p e c i a l l y  in r e c e n t  months ,  about the gold p rob lem and the b a l a n c e -  
o f - p a y m e n t  p rob lem,  and p r i c i n g  ou t se lves  out of fo re ign  m a r k e t s ,  is  
in my  judgment  hogwash.  Th i s  i l l u s t r a t e s  our  t endency  as  a nat ion,  
except  in w a r t i m e ,  to indulge in symbo l s ,  to le t  t hese  s y m b o l s  s e r v e  
as s h i e l d s - - g o l d  sh ie lds ,  not i ron  s h i e l d s - - b e h i n d  which c e r t a i n  l i m i t e d  
i n t e r e s t s  advance  at the expense  of the Nation as  a whole.  

L e t ' s  take the gold and b a l a n c e - o f - p a y m e n t s  p rob lem f i r s t .  I 
be l i eve  that  the  l a s t  A d m i n i s t r a t i o n  used the gold s c a r e ,  as it had used 
the i n f l a t i o n a r y  s c a r e ,  in o r d e r  to negate  m a n y  of the g r e a t  p u r p o s e s  
which we needed to fu l f i l l  as  a nat ion,  inc luding  economic  growth,  on 
the ground that  these  p u r p o s e s  would be i n f l a t i ona ry .  Inc identa l ly ,  
th i s  caused  m o r e  inf lat ion,  because  it  was based  upon a wrong a n a l y s i s  
of the cause s  of the kind of inf la t ion  we were  ac tua l l y  e x p e r i e n c i n g  and 
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the  new A d m i n i s t r a t i o n  has  been  too prone ,  in my opinion, to make  

the s a m e  m i s t a k e .  

Now l e t ' s  i l l u s t r a t e  th i s  a l i t t l e  m o r e  ca r e fu l l y .  We a r e  not in 
a s i tua t ion  where ,  jus t  as  it was  sa id  a few y e a r s  ago that  because  
of inf la t ion  we couldn ' t  have  the a r m a m e n t s  we needed or  the p roduc -  
t ion we n e e d e d - - i n  fact  th is  was sa id  even dur ing  the Korean  war ,  
when I was  conduct ing a ba t t l e  wi th in  the A d m i n i s t r a t i o n  on th i s  
s u b j e c t - - s o  now it is  sa id  that  we have to go s low on a s u b s t a n t i a l  pa r t  
of the new f r o n t i e r s  p r o g r a m ,  neg lec t  a subs t an t i a l  pa r t  of the fu l l -  
emp loymen t  p rob lem,  and neg lec t  a s u b s t a n t i a l  pa r t  of the p r i o r i t i e s  
of needs  p rob lem,  because  of the gold and ba lance  of p a y m e n t s  p rob -  

l e m s .  

It  i s  sa id  that ,  b ecause  of the gold flow to o the r  coun t r i e s ,  we 
have to s low down the r a t e  of economic  growth and the r a t e  of spending  
and not abate  the  t ight  money  pol icy .  Why haven ' t  the e c o n o m i s t s  
who say  th i s  done a v e r y  s imp le  thing,  which 1 have done ? I have 
a t t empted  to c o r r e l a t e  the gold flow with economic  condi t ion of the 
Uni ted  S ta tes .  The gold flow and the  ba l ance  of p a y m e n t s  a r e  e n t i r e l y  

s e p a r a t e  th ings .  

In 1958, under  r e c e s s i o n a r y  condi t ions ,  we had a v e r y  high un- 
f a v o r a b l e  ba l ance  of p a y m e n t s ,  and a s e r i o u s l y  e x c e s s i v e  gold floW. 
In 1959, with the economy moving  upward,  the unfavorable  ba l ance  
of p a y m e n t s  was s t i l l  h ighe r ,  but the gold d r a i n  was s m a l l .  Then,  in 
1960, as  a r e c e s s i o n  se t  in again ,  we were  again  sub jec ted  to a t r e -  

mendous  gold flow. 

Why?  B e c a u s e  much  of the gold flow r e p r e s e n t s  the a t t empt  of 
those  who hold s h o r t - t e r m  c l a i m s  aga ins t  us to t r a n s l a t e  t h e s e  c l a i m s  
into gold. Th i s  o c c u r r e d ,  not m a i n l y  b e c a u s e  of d i f f e r e n t i a l s  in  in-  
t e r e s t  r a t e s ,  which  is  the  c l a s s i c a l  t heo ry ,  but because  of the out look 
for  p ro f i t ab le  i n v e s t m e n t .  Money iS looking for  i n v e s t m e n t ,  and m o n e y  
iS looking for  prof i t ,  not jus t  for  an i n t e r e s t - r a t e  d i f f e r e n t i a l s .  

When i t  b e c a m e  appa ren t  in 1960 tha t  the A m e r i c a n  economy was  
s ink ing  into the  four th  r e c e s s i o n  s ince  1947, and the t h i rd  s i nce  1949, 
and that  the A m e r i c a n  economy was in a prof i t  squeeze ,  and that  the 
A m e r i c a n  economy had 5 mi l l i on  unemployed ,  and when people w e r e  
s ay ing  it  was  going to get w o r s e  before  i t  got be t t e r ,  and when the  
A m e r i c a n  economy had t o l e r a t e d  a 2 .5  pe r cen t  g rowth  r a t e  for  e ight  
y e a r s  whi le  W e s t e r n  Europe  was  doing five or  b e t t e r  and s o m e  o the r  
c o u n t r i e s  w e r e  doing eight  o r  b e t t e r ,  the s m a r t ,  s h o r t - t e r m  money  
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t hough t  tha t  t h e r e  was  s o m e t h i n g  e l s e  wh ich  was  b e t t e r  to ho ld  than  
A m e r i c a n  d o l l a r s ,  n a m e l y ,  gold.  

Th is  i s n ' t  a t h e o r y .  This  is s u p p o r t e d  by f ac t s .  T h e r e f o r e ,  
jus t  as the  in f l a t ion  in the  Un i t ed  S ta tes  in  r e c e n t  y e a r s ,  as  I have  
po in t ed  out h e r e  b e f o r e ,  was  c a u s e d  not by o v e r p r e s s u r e s  upon the  
e c o n o m y  but by u n d e r p r e s s u r e s  upon the  e c o n o m y ,  b e i n g  an i n -  
e f f i c i e n c y  in f la t ion  r e s u l t i n g  f r o m  low o p e r a t i o n ,  not a h i g h - s p e e d  
i n e f f i c i e n c y  r e s u l t i n g  f r o m  e x c e s s i v l y  h igh  o p e r a t i o n s  a s  in  w a r t i m e ,  
so the  e x c e s s i v e  gold f low r e p r e s e n t e d  an ana logous  p r o b l e m .  

T h e r e f o r e ,  the  f i r s t  s t e p  t o w a r d  p r o t e c t i n g  gold,  and t o w a r d  p r o -  
t e c t i n g  the  A m e r i c a n  d o l l a r ,  would  be the  m o s t  v i g o r o u s  and s p e e d y  
p o l i c i e s  to r e s t o r e  ful l  e m p l o y m e n t ,  ful l  p roduc t i on ,  a h i g h e r  r a t e  
of e c o n o m i c  g rowth ,  and a d e q u a t e  p ro f i t  r e t u r n s  in  the  Uni t ed  S t a t e s .  
Ye t  in  the  q u e e r ,  u p s i d e - d o w n  n a t u r e  of c u r r e n t  e c o n o m i c  pol icy ,  we 
a r e  now h e a r i n g  that  we c a n ' t  do t h o s e  th ings  b e c a u s e  of the  gold  
p r o b l e m .  T h a t ' s  i t e m  one  on the  gold p r o b l e m .  

I t em two on the  gold  p r o b l e m  is  that  we s h o u l d n ' t  be t i e d  to gold  
in the  way we a r e ,  b e c a u s e  the  w o r l d ' s  s u p p l y  of gold is i n c r e a s i n g  
on ly  1 .5  to 2 p e r c e n t  a y e a r  at m o s t ,  and,  r o u g h l y  s p e a k i n g ,  at l e a s t  
in c o u n t r i e s  that  o p e r a t e  unde r  a p r i c e  s y s t e m ,  as  f r e e  c o u n t r i e s  do, 
t h e r e  m u s t  be an e x p a n s i o n  of the  m o n e y  supp ly  s o m e w h a t  c o m p a r a b l e  
to the  r a t e  of e c o n o m i c  g rowth .  T h e r e f o r e ,  ff we want  a 4, 5, o r  6 
p e r c e n t  r a t e  of e c o n o m i c  g rowth ,  we n e e d  a 4, 5, o r  6 p e r c e n t  r a t e  
of  e x p a n s i o n  of the  m o n e y  supply ,  t h r o u g h  the  bank ing  s y s t e m .  And, 
ff we n e e d  a 4, 5, or  6 p e r c e n t  e x p a n s i o n  of the  m o n e y  supply,  th is  
p o s e s  u n n e c e s s a r y  d i f f i cu l t i e s  when  the  m o n e y  supp ly  is  r e l a t e d  in 
one  way o r  a n o t h e r ,  to the  gold supply ,  wh ich  t h roughou t  the  w o r l d  is  
expand ing  only  1 .5  o r  2 p e r c e n t  a y e a r .  

In o t h e r  w o r d s ,  we have  got our  m o n e y  s y s t e m  t i ed  to a gold 
a n a c h r o n i s m ,  a c o m m o d i t y  wh ich  r e a l l y  does  not have  v e r y  g r e a t  
i n t r i n s i c  va lue  any m o r e .  When we a r e  c o m p e t i n g  wi th  p o w e r s  who 
r e c o g n i z e  r e a l  wea l th ,  we can ' t  a f fo rd  to c r a m p  o u r s e l v e s  wi th  gold  
in th is  way.  I t ' s  no a n s w e r  to s ay  that  the  R u s s i a n s  a l so  a r e  a c q u i r i n g  
gold,  and a r e  a l so  us ing  it in the  w o r l d .  Sure  t h e y  a r e .  If we want  
to be  so s i l l y  as to a t t ach  a r i d i c u l o u s l y  d i s t o r t e d  va lue  to a c o m m o d i t y  
wh ich  they  can  have  and use  aga in s t  us,  so  long as we a t t ach  that  v a l u e  
to it, t hey  n a t u r a l l y  t ake  advan tage  of ou r  fo l ly .  They  know that  gold  
has  no g r e a t  r e a l  v a l u e .  T h e y  a r e  m e r e l y  us ing  our  own s e l f - i m p o s e d  
l i a b i l i t y  aga ins t  us .  
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So we ought  to c h a n g e  the  r a t i o  of o u r  gold supp ly  to o u r  b a n k  
r e s e r v e s ,  w h i c h  a r e  a b a s e  fo r  o u r  c u r r e n c y  e x p a n s i o n .  We ought  to 
c h a n g e  it f a s t .  T h e n  we  ought  to get  r i d  of the  gold r e s e r v e  i d e a .  
Some  of the  r e s p e c t a b l e  b a n k e r s  in the  U n i t e d  S ta tes ,  l i ke  M r .  
A l e x a n d e r ,  the  head  of the  M o r g a n  G u a r a n t e e  T r u s t  C o m p a n y ,  and 
now P i e r r e  J a c o b s o n ,  of the  I n t e r n a t i o n a l  M o n e t a r y  Fund ,  and v a r i o u s  
o t h e r s ,  a r e  p r o p o s i n g  s o m e t h i n g  l ike  t h i s .  

T h e n  we c o m e  to the  u n f a v o r a b l e  b a l a n c e  of p a y m e n t s  p r o b l e m ,  
an e n t i r e l y  d i f f e r e n t  th ing  f r o m  the  gold  p r o b l e m .  Th i s  t i e s  in wi th  
t he  p r o b l e m  of f o r e i g n  c o m p e t i t i o n .  Our  u n f a v o r a b l e  b a l a n c e  of p a y -  
m e a t s  is not  in t r a d e .  We have  s e e n  s t o r i e s  in the p a p e r s ,  even  to -  
day ,  e m p h a s i z i n g  aga in  tha t  we  have  had  a t r e m e n d o u s l y  f a v o r a b l e  
b a l a n c e  of  t r a d e  in 1960, as  a who le ,  and a r e  go ing  to have  a s t i l l  
m o r e  f a v o r a b l e  b a l a n c e  in 1961. In o t h e r  w o r d s ,  we a r e  s e l l i n g  m o r e  
goods  and s e r v i c e s  to o t h e r  c o u n t r i e s  t han  we a r e  buy ing  f r o m  t h e m .  
We a r e  o c c u p y i n g  a l a r g e r  p a r t  of the  t r a d e  m a r k e t s  of the  w o r l d  than  
we did b e f o r e  W o r l d  War  II. I doubt  w h e t h e r  we can  s u s t a i n  th i s  
p o s i t i o n  b e c a u s e ,  as  o t h e r  c o u n t r i e s  i n d u s t r i a l i z e  and w o r k  t h e i r  way  
out  of p o v e r t y  and d e g r a d a t i o n ,  we  c a n ' t  expec t  to hold  the  s h a r e  of 
w o r l d  t r a d e  tha t  we  h e l d  i m m e d i a t e l y  a f t e r  W o r l d  W a r  II, w h e n  t h e y  
w e r e  e i t h e r  d e c i m a t e d  o r  u n d e r d e v e l o p e d .  Th i s  is  not a s o u n d  and 
sa fe  n o r  r e a s o n a b l e  p o l i c y  fo r  us .  

We can  and shou ld  expec t  to have  a l a r g e r  a b s o l u t e  a m o u n ~  
t o t a l  w o r l d  t r a d e ,  if the  t o t a l  expands  in a v i a b l e  w o r l d  e c o n o m y - - a  
l a r g e r  a b s o l u t e  a m o u n t  but not a l a r g e r  s h a r e .  So a l l  th i s  t a l k  about  
o u r  s o l v i n g  the  u n f a v o r a b l e  b a l a n c e - o f - p a y m e n t s  p r o b l e m  by ge t t i ng  
a l a r g e r  s h a r e  of w o r l d  t r a d e ,  t h r o u g h  i m p r o v i n g  o u r  p r i c e  p o s i t i o n  
r e l a t i v e  to tha t  of o t h e r  c o u n t r i e s ,  s e e m s  to m e  u t t e r l y  u n r e a l i s t i c ,  
and  even  if  we  s u c c e e d e d  in do ing  it, we would  m e r e l y  put the  o t h e r  
c o u n t r i e s  b a c k  into the d i s a d v a n t a g e o u s  p o s i t i o n s  w h e r e  t h e y  w e r e  
jus t  a f t e r  W o r l d  W a r  II, we  wou ld  be  d e f e a t i n g  o u r  own p o l i c i e s  of 
t r y i n g  to he lp  t h e m  a f t e r  W o r l d  W a r  II, and we wou ld  be  engag ing ,  
w i th  o u r  6 p e r c e n t  of the  popu l a t i on  of the  w o r l d  wh ich  now has  l i v i n g  
s t a n d a r d s  3 o r  4 t i m e s  as  h igh  as  tha t  of the r e s t  of the  w o r l d ,  in a 
p r e d a t o r y  t r a d e  w a r  t r y i n g  to p r e v e n t  the  o t h e r  c o u n t r i e s  f r o m  n a r r o w -  
ing the  l i v i n g - s t a n d a r d s  gap.  

To r e p e a t ,  o u r  u n f a v o r a b l e  b a l a n c e  of p a y m e n t s  has  not b e e n  in 
t r a d e .  I t ' s  b e e n  in the  fac t  tha t  o u r  m i l i t a r y  i n v e s t m e n t s  o v e r s e a s ,  
p lus  o u r  l o a n s  and g r a n t s  to u n d e r d e v e l o p e d  c o u n t r i e s ,  p lus  p r i v a t e  
c a p i t a l  i n v e s t m e n t  o v e r s e a s ,  p lus  o u r  i m p o r t s ,  have  b e e n  m o r e  t han  
wha t  we have  e a r n e d  f r o m  o u r  e x p o r t s  of goods  and s e r v i c e s .  
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T h i s  k ind  of  u n f a v o r a b l e  b a l a n c e  o f  t r a d e  wi l l  h a v e  to c o n t i n u e  
f o r  s o m e  y e a r s  a h e a d ,  b e c a u s e  it  is  in  t he  v e r y  n a t u r e  of  t he  i n t e r -  
n a t i o n a l  s i t u a t i o n  and  t he  v e r y  n a t u r e  of  the  r e l a t i o n s h i p  b e t w e e n  t h e  
A m e r i c a n  e c o n o m y  and  the  o t h e r  e c o n o m i e s  of t he  w o r l d .  If we  d o n ' t  
want  to do t h i s ,  t h e n  to be  l o g i c a l  we  s h o u l d  s a y  we a r e  no l o n g e r  f o r  
an  i n t e r n a t i o n a l  p o l i c y  of  f r e e  a id  to  Ind ia ,  no l o n g e r  f o r  an  A m e r i -  
c an  c a p i t a l  f Iow to t he  u n d e r d e v e l o p e d  c o u n t r i e s ,  no  l o n g e r  f o r  
b e a r i n g  o u r  f a i r  s h a r e - - w h e t h e r  it  be  s m a l l e r  o r  b i g g e r  t h a n  it  i s  
n o w - - o f  m i l i t a r y  e s t a b l i s h m e n t s  o v e r s e a s .  

In o t h e r  w o r d s ,  we  c a n n o t  do the  o t h e r  t h i n g s  we  a r e  d e l i b e r a t e l y  
doi t ,g  now, and  ye t  h a v e  a f a v o r a b l e  b a l a n c e  of  p a y m e n t s  r i g h t  a w a y .  
P e o p l e  s a y ,  "Wel l ,  how l o n g  c a n  we  a f f o r d  to  r u n  an  u n f a v o r a b l e  b a l a n c e  
of  p a y m e n t s  of  $2, $3, o r  $4 b i l l i o n  a y e a r  ? "  Wel l ,  ff we  t i e  it  to  t he  
go ld  p r o b l e m ,  as  we do now, we  a r e  in  a r e a l  f ix  f o r  t he  r e a s o n s  I 
h a v e  g i v e n .  Bu t  i f  we c l e a r  up t he  go ld  p r o b l e m ,  the  r e a l  q u e s t i o n  is  
t h i s :  How l o n g  c a n  a n a t i o n  w h i c h  has  a $500 b i l l i o n  n a t i o n a l  p r o d u c t ,  
and  o u g h t  to  i n c r e a s e  i t  by  $25 to $30 b i l l i o n  a y e a r ,  a f f o r d  to  r u n  a 
d e f i c i t  o f  $2 o r  $3 o r  $4 b i l l i o n  in  i t s  i n t e r n a t i o n a l  p a y m e n t s  a c c o u n t s ?  
T h e  a n s w e r  i s ,  i n d e f i n i t e l y ,  if we n e e d  to ,  in  t e r m s  of  o u r  r e a l  r e -  
s o u r c e s  and  t h e i r  e f f i c i e n t  u s e .  T h i s  g e t s  b a c k  to  m y  po in t  abou t  
n a t i o n a l  u s e  of  o u r  r e s o u r c e s  in  t e r m s  of  r e a l  w e a l t h ,  and  not  in  t e r m s  
of  a s u p e r s t i t i o u s  k ind  of  b o o k k e e p i n g  w h i c h  b e c o m e s  e v e n  m o r e  
r i d i c u l o u s  w h e n  you  t i e  it in  w i th  go ld .  

In s u m m a r y ,  o u r  t r a d e  p o s i t i o n  ha s  r e m a i n e d  f a v o r a b l e ,  p e r h a p s  
too  f a v o r a b l e ,  in t e r m s  of  w o r l d  a d j u s t m e n t s .  O u r  i n t e r n a t i o n a l  
b a l a n c e - o f - p a y m e n t s  p o s i t i o n  ha s  s h o w e d  a ne t  d e f i c i t  f o r  a f ew  y e a r s ,  
and  h a s  to s h o w  a ne t  d e f i c i t  f o r  a n o t h e r  f ew y e a r s .  

T h e  go ld  s i t u a t i o n  ha s  b e e n  bad ,  but  not as  bad  as  t he  c l a m o r .  
And  it  h a s  b e e n  bad  f o r  r e a s o n s  t ha t  we c a n  c u r e  o n l y  by  c u t t i n g  l o o s e  
f r o m  gold ,  not  by  a t t e m p t i n g  to s o l v e  it  in t e r m s  of go ld .  

We h a v e  not  p r i c e d  o u r s e l v e s  ou t  of  f o r e i g n  m a r k e t s .  S o m e  p e o p l e  
a r e  p r o d u c i n g  s o m e  t h i n g s  c h e a p e r  in r e a l  t e r m s  t h a n  we a r e .  But  
t h i s  ha s  b e e n  m i s u s e d  as  an e x c u s e  f o r  o u r  bad  e c o n o m i c  p e r f o r -  
m a n c e  in t he  U n i t e d  S t a t e s - - b l a m i n g  o u r  t r o u b l e s  on  f o r e i g n  m a r k e t s  
and  w a g e s  and  p r i c e s  o v e r s e a s .  We p r o d u c e d  9 m i l l i o n  c a r s  and  t r u c k s  
in  the  U n i t e d  S t a t e s  in  1955. We p r o d u c e d ,  l e t  us  s a y ,  5 o r  6 m i l l i o n  
in  s o m e  l a t e r  y e a r s .  T h a t ' s  a d i f f e r e n t i a l  o f  3 o r  4 m i l l i o n .  How 
c o u l d  an  a v e r a g e  i m p o r t a t i o n  of  200, 000 f o r e i g n  c a r s  a y e a r  f r o m  
o t h e r  c o u n t r i e s  b lo t  ou t  t he  s a l e  of 4 o r  5 m i l l i o n  A m e r i c a n  c a r s  in  t h e  
U n i t e d  S t a t e s  ? O u r  s t e e l  i n d u s t r y  has  b e e n  o p e r a t i n g  f o r  a y e a r  at  
50 p e r c e n t  of  c a p a c i t y .  How c o u l d  t h i s  be. ldue m a i n l y  to an  i m p o r t a t i o n  
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of  s t e e l  f r o m  W e s t e r n  E u r o p e a n  c o u n t r i e s ,  which  a l t o g e t h e r  have  a 
s t e e l  p r o d u c t i v e  c a p a c i t y  of not m u c h  m o r e  than  ou r  o p e r a t i v e  s t e e l  
c a p a c i t y  at 50 p e r c e n t  ? 

In o t h e r  w o r d s ,  the  s t e e l  tha t  has  c o m e  into the  Un i t ed  S ta tes ,  
and the  a u t o m o b i l e s  that  have  c o m e  into the  Uni t ed  S ta tes  {quite a s i d e  
f r o m  the  fact  that  t h e y  have  b e e n  m o r e  than  m a t c h e d  by ou r  e x p o r t s  
to o t h e r  c o u n t r i e s  and that  ff we  had not had t h e s e  i m p o r t s  we would  
not have  had t h e s e  expor ts}  have  not b e e n  l a r g e l y  r e s p o n s i b l e  fo r  the  
low r a t e  of e c o n o m i c  g rowth  in the  Un i t ed  S ta tes ,  fo r  the  h igh  l e v e l s  
of  u n e m p l o y m e n t ,  no r  fo r  the  bad p o l i c i e s  c o n t r i b u t i n g  to th i s .  I o b j e c t  
to t r y i n g  to f ind a s c a p e g o a t  by e x a c e r b a t i n g  A m e r i c a n  op in ion  about  
w o r l d w i d e  c o m p e t i t i o n .  

Now, t h e r e  a r e  s o m e  l i m i t e d  i t e m s  of i m p o r t s  wh ich  have  w o r k e d  
v e r y  h a r d  aga in s t  s o m e  s m a l l  i n d u s t r i e s .  T h e r e f o r e ,  we shou ld  have  
a na t i ona l  p r o g r a m  of a b s o r b i n g  th i s  cos t  on a na t ionwide  b a s i s ,  by 
do ing  s o m e t h i n g  to so f t en  the  lot  of t h e s e  p a r t i c u l a r  i n d u s t r i e s .  But 
w e ' v e  got to have  t r a d e  wi th  the  r e s t  of the  w o r l d .  

F i n a l l y ,  on the  q u e s t i o n  of wage  r a t e s ,  the fac t  of the m a t t e r  is  
that ,  whi le  w a g e s  m a y  have  gone  up too m u c h  in d o l l a r  t e r m s ,  b e -  
c a u s e  p r i c e s  have  r i s e n  so m u c h ,  wages  in r e a l  t e r m s  have  l a g g e d  
b e h i n d  the  p o r t i o n  of to ta l  c o n s u m p t i o n  wh ich  m u s t  be  a b s o r b e d  by 
wage  e a r n e r s ,  p lus  c o n s u m p t i o n  by o t h e r  g roups ,  p lus  publ ic  c o n s u m p -  
tion, to keep  our  i n d u s t r i e s  fu l ly  o c c u p i e d .  In o t h e r  w o r d s ,  our  p r i c e s  
have  b e e n  too h igh  r e l a t i v e  to ou r  w a g e s  in  ou r  b a s i c  m a j o r  i n d u s t r i e s ,  
as  i l l u s t r a t e d  by the  fac t  tha t  in the  s t e e l  i n d u s t r y  the  b r e a k - e v e n  poin t  
is  40 p e r c e n t  o r  l e s s .  

No i n d u s t r y  can  f a i r l y  c l a i m  that  i t s  p r i c e s  have  b e e n  f o r c e d  up by 
e x c e s s i v e  cos t s ,  i n c l u d i n g  wage  c o s t s ,  when  it b r e a k s  e v e n  at 40 p e r -  
cen t ,  and m a k e s  a p ro f i t  at 50 p e r c e n t ,  and m a k e s  a huge p ro f i t  at 
60 p e r c e n t  o p e r a t i o n ,  and m a k e s  the  b i g g e s t  p ro f i t  on r e c o r d  at 70 
p e r c e n t  o p e r a t i o n ,  so that  it r e a l l y  d o e s n ' t  c a r e  m u c h  about u n e m p l o y e d  
p lant  and m a n p o w e r  in the  i n d u s t r y .  Th i s  is  not  in  the  A m e r i c a n  
t r a d i t i o n  of a sound  p r i c i n g  po l icy .  It is  an e x o r b a n t  p r i c i n g  po l icy ,  
wh ich  has  b e e n  one of the  f a c t o r s  in the  i m b a l a n c e s  w i th in  the  A m e r i c a n  
e c o n o m y  that  I have  b e e n  t a l k ing  about .  

Now, again ,  I m a y  be w r o n g  on s o m e  of t h e s e  t h ings .  But m y  
c o n c l u s i o n s  a r e  b a s e d  upon c e r t a i n  k inds  of f ac tua l  a n a l y s i s  wh ich  
I w i l l  be  g lad  to show anybody.  I want  the  peop l e  who t a lk  about w a g e s  
p r i c i n g  us out of f o r e i g n  m a r k e t s ,  the  peop l e  who t a lk  about  f o r e i g n  
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c o m p e t i t i o n ,  the peop le  who t a lk  about the  b a l a n c e - o f - p a y m e n t s  
p r o b l e m ,  and the  peop le  who ta lk  about the  gold p r o b l e m ,  to g ive  us 
a genu ine  t ab l eau  of how the  e c o n o m y  is w o r k i n g  and how t h e s e  th ings  
have happened .  As soon  as they  s t a r t  to do that ,  t hey  wi l l  s c r a t c h  
t h e i r  heads  and r e a l i z e  that  m u c h  of what  they  have b e e n  s a y i n g  is  not 
in a c c o r d  wi th  the  f ac t s .  

COLONEL COLMER:  Mr .  K e y s e r l i n g ,  t hank  you v e r y  m u c h  fo r  
an e x c e l l e n t  l e c t u r e .  On beha l f  of the  C o m m a n d a n t ,  the  facu l ty ,  and 
the  s tuden t  body,  we a r e  g lad you c a m e  b a c k  aga in  th i s  y e a r .  Thank  
you v e r y  m u c h .  

(12 Ju ly  1 9 6 1 - - 5 , 4 0 0 )  O / m s r ] d m  
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