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A T E N - Y E A R  PROGRAM FOR ECONOMIC G~OWTH 

4 F e b r u a r y  1960 

COL. SIV~YSER: General iViundy, General Houseman, Gentlemen: 

Our Economic Stabilization Unit of study begins quite appropriately at a 

time when the newspapers and periodicals are filled with articles about 

our national econ~omy. We have just had President Eisenhower's econ- 

omic report; and currently, Congress is conducting hearings and pre- 

paring their eco~memic report. 

h~uch of the comment and discussion about the national economy 

is concerned with two things: inflation and economic growth. At this 

time of competitive coexistence, the rate of growth of our economy in 

relation to that of the Soviet Union causes apprehension. Accordingly, 

it is entirely fitting that we open our lectures in economic stabilization 

with a lecture on a ten-year program for sound economic growth. 

Cur speaker this morning, Mr. Leon Keyserling, is well qualified 

to talk to us on this subject. In his many articles and publications he has 

advocated national policies and national responsibilities for using the 

unparalleled economic capability of our country to meet the Soviet chal- 

lenge. He was Chairman of President Truman's Council of Economic 

Advisers, and currently he is President of the Conference on Economic 

Progress. 

Mr. Keyserling, it is indeed a pleasure to welcome you back to 

the Industrial College of the Armed Forces. 

IVill. VfEYSERLING: I'm certainly glad to be here. I was informed, 



m u c h  to m y  s u r p r i s e ,  t ha t  t h i s  i s  abou t  the s i x t h  t i m e .  When  the p e r s o n  

who i n t r o d u c e d  m e  s t a r t e d  t a l k i n g  and  s a i d  t h a t  i t  w a s  v e r y  f i t t i ng  to 

open  t h i s  s e r i e s  w i th  m e ,  I t hough t  he was  go ing  to s a y  tha t  i t  was  v e r y  

f i t t i n g  to open  the s e r i e s  on e c o n o m i c  s t a b i l i z a t i o n  w i t h  s o m e b o d y  who 

d o e s n ' t  b e l i e v e  in  e c o n o m i c  s t a b i l i z a t i o n .  

I t h i n k  in  one s e n s e  t h i s  i s  c e r t a i n l y  t r ue ,  b e c a u s e  the  l aw of l i fe  i s  

no t  s t a b i l i t y .  The  law of l i fe  i s  g r o w t h .  

i c a l  way ,  s t a b i l i t y  d e p e n d s  upon g r o w t h .  

i t  
Or ,  to pu t ] in  a m o r e  p a r a d o x -  

And we in  the U n i t e d  S t a t e s ,  

during a period in our history when we have needed to recognize this 

more than ever before, and, in fact, when our survival may depend on it, 

have become so frozen to the idea of stability in the static sense that 

we have lost much of the dynamic character which should give us our great 

advantage over the totalitarian challengers, and also enable us better to 

m e e t  ou r  n e e d s  a t  h o m e .  We have  l o s t  the g r e a t  p a r t  of t h i s  d y n a m i s m  

b y  b e c o m i n g  wedded  to the c o n c e p t  of s t a b i l i t y ;  and,  not  p a r a d o x i c a l l y  

bu t  n a t u r a l l y ,  t h i s  h a s  g i v e n  us  l e s s  s t a b i l i t y  to boot .  So, i n s t e a d  of 

a c h i e v i n g  a l e s s e r  o b j e c t i v e  a t  the s a c r i f i c e  of a g r e a t e r  o b j e c t i v e ,  we 

have  a c h i e v e d  n e i t h e r .  

Now, of c o u r s e ,  s o m e  peop l e  m a y  a sk ,  d e s p i t e  the v e r y  g e n e r o u s  

i n t r o d u c t i o n ,  wha t  q u a l i f i c a t i o n  I have  to t a l k  abou t  s o m e  of t h e s e  s u b -  

j e c t s ;  and I ' m  go ing  to s a y  a w o r d  in  m y  own b e h a l f .  

F o r  e x a m p l e ,  on th i s  m a t t e r  of how m u c h  our  e c o n o m y  ought  to 

be o u t l a i d  fo r  n a t i o n a l  d e f e n s e ,  I d o n ' t  p r e t e n d  to be a m i l i t a r y  e x p e r t .  

So how c a n  I have  a n y  v i e w s  on t h i s  s u b j e c t ?  Wel l ,  I go down South  
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and  I have a l i t t l e  nephew w~lDm I ca l l  Cap ta in  B i l ly .  I go down to s ee  

h im and he t e l l s  me  that  t h e r e ' s  a fe l low a c r o s s  the s t r e e t  who is  an 

awful  bul ly ,  v e r y  u n r u l y  and v e r y  d a n g e r o u s .  He s a y s :  "Unc le  Leon,  

I ' m  in t r a i n i n g  and I 'm  s t r o n g  enough to bea t  that  f e l l o w . "  Then I go 

down to see  Cap ta in  B i l l y  a few weeks  l a t e r  and he s a y s :  "Wel l ,  I ' m  

not  s t r o n g  enough to bea t  th is  fel low, but I ' m  s t r o n g  enough to tie h i m . "  

Then I go down to see  h im a few weeks  l a t e r  and he s a y s :  " I ' m  not 

s t r o n g  enough to t ie h im,  but I think I ' m  s t r o n g  enough to de t e r  h i m . "  

Then I go down a few weeks  l a t e r  and he s a y s :  "Wel l ,  I don ' t  know whe the r  

I ' m  s t r o n g  enough to d e t e r  h im any m o r e ,  but I ' m  s t r o n g  enough to give 

h im p a u s e . "  And then I go down a few weeks  l a t e r  and he s a y s :  " I  don ' t  

know whe the r  I ' m  s t r o n g  enough to give h im pause ,  but  I ' m  c e r t a i n l y  

s u r e  that  he m a y  have changed  his  i n t e n t i o n s . "  And then I go down s t i l l  

l a t e r ,  and Cap ta in  Bi l ly ,  who by this  t ime  has  put on a lot of e x t r a  fat, 

s a y s :  "Wel l ,  I don ' t  know what  d i f f e r e n c e  i t  r e a l l y  m a k e s  a n y w a y . "  

Now, I don ' t  have to be an e x p e r t  in p u g i l i s m  to be r a t h e r  c o n c e r n e d  

about  Cap ta in  B i l l y  unde r  these  c i r c u m s t a n c e s .  

Second, I want to make  the point  that  I don ' t  want any  of you to 

b e c o m e  n o n p l u s s e d  by the s e e m i n g  d i f f e r e n c e s  of v iewpoin t  among  econ-  

o m i s t s .  I th ink one of the h a r d e s t  th ings  we have to deal  wi th  as  we 

r e a d  the h e a r i n g s  up on the I://ll, whe re  m a n y  e c o n o m i s t s  a r e  p a r a d e d  

be fo re  the coun t ry ,  when we h e a r  the v iewpoin t s  of e c o n o m i s t s  in s ide  

and  ou t s ide  of the G o v e r n m e n t ,  i s ,  how can the i n f o r m e d  l a y m a n - - a n d  

in a d e m o c r a c y ,  po l icy  a l w a y s  has  to be made  in the f ina l  a n a l y s i s  by 

3 



the i n f o r m e d  l ayman  and not  by the s p e c i a l i s t - - k n o w  where  to go and 

where  to tu rn  when the re  is  so much  d i f f e r e n c e ?  

~;Vell, I have a v e r y  s i m p l e  f o r m u l a  for  th i s .  

i s n ' t  any  d i f f e r ence .  

T h e r e  r e a l l y  

T h e r e ' s  only  the d i f f e r ence  be tween  the good 

e c o n o m i s t s  and the bad  e c o n o m i s t s .  

a r e  v e r y  few in n u m b e r .  

Unfor tuna te ly ,  the good e c o n o m i s t s  

But, s t a t i ng  i t  m o r e  r e a l i s t i c a l l y ,  t he re  i s n ' t  r e a l l y  an e c o n o m i c  

d i f f e r e n c e .  T h e r e ' s  a d i f f e r ence  in what  e c o n o m i c s  is  a l l  about .  

Now, I say  that  e c o n o m i c s  fundamen ta l l y  is  about the l og i s t i c s  

of r e a l  weal th .  ]Economics is  about  what  a na t ion  has by way of p r o d u c -  

t ive power  and what  i t  does with i t .  This  i s  t rue  whe the r  y o u ' r e  t a lk -  

ing about  a s l ave  soc i e ty  behind  the I ron  Cur t a in  or  the Bamboo  Cur ta in ,  

o r  a f r ee  s o c i e t y  in W e s t e r n  Europe ,  or  a f r ee  s o c i e t y  in the Uni ted 

S ta tes .  In the f ina l  a n a l y s i s ,  the pu rpose  of a l l  e c o n o m i c  thought  and 

a l l  e conomic  po l i cy  is  to i n c r e a s e  your  product ion ,  and e s p e c i a l l y  your  

p roduc t ion  p e r  capi ta ,  th rough  the app l i ca t ion  of c o n s t a n t l y  i m p r o v e d  

t echno logy  and m a n a g e r i a l  sk i l l s j  and good wi l l  in a f r ee  s o c i e t y ;  and ,  

second ,  to use  i t  w i se ly .  Using it  wise ly ,  of c o u r s e  invo lves  sub jec t ive  

judgment ,  b e c a u s e  d i f fe ren t  people  d i f fe r  as  to wi sdom.  But, none the -  

l e s s ,  these  a r e  the two p u r p o s e s  of any  economic  s o c i e t y .  

P r i c e s ,  wages,  tax pol icy ,  m o n e t a r y  po l i cy  a r e  m e r e l y  v a r i o u s  

i n s t r u m e n t s  toward  the a c h i e v e m e n t  of these  two e c o n o m i c  p u r p o s e s  of 

m a r s h a l i n g  your  r e s o u r c e s  and us ing  them w i s e l y  for  the p u r p o s e s  of 

the c o u n t r y  and the p u r p o s e s  of the na t ion .  
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Now, the two kinds of economists are those who concentrate on 

the first problem and think Of the second problem as one of instrumental 

use~ and those who have gradually become so intrigued with the intellec- 

tual interest of the second problem, or so proud of the specialties which 

they have developed for the treatment of luhe second phases of the problem, 

that they forget about the first. And so they debate about desirable price, 

wage, tax, profit, and monetary policies in a vacuum, without relating 

it back empirically or quantitatively to what is actually happening to 

the use of our resources. And therefore naturally they differ, and there- 

fore naturally a lot of what they say is irrelevant, and therefore natur- 

ally almost all of what they say is dangerous. 

And that is why we get such extreme conflicts as one hears now. 

Whereas we have been told for many years by one school of economic 

thought that a budgetary surplus was restrictive, that it held back the 

level of activity and therefore was anti-inflationary, we are now told 

that a large budgetary surplus, particularly if it is applied to the reduc- 

tion of the national debt, is stimulatory because it provides business 

and the consumer with more funds. And therefore, contrary to the whole 

theory of fiscal policy which I thought was accepted by almost everybody, 

we are proceeding on the assumption that the bigger surplus you have, 

the faster rate of economic growth you will attain and at least the most 

sustainable it will be. 

Now, this doesn't result from a lack of log-ic. It results from a fail- 

ure to observe the aphorism of Nir. Justice Holmes that a page of exper- 

5 



i e n c e  i s  w o r t h  a pound  of l og i c .  Nobody,  a l m o s t  nobody,  i s  s a y i n g  

t h a t  i f  we a r e  go ing  to have  an e c o n o m i c  t h e o r y ,  we s h o u l d  bu i ld  a m o d e l  

of  how the e c o n o m y  is  a c t u a l l y  o p e r a t i n g  and  look  at  i t  and  s e e  wha t  w e n t  

w r o n g  in  t e r m s  of ou r  b a s i c  p r i n c i p l e s ,  and  then  r e c o n s t r u c t  the t h e o r y  

on the b a s i s  of th i s  o b s e r v a t i o n .  

Now a w o r d  about  c o n s e r v a t i s m  and  l i b e r a l i s m ,  b e c a u s e  I ' m  

c l a s s i f i e d  as  a l i b e r a l  e c o n o m i s t .  I ' m  not  a l i b e r a l  e c o n o m i s t .  I ' m  

an  o b s e r v a t i o n a l  e c o n o m i s t .  I c a n ' t  i m a g i n e  a n y t h i n g  m o r e  c o n s e r v a -  

t ive  than  wha t  I j u s t  s a id ,  and  I ' m  not  i n t e r e s t e d  in  l a b e l s .  I don ' t  m i n d  

b e i n g  c a l l e d  a l i b e r a l  e c o n o m i s t .  I ' m  r a t h e r  p r o u d  of i t .  But  wha t  cou ld  

be m o r e  c o n s e r v a t i v e  than  s a y i n g  tha t  the  r e a l  w e a l t h  of n a t i o n s  i s  in  

wha t  you p r o d u c e  and  how you u s e  it ,  and  not  in b o o k k e e p i n g ;  and  tha t  

the  r e a l  way  to a r r i v e  at  a s o u n d  e c o n o m i c  t h e o r y  i s  to look  p r a g m a t -  

i c a l l y  a t  wha t  i s  h a p p e n i n g  and  r e a d j u s t  y o u r  t h e o r y  g r a d u a l l y  to the 

o b s e r v a t i o n  of the c h a n g e s  tha t  a r e  t ak ing  p l a c e  ? 

Now, you can  c a l l  that  l i b e r a l ,  c o n s e r v a t i v e ,  s o c i a l i s t ,  p l ann ing ,  

a n y t h i n g  you want  to,  but  t h a t ' s  wha t  I s t a n d  fo r .  I m a k e  t h e s e  i n t r o d u c -  

t o r y  r e m a r k s  so tha t  wha t  I s a y  wi l l  f a l l  m o r e  c l e a r l y  in to  l i ne .  

In t h e s e  t e r m s  l e t ' s  look  at  wha t  ha s  b e e n  h a p p e n i n g  to ou r  e c o n -  

o m y  s i n c e  the  end  of the  K o r e a n  W a r .  And I d o n ' t  t ake  s i n c e  the  e n d  

of the  K o r e a n  War  for  any  p o l i t i c a l  p u r p o s e s .  It h a p p e n s  tha t  a new 

A d m i n i s t r a t i o n  c a m e  in then .  I t ake  tha t  p e r i o d  b e c a u s e  the  e n d i n g  of 

the K o r e a n  War  c h a l l e n g e d  us  a g a i n  wi th  the p r o b l e m  of wha t  k ind  of 

e c o n o m i c  job we c o u l d  d o  £n a long  p e r i o d  b e t w e e n  p e a c e  and  war ,  w h i c h  
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is the only type of period which is relevant to our problems now. Prov- 

idence doesn't know, at least we don't know, when we're going to be in 

a p e r i o d  of r e a l  peace .  

in  a pe r iod  of r e a l  w a r .  

We c e r t a i n l y  don ' t  know when w e ' r e  going to be 

And t h e r e f o r e  the p e r f o r m a n c e  of our  e c o n o m y  

in th i s  m idd l i ng  p e r i o d  i s  m o s t  r e l e v a n t  to our  p r o b l e m  today and as  

f a r  ahead  as  we can s e e .  And, second,  the new techno logy  which has  

e m e r g e d  dur ing  th i s  p e r i o d  i s  m o r e  r e l e v a n t  to our  economic  p r o b l e m s  

than  any th ing  in  the pas t .  

Th i rd ,  to be p e r f e c t l y  f r ank  with  you, I th ink  the re  have been  

c e r t a i n  e conomic  changes  in na t iona l  po l i cy  dur ing  th i s  p e r i o d  which 

I think a r e  p ro found ly  wrong,  both on the m o n e t a r y  s ide  and on the budget  

s i d e .  And, l e s t  you th ink I am p o l i t i c a l  in this ,  I r e f e r  you to the h e a r -  

ings  be fo re  the Jo in t  ]Economic C o m m i t t e e  in 1952, when I was the top 

economic  o f f i c e r  of the G o v e r n m e n t  and when I took profound  d i f f e r ence  

with  the changes  in m o n e t a r y  po l i cy  then in  t he i r  inchoa te  shape  and 

deba ted  i t  m o s t l y  with D e m o c r a t i c  S e n a t o r s .  So t he r e  i s  no th ing  po l i t -  

i c a l  about  t h i s .  

Now, what  has  happened  to us du r ing  these  s even  y e a r s  i s  v e r y  

e a s y  to s t a t e  in t he se  quan t i t a t ive  t e r m s :  We 've  had an e x t r e m e l y  low 

r a t e  of e conomic  g rowth .  Our a v e r a g e  dur ing  the pa s t  50 y e a r s  in r e a l  

n a t i o n a l  p roduc t  i n c r e a s e  pe r  y e a r  has  been  about  3 p e r c e n t .  Our  a v e r -  

age dur ing  these  s e v e n  y e a r s  has  been 2 .3  pe r cen t ,  which  i s  a he l l  of a lot  

be low 3. And the 3 p e r c e n t  f igure  i s  e n t i r e l y  i r r e l e v a n t ,  b e c a u s e  this  

i s n ' t  even  the e x p e r i e n c e  r e c o r d .  
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The 3 p e r c e n t  i s  c o m p o u n d e d  of an a c c e l e r a t i n g  r a t e  of e c o n o m i c  

g r o w t h  b a s e d  upon an a c c e l e r a t i n g  e n l a r g e m e n t  in  t e c h n o l o g y .  And  

t h e r e f o r e ,  to m e a s u r e  ou r  p o t e n t i a l s  a g a i n s t  a 5 0 - y e a r  a v e r a g e  i s  j u s t  

as  r i d i c u l o u s  as  i f  we t r i e d  to p r o j e c t  a h e a d  t en  y e a r s  w h a t ' s  go ing  to 

h a p p e n  in  m e d i c a l  s c i e n c e  on the b a s i s  of the  a v e r a g e  of the  l a s t  50 y e a r s ,  

o r  w h a t ' s  go ing  to h a p p e n  in m i l i t a r y  w e a p o n r y  b a s e d  upon  the a v e r a g e  

of the l a s t  50 y e a r s .  ~Ve d o n ' t  l i ve  in tha t  k ind  of an e c o n o m i c  w o r l d ,  

an y  m o r e  than  we l ive  in  tha t  k ind  of a s c i e n t i f i c  w o r l d  o r  m i l i t a r y  w o r l d .  

And,  a s  a m a t t e r  of  fac t ,  s i n c e  the  e c o n o m i c  p e r f o r m a n c e  i s  a c o m p o u n d  of 

m o r e  i m p o n d e r a b l e s  than  s c i e n c e  o r  m i l i t a r y  l i fe ,  t ak ing  a 5 0 - y e a r  

a v e r a g e  is  e v e n  m o r e  r i d i c u l o u s .  

If we look  at  the  m o r e  r e  c e n t  p e r i o d ,  take,  for  e x a m p l e ,  the 

s e v e n  y e a r s  p r i o r  to the  e n d i n g  of the K o r e a n  YWar, w h i c h  a g a i n  i s  r a t h e r  

s i m i l a r  to the c u r r e n t  p e r i o d ,  b e c a u s e  about  ha l f  the  t i m e  was p e a c e t i m e ,  

wi th  a m i l i t a r y  b u d g e t  of 13 b i l l i o n  d o l l a r s ,  and  ha l f  the t i m e  was  l i m i t e d  

w a r ,  w h i c h  g i v e s  you an a v e r a g e  c o m p o u n d  m i x  s o m e w h a t  s i m i l a r  to 

w h a t  w e ' v e  had  m o r e  r e c e n t l y ,  we had  a g r o w t h  r a t e  of  4 . 7  p e r c e n t  a y e a r  

wi thou t  the  l d n d  of p r e s s u r e  upon our  p r o d u c t i v e  r e s o u r c e s  tha t  we had  

in  f u l l - t i m e  w a r .  As  a m a t t e r  of fact ,  ;hours  of l a b o r  w e r e  r e d u c e d  

d u r i n g  the  K o r e a n  W a r .  We had  v e r y  l i t t l e  p r e s s u r e  on r e s o u r c e s .  We 

had  i n f l a t i o n  fo r  o t h e r  r e a s o n s ,  w h i c h  I ' l l  c o m e  to. 

So w e ' v e  had  th i s  2 . 3  p e r c e n t  g r o w t h  r a t e .  The  c u s t o m a r y  a r g u -  

m e n t  d e v e l o p e d  in f a v o r  of th i s  g r o w t h  r a t e ,  w h i c h  r e p r e s e n t s  the  l a t e s t  

m e n t a l  g y m n a s t i c s  of m y  f r i e n d s  in the F e d e r a l  R e s e r v e  B o a r d  and  
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e l s e w h e r e ,  i s  tha t  i t  i s  b e t t e r  to have  th i s  l o w e r  r a t e  b e c a u s e  i t  i s  a 

s u s t a i n a b l e  r a t e ;  t ha t  i f  i t ' s  h i g h e r ,  i t  w o n ' t  be  so  s u s t a i n a b l e .  Wel l ,  

I look  b a c k  o v e r  the l a s t  s e v e n  y e a r s  to s e e  w h a t ' s  b e e n  s u s t a i n e d  and  

wha t  I f ind i s  t h i s :  I f ind  tha t  the 2 . 3  p e r c e n t  r a t e  i s  c o m p o s e d  of a down-  

t u r n  of 2 p e r c e n t  f r o m  '53 to '54,  an u p - t u r n  of 8 p e r c e n t  f r o m  '54 to '55, 

an u p - t u r n  of 2 112 p e r c e n t  f r o m  '55 to '5~, of  1 p e r c e n t  f r o m  '5G to '57,  

a n o t h e r  d o w n - t u r n  of 3 p e r c e n t  f r o m  '57 to '58,  a n o t h e r  u p - t u r n  of G 1/2 

p e r c e n t  f r o m  '58 to '59;  and  now the b u s i n e s s m e n  a r e  s p e c u l a t i n g  w h e t h e r  

the n e x t  d o w n - t u r n  wi l l  be  in  l a te  'SO or ,  b e c a u s e  of the  s t e e l  s t r i k e ,  

w i l l  be  d e f e r r e d  un t i l  l a te  1961. So w h a t ' s  s u s t a i n a b l e  about  t h i s ?  We 

have  had  r e c e s s i o n  ha l f  the  t i m e  and  a d v a n c e  ha l f  the  t i m e .  No th ing  

has  b e e n  s u s t a i n e d .  

As  a m a t t e r  of fact ,  the v e r y  low g r o w t h  r a t e  i s  the r e a s o n  why 

n o t h i n g  has  b e e n  s u s t a i n e d ,  b e c a u s e  when  you g r o w  tha t  s l owly ,  when  

you g r o w  so  s l o w l y  tha t  y o u ' r e  not  m o v i n g  fa s t  enougi~ to a b s o r b  the  

a d d i t i o n a l  l a b o r  f o r c e  and  the a c c r u i n g  t e c h n o l o g y ,  w h i c h  i s  m o v i n g  f o r -  

w a r d  at  a b u r s t i n g  pace ,  m o r e  than  we r e a l i z e ,  you g r a d u a l l y  a c c r u e  a 

d i f f e r e n t i a l  b e t w e e n  y o u r  a c t u a l  p r o d u c t  and  y o u r  p o t e n t i a l  p r o d u c t  w h i c h  

b e c o m e s  so  l a r g e  tha t  you ge t  a n o t h e r  r e c e s s i o n .  So tha t  s a y i n g  tha t  a 

2 . 3  p e r c e n t  g r o w t h  r a t e  i s  s u s t a i n a b l e ,  w h i c h  is  the l a t e s t  f a s h i o n a b l e  

a r g u m e n t ,  i s  l i ke  s a y i n g  tha t  for  an a i r p l a n e  to s u s t a i n  i t s e l f  b e s t  gGirLg 

in  the a i r ,  i t  ought  to go 23 m i l e s  an h o u r .  

Now, what  h a v e  b e e n  the c o n s e q u e n c e s  of th i s  low g r o w t h  r a t e  ? 

The c o n s e q u e n c e s  of the  low g r o w t h  r a t e ,  v e r y  s i m p l y ,  a r e  that ,  w h i l e  
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of c o u r s e ,  we a r e  h i g h e r  at  the top of e v e r y  boomthan  at  the top of the 

p r e v i o u s  boom, and t h e r e f o r e  the p o l i t i c i a n s  t e l l  us  w e ' r e  b e t t e r  off 

than e v e r  be fo re  b e c a u s e  w e ' r e  h ighe r  than e v e r  be fo re ,  th is  is  a b s o l u t e l y  

m e a n i n g l e s s .  I t ' s  l ike the l i t t le  boy in s choo l  tha t  s t a y e d  two y e a r s  

in the t h i r d  g rade ,  two y e a r s  in the fourth ,  and two y e a r s  in the fifth; 

and when he got in  the s ix th ,  his  m o t h e r  went  a round  town s a y i n g  h e ' s  

h i g h e r  than e v e r  b e f o r e .  When e v e r  be fore  was  such  b r i l l i a n c e  demon-  

s t r a t e  d ? 

Ac tua l ly ,  a t  the peak  of the boom in 1959 you have a p roduc t  

po t en t i a l  about  10 p e r c e n t  h i g h e r  than at  the peak  of the p r e v i o u s  boom 

two or t h ree  y e a r s  e a r l i e r ;  and i f  y o u ' r e  one p e r c e n t  h ighe r ,  i n s t e a d  

of s a y i n g  y o u ' r e  h ighe r  than e v e r  be fore ,  you ought to s a y  y o u ' r e  9 p e r -  

cen t  beh ind .  And i f  you look at  y o u r  unused  r e s o u r c e s  r a t h e r  than at  

you r  u sed  r e s o u r c e s ,  which  i s  the r e a l l y  v i t a l  thing, th is  i s  p e r f e c t l y  

obvious,  b e c a u s e  at  the peak  of e a c h  of t hese  u p - t u r n s  that  we 've  had 

s i n c e  the i~:orean ~Jar,  we, of c o u r s e ,  have had l e s s  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 depth of the p r e v i o u s  r e c e s s i o n ;  but we 've  

had 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 peak  of the 

p r e v i o u s  boom, which  i s  the r e a l l y  p r o p e r  me thod  of c o m p a r i s o n .  In 

o the r  words ,  in a r a g g e d  u p - a n d - d o w n  p e r f o r m a n c e  we a r e  g r a d u a l l y  

a c c r u i n g  m o r e  ch ron i c  u n e m p l o y m e n t  in was t age  of p lan t  and m a n p o w e r ,  

not y e a r  by y e a r  but two y e a r s  by two y e a r s  o r  t h ree  y e a r s  by t h r ee  y e a r s ,  

which  i s  the only  thing that  coun ts .  

Now, what  i s  th i s  cos t i ng  u s ?  D i f f e r e n t  e c o n o m i s t s  wi l l  have 
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d i f f e r e n t  c o m p u t a t i o n s ,  but  again t h e s e  d i f f e r e n t i a l s  a r e  i n s i g n i f i c a n t  

fo r  the  p u r p o s e s  of the g e n e r a l  p r o p o s i t i o n .  What  i t  i s  c o s t i n g  us ,  v e r y  

s i m p l y ,  i s  tha t  o v e r  the p a s t  s e v e n  y e a r s  we have  had  200 b i l l i o n  d o l -  

l a r s  l e s s  of n a t i o n a l  p r o d u c t i o n ,  m e a s u r e d  in  t958 p r i c e s ,  u n i f o r m  

p r i c e s ,  than  if  we had  m a i n t a i n e d  a s u s t a i n a b l e  r a t e  of g r o w t h - I  u n d e r -  

s c o r e  " s u s t a i n a b l e " - - b e c a u s e  4 o r  5 p e r c e n t  a y e a r  wou ld  have  b e e n  

s u s t a i n a b l e ,  wh i l e  a 2 . 3  p e r c e n t  a v e r a g e  i s  not  s u s t a i n a b l e .  We would  

have  had  about  200 b i l l i o n  d o l l a r s  m o r e  of n a t i o n a l  p r o d u c t i o n .  :%'Ve 

wou ld  have  had  abou t  15 r n i l l i o n  m o r e  m a n - y e a r s  of e m p l o y m e n t .  

So m u c h  fo r  the  o v e r a l l .  Now, as  to the u s e s ,  of c o u r s e ,  e c o n -  

o m i s t s  can  d r a w  d i f f e r e n t  p a t t e r n s  of  wha t  u s e s  th i s  h i g h e r  p r o d u c t i o n  

m i g h t  have  b e e n  put  to.  My m e t h o d  of d i v e r s i f i c a t i o n  of th i s  a d d i t i o n a l  

p r o d u c t  i s  to look p r a g m a t i c a l l y  at  wha t  I c a l l  a s u s t a i n a b l e  p a t t e r n ,  

w h i c h  i s  ,What the R e s e r v e  B o a r d  i s  t a l k i n g  about ,  but  t h e y ' r e  t a l k ing  

abou t  i t  w i thou t  l ook ing  at  the f a c t s .  

A c c o r d i n g  to the s u s t a i n a b l e  p a t t e r n  I ge t  the  no t i on  that  wha t  

we s h o u l d  have  had  o v e r  th is  p e r i o d  i s  abou t  51 b i l l i o n  d o l l a r s  m o r e  of  

p r i v a t e  i n v e s t m e n t  in  t oo l s  and  t e c h n o l o g y  to bu i ld  ou r  f u n d a m e n t a l  p r o -  

d u c t i v e  p o w e r ,  about  127 b i l l i o n  d o l l a r s  m o r e  of p r i v a t e  c o n s u m p t i o n  

fo r  r a i s i n g  the  A m e r i c a n  s t a n d a r d  of l iv ing ;  and  on the pub l ic  s i d e  i t ' s  

a l i t t l e  h a r d e r  to m e a s u r e  b e c a u s e  you have  a lo t  of d i f f e r e n t i a l s  b e t w e e n  

g o o d s  and  s e r v i c e s  a c c o u n t s  and  o t h e r  k i n d s  of a c c o u n t s .  But r e a l i s t i c a l l y  

wha t  i t  c o m e s  to is  th i s :  

~ ' i t h  the w i s e  d e p l o y m e n t  of the  f u l l e r  u s e  of our  r e s o u r c e s ,  we 
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would over this period, at existing tax rates, have had about ~5 billion 

dollars more of Federal, State, and local revenues, which is not dollars 

but wealth, because I don't get the G5 billion dollars out of raising tax 

rates and redistributing products from one part of the economy to the 

other. The 65 billion dollars is merely the portion of this additional 
at 

200 billion dollars of wealth production which/the existing tax rates 

would be allocated to public purposes; and it would still leave over 

135 billion dollars more for private investment and private consumption. 

l~ow, what we could have done with that 65 billion dollars, very 

simply, is this: ~Ve could have used about 19 billion dollars of it to 

retire completely, or, rather, to eradicate completely, the 6~ficit in 

t he cash budget over this whole period. That's bowing respectfully to 

those who believe that inflation has been caused by deficit, which it 

hasn't. But at least we would have done that. %Ve wouldn't have had 

the deficit. And the remainder would have been available for national 

defense, science, education, the basic national priorities of the nation. 

Now, I'm not dealing now with really debatable issues, because 

the only thing that economists could debate with on this score is whether 

the 200 billion figure ought to be 175, whether the 15 million man-years 

of lost employment opportunity should have been 13 or 18. Actually, if 

who 
we were awake to the world challenge, as the excellent people/are bring- 

ing to the attention of Covernor Rockefeller what I've been saying for 

for a number of years have s:aid, we shouldn't be talking about the 4 or 5 

pe rcen t  growth ra te  that  I 'm  talking about. We should be talking about 
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G or 7 or 8; and these figures should not be 200 billion and 15 million, 

but should be maybe 250 billion and 18 million. But I'm taking a very 

conservative, middle-of-the-road approach on this. 

Now, let's look at some of the confusions on this score. One of 

the biggest confusions is on the part of the people who tell us heroically, 

to the great damage of the American system, that our Presidents or 

our Presidential candidates have to have the heroism to tell the Amer- 

ican people that if they want more national defense, if they want more 

e d u c a t i o n ,  i f  t h e y  wan t  m o r e  s c i e n c e ,  

p r i v a t e  l i v i n g  s t a n d a r d s .  

Now, 

c o n f u s i n g .  

t h e y  have  to cut  b a c k  on t h e i r  

t h i s  i s  a b s o l u t e  pap  and  n o n s e n s e .  I t ' s  p s y c h o l o g i c a l l y  

I t ' s  p o l i t i c a l l y  r i d i c u l o u s .  I t ' s  f u n c t i o n a l l y  u n w o r k a b l e  in  

a m i x e d  s i t u a t i o n  b e t w e e n  p e a c e  and  w a r ;  and  i t ' s  not  t r u e .  

The s t a t e  of ou r  e c o n o m i c  c o n f u s i o n  i s  i n d i c a t e d  b y  the f ac t  t ha t  

the  b i g g e s t  b e s t  s e l l e r  t ha t  w e ' v e  had  in  the  f i e l d  of e c o n o m i c s  in  the 

l a s t  two o r  t h r e e  y e a r s ,  w r i t t e n  by  a v e r y  good p e r s o n a l  f r i e n d  of m i n e ,  

i s  on the s c o r e  of e c o n o m i c  a n a l y s i s  one of the I o o s e s t ,  s l o p p i e s t ,  

w r o n g e s t  books  t ha t  have  b e e n  w r i t t e n  in  the p a s t  f o r t y  y e a r s ,  b e c a u s e  

w h a t  i t  s a y s ,  v e r y  s i m p l y ,  i s  t ha t  e c o n o r n i c  g r o w t h  i s  no l o n g e r  i m p o r -  

t a n t  b e c a u s e  w e ' r e  so  a f f l u e n t  t h a t  a l l  we have  to do i s  to d iv ide  up in  a 

d i f f e r e n t  way  wha t  w e ' v e  a l r e a d y  got ,  and  i m p o s e  e n o u g h  s a l e s  t a x e s  on 

l o w - i n c o m e  peop l e  to p a y  fo r  n a t i o n a l  d e f e n s e  and  fo r  s c h o o l s .  
p o l i t i c a l l y  

Now, how you  a r e  go ing  to do t h i s ~ n  a f r e e  s o c i e t y  tha t  i s  f i g h t i n g  

not  a hot  w a r  bu t  a co ld  w a r  I c l on , t  s e e .  But ,  m o r e  i m p o r t a n t ,  how a r e  
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you going to do it economically? Because if these people who want 

to write best sellers would instead look at some of these quantifications 

that I've talked about, and look at some of the logistics of economics, 

they'd say this: "All right. We've had this 200 billion dollars deficit 

in national product, and we've had these 15 million man-years of exces- 

sive unemployment. V~e needed over this period 40 or 50 billion dollars 

more of public outlays, including national defense. Let's just change 

the accounts and making the model for the past, make the public spend- 

ing 50 billion dollars bigger and the private spending 50 billion dollars 

lower. " 

V~ell, this would make some sense if you had had full use of 

resources. But if you apply this to the pattern of performance which 

you've actually had, you would still have the 200 billion dollar deficit 

and still have the 15 million man-years of unemployment, and he wculd 

still be going out to Michigan and telling his State, which has had an 

average employment in the automobile industry of about ~0 percent over 

the last seven years, and an average level of unemployment of about 

500, 000, that the way to get more schools, which depend upon tax reven- 

ues, is to have still fewer automobiles and still more unemployment. 

Now, for people who want to pretend to be moralisti~ when they 

are only confusing, it sounds very wonderful to say, "Aren,t schools 

more important than tail fins .~' Of course they are. But there's no 

conflict between the two when your shortage of resources for public 

purposes is a by-product of the overall wastage in your economy and the 
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o v e r a l l  d e f i c i t  in tax  r e v e n u e s  r e s u l t i n g  f r o m  a p o o r  p r i v a t e  p e r f o r m a n c e .  

If we had  b e e n  o p e r a t i n g  d u r i n g  the  l a s t  few y e a r s  at  a n y t h i n g  

l ike  o p t i m u m  u s e  of r e s o u r c e s ,  I would  be the  f i r s t  to s ay  that ,  i f  tha t  

d id  not  y i e l d  an  a d e q u a t e  l e v e l  of n a t i o n a l  d e f e n s e  o r  of s c h o o l s  o r  of 

s c i e n c e ,  c e r t a i n l y  we m u s t  cut  b a c k  on p r i v a t e  c o n s u m p t i o n  in  o r d e r  to 

a c h i e v e  these  h i g h e r  p r i o r i t i e s .  Th i s  m e a n s  h i g h e r  tax  r a t e s ,  i t  m e a n s  

r e p r e s s i o n  of p r i v a t e  l i v ing  s t a n d a r d s ,  and  w e ' v e  got  to do it;  and  the 

A m e r i c a n  p e o p l e  w o u l d  u n d e r s t a n d  and  take  i t .  

But  to t a lk  th i s  way  u n d e r  c i r c u m s t a n c e s  as  t h e y  have  a c t u a l l y  

e x i s t e d  i s  e c o n o m i c  n o n s e n s e ;  and,  m o r e  i m p o r t a n t  even ,  i t  e x h i b i t s  a 

c o m p l e t e  l ack  of u n d e r s t a n d i n g  of the w o r l d w i d e  s t r u g g l e  w e ' r e  e n g a g e d  

in, b e c a u s e  h e r e  fo r  the p a s t  ten  o r  f i f t e en  y e a r s  w e ' v e  b e e n  s a y i n g  to 

o u r  peop]e ,  in fac t  s a y i n g  to t h e m  too m u c h :  " L o o k ,  the l%ussians have  

b e e n  ab le  to b u i l d  a b ig  i n d u s t r i a l  b a s e  and  have  b e e n  ab le  to b u i l d  a b ig  

m i l i t a r y  m a c h i n e  by r e p r e s s i n g  c o n s u m p t i o n  and the s t a n d a r d s  of l i v ing  

of t h e i r  p e o p l e .  " Th i s  in  the long run ,  w e ' v e  b e e n  s a y i n g ,  i s  go ing  to 

w e a k e n  t h e m  b e c a u s e  you c a n ' t  go on f o r e v e r  in any  k ind  of m o d e r n  w o r l d ,  

e v e n  u n d e r  a t o t a l i t a r i a n  s y s t e m ,  s u p p r e s s i n g  the  a d v a n c e m e n t  of p r i v a t e  

l i v i n g  s t a n d a r d s ,  and  th is  w i l l  c o r r u p t  t h e m  f r o m  wi th in .  

Well ,  of c o u r s e ,  th i s  has  b e e n  a m a n i f a s t a t i o n  of ou r  b e l i e f  in  

the  U n i t e d  S t a t e s  tha t  i t  i s  p a t r i o t i c  to t e l l  e v e r y b o d y  how w e a k  y o u r  

o p p o n e n t  i s .  I had  a few y e a r s  ago  to c h a l l e n g e  the  p r o p o s i t i o n  tha t  

t h e y  c o u l d n ' t  d e v e l o p  an a t o m i c  b o m b  for  ten  y e a r s ,  and  then  I had  to 

c h a l l e n g e  the p r o p o s i t i o n  tha t  t h e y  c o u l d n ' t  d e v e l o p  a s c i e n c e  b e c a u s e  
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t hey  were  b a r b a r i a n s .  And then I had to cha l l enge  the p ropos i t i on  that  

they  cou ldn ' t  develop educa t ion  b e c a u s e  d i c t a t o r s  w e r e n ' t  i n t e r e s t e d  in  

the educa t ion  of the people .  And then I had to cha l l enge  the p r o p o s i t i o n  

tha t  t hey  w e r e n ' t  going to expand c o n s u m e r  e n j o y m e n t  because ,  unl ike  

the b a r b a r i a n s  of =~ome, t h e i r  s y s t e m  is  i n t e r e s t e d  in  the expans ion  of 

the l iv ing  s t a n d a r d s  of t h e i r  own people .  They  be l i eve  tha t  they  have 

a b e t t e r  s y s t e m  for  tha t  pu rpose ,  and I don ' t  be l i eve  i t ' s  b e t t e r .  But 

n e i t h e r  the ph i l o sophy  nor  the d r ive  nor  the po l i t i c s  of tha t  s y s t e m  is  

d i s i n t e r e s t e d  in  advanc ing  the l iv ing  s t a n d a r d s  of the !%ussian people .  

What they  have done unde r  a s l ave  s y s t e m  is  to do what  the u n d e r -  

deve loped  ~ree s o c i e t i e s  would have  l iked  to be able to do unde r  a f r ee  

s y s t e m ;  n a m e l y ,  to de fe r  the e x p a n s i o n  of l iv ing  s t a n d a r d s  so as  to bui ld  

cap i t a l  equ ipment ;  and a f r ee  u n d e r - d e v e l o p e d  s o c i e t y  f inds i t  v e r y  

h a r d  to do this ,  b e c a u s e  it  d o e s n ' t  get  the p o l i t i c a l  a s s e n t .  

Now, don ' t  m i s u n d e r s t a n d  me.  I ' m  not s a y i n g  that  the -~uss ian  

s y s t e m  is  b e t t e r  or  m o r e  p r e f e r a b l e ,  because  I be l i eve  the p r i c e  they 

have  paid  for  these  f o r c e d  a s s e n t s  is  too high.  But the p a t t e r n  of what  
not 

they  have  done e c o n o m i c a l l y  i s / a  foo l i sh  p a t t e r n .  I don ' t  l ike the way  

they  have ach i eved  i t .  T h e y  bui l t  t he i r  i n d u s t r i a l  base  f i r s t .  They  bui l t  

t h e i r  w a r  m a c h i n e  f i r s t .  And now they  can s u s t a i n  and advance  this  

w a r  m a c h i n e  with  t he i r  lef t  hand and the i n d u s t r i a l  base  

wi th  t h e i r  lef t  hand, and they can and wi l l  advance  c o n s u m e r  li~,ing 

s t a n d a r d s  th rough  a h igh r a t e  of e conomic  growth .  And this  i s  going 

to be both a cha l l enge  and an example  to the f r ee  wor ld .  And what  kind 
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of t i m e  i s  t h i s  fo r  our  b e s t  A m e r i c a n  t h i n k e r s  i n s i d e  and  o u t s i d e  of 

G o v e r n m e n t  to be  t e l l i n g  the  Un i t ed  S t a t e s  tha t  we m u s t  b e a m  to the w o r l d  

t ha t  we have  to w i t h d r a w  f r o m  the f u n d a m e n t a l  c o m p e t i t i o n  in  l i v i n g  

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

b a s e ,  and  w h e r e ,  i n c i d e n t a l l y ,  t h r o u g h  de f au l t  on one f ron t ,  

w e ' r e  no t  c o m p e t i n g  w i th  t h e m  on a n y  of the t h r e e  f r o n t s  b e c a u s e  the 

t h r e e  f r o n t s  a r e  i n t e r r e l a t e d .  Now, s e r i o u s l y ,  wha t  cou ld  be m o r e  

n o n s e n s i c a l  t han  t h a t ,  in  p o l i t i c a l  t e r m s ,  in  e c o n o m i c  t e r m s ,  p s y c h o l -  

o g i c a l  t e r m s ,  s t r a t e g i c  t e r m s ,  and  b a r e  t e r m s  of the  l o g i s t i c s  of the 

q u a n t i t i e s  of e c o n o m i c  d e v e l o p m e n t  and  p o w e r ?  We s h o u l d  be ou tdo ing  

t h e m  on a l l  t h r e e  of t h e s e  f r o n t s ,  b e c a u s e  a l l  t h r e e  of t h e s e  f r o n t s  a r e  

i m p o r t a n t  in  j u s t  p r o p o r t i o n .  

Now, l e t  m e  i l l u s t r a t e  t h a t  fo r  a m o m e n t  wi th  r e s p e c t  to the  

f u t u r e ,  and  then  s a y  a few w o r d s  abou t  p o l i c y .  

Wha t  i s  pa s t ,  of c o u r s e ,  i s  on ly  p r e l u d e .  I~ere we a r e  in  th i s  

1960 boom,  s c r e a m i n g  a g a i n  t ha t  the g r e a t  p r o b l e m  i s  the p r e v e n t i o n  of 

i n f l a t i o n ,  t h a t  the  g r e a t  problem~ i s  to have  our  e c o n o m i c  g r o w t h  low 

e n o u g h  fo r  i t  to be s u s t a i n a b l e ;  and  we a r e  a d o p t i n g  e x a c t l y  the  s a m e  

p o l i c y  tha t  we a d o p t e d  in  1955 and  in  1957 u n d e r  e x a c t l y  the s a m e  c i r c u m -  

s t a n c e s .  

How w e l l  do I r e m e m b e r  in  e a r l y  1957, b e f o r e  the F i n a n c e  C o m -  

m i t t e e  of the U n i t e d  S t a t e s  S e n a t e .  I was  t h e r e  wi th  S e c r e t a r y  I ~ u m p h r e y  

and  h!~r. B u r g e s s  and  M r .  h~a r t i n .  T h i s  w a s  i n  the s p r i n g  of 1957 and  

t h e y  w e r e  a l l  w o r r i e d  abou t  the  i n f l a t i o n .  None  of t h e m  s a w  a n y  p r o s p e c t  
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of a recession. They said: "The only reason we're having the inflation 

is because our economy has the highest prosperity ever and our resources 

are overstrained." I said: "We're moving straight into an economic 

recession. Nothing is overstrained. ~Ve have surpluses of farm products, 

surpluses of cars, surpluses of gadgets, surpluses of everything." And 

when they were challenged, the only thing they couldn't find a surplus 

of was one kind of steel pipe. And we were moving into a desperately 

serious under-utilization of our resources, and they were worried about 

overstrain. And I said: "This 1957 boom is like the 1955 boom. Yo~haven't 
t 

met the problem. You are in a long-term period of low economic growth 

and chronicwise in disuse of resources." 

%Ve,.re in exactly the same kind of situation now in 1959, and again 

they are tightening up on the money supply and tightening up on the budget 

and running a big surplus, which now for some reason they say is stim- 

ulatory. But every banker and every businessman and the stock market 

knows that a 4 i/2 billion dollar surplus is repressive, and that you ought 

to have it if your resources were overstrained, but not when you're head- 

ing straight into another recession that's going to be bigger than the last 

one, and saying that you can't afford the national defense and the science 

and the education which would come from the full release of your produc- 

tive resources. So the informed businessmen aren't debating whether 

we have achieved a sustainable rate of economic growth. They are only 

debating whether the next recession will come in late 1930 or early 1961. 

And from the larger viewpoint, what in the dickens difference does it make? 
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Now, looking ahead, we face the prospect over the next seven years-- 

and I say "seven years" and it might be five years--that with these kinds 

of policies and this kind of approach we will repeat the record since 

the Korean War. We will average again a growth rate ranging between 

2 percent, 2 i/2 percent, and 3 percent as against 4 I/2 or 5. And my 

estimates of the differentials are very low, because I am merely project- 

ing a growth rate compatible with the technology already developed. I'm 

taking no account of the fact, which my individual studies indicate, that 

the ~merican people and their leaders have absolutely 11o recognition of 

what's happening to technology now. Why, on the farm the increased 

output per acre or per man-hour is just increasing at an indescribable 

rate. The same thing is true in the factories. 

There is one automobile company now that can produce without more 

hours of labor more automobiles than all the automobile plants in the 

country produced, not this year, but in 1955, when they produced the most. 

2rod I cite this just to give you some indication of the tremendous tech- 

nology that can't permanently be swept under the rug; and I'm not even 

taking that into account in my estimates. But just based on the past tech- 

nology, if we have this lower growth rate rather than the optimum growth 

rate over the next few years--I'll only go ahead to 1965-- we'll have a 

differential of about 350 billion dollars of national product; and we'll have 

a differential in existing tax rates in Federal, State, and local revenues 

of 100 billion dollars. And therefore at existing tax rates we'll have 

100 billion dollars less of Federal, State, and local revenues for national 
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security and schools and science and roads and all the things that 

represent our great national priorities. 

kind yet under these conditions we're told what we can't afford, 

and we're told that we have to try to maintain a sustainable rate of econ- 

omic growth by perpetuating a constantly ris ing chronic unemployment 

of plant and manpower which will carry us to about 8 or 9 million unem- 

ployed within a few years, rather than the 5 million that we have now 

when we count it correctly; and this is the ultimate source of wealth. 

Now, what do we need to do to get going on this road? The first 

thing that we really need to do is to recognize the problem. And then it 

becomes relatively simple, because the whole trouble now is not with 

the mechanics of the deployment of specific measures. The whole trouble 

is with the utter and complete unrealism of our economics except in times 

of total war. We would never say in total war that we wanted to build 

our armaments or build our production at half the rate of which we were 

capable so that it would be sustainable. We would ask ourselves how 

we were going to sustain the nation if we got into such nonsense. And we 

would never in time of war measure our capacity to do anything on the 

basis of a flow of a commodity which isn't really very good now even 

for filling teeth. And yet we talk now about basing our whole internat- 

ional economic policy of the flow of gold. 

Let me tell you right here and now that I certainly don't want to 

be defeatist about the United States; but as a student of civili2ation we 

cannot compete with the realism--we don't need the ruthlessness and we 
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d o n ' t  n e e d  the b r u t a l i t y - - w e  canno t  c o m p e t e  wi th  the  r e a l i s m  of s y s t e m s  

tha t  m e a s u r e  w e a l t h  by m a n p o w e r ,  and  e l e c t r i c  p o w e r ,  and  t r a n s p o r t a -  

t ion,  and  s c i e n c e ,  and  t e c h n o l o g y ,  u s e d ,  w h e n  we ta lk  t h i s  n o n s e n s e  

about  m e a s u r i n g  ou r  p e r f o r m a n c e  by c e r t a i n  s u p e r s t i t i o n s  a p p l i e d  to 

the c o n t r o l s  of e c o n o m i c  l i f e - - p r i c e s  and  w a g e s  and  p r o f i t s  and  F e d e r a l  

b o o k s - - r a t h e r  than  t a l k i n g  about  w h e t h e r  we a r e  o r  a r e  not  u s i n g  ou r  

r e s o u r c e s .  A n a t i o n  tha t  s a y s  t ha t  i t  i s  c o r r e s p o n d i n g l y  ab le  to do 

l e s s  as  m o r e  of i t s  r e s o u r c e s  b e c o m e  u n e m p l o y e d  b e c a u s e  the m o r e  of 

i t s  r e s o u r c e s  a r e  u n e m p l o y e d ,  the  l e s s  r e v e n u e s  flow, i s  u p s i d e  down.  

And th i s  i s  not  l i b e r a l  e c o n o m i c s  or  s o c i a l i s t  e c o n o m i c s .  I t ' s  p la in ,  

o r d i n a r y  c o m m o n  s e n s e  to a n y b o d y  c o n c e r n e d  wi th  the  p r e s e r v a t i o n  of 

t h e  c o u n t r y .  

Now, w h i c h  of ou r  p o l i c i e s  do we have  to c h a n g e ?  F i r s t  of al l ,  

we have  to c h a n g e  our  a t t i t u d e  t o w a r d  in f l a t ion ,  not  on the  v a l i d  g r o u n d  

tha t  the  m a t t e r  of the  c h a n g e  in  the  v a l u e  of  the d o l l a r  i s  not  p e r  s e  i m p o r -  

t an t .  $~e have  had  a l m o s t  no e c o n o m i s t s  in  th is  c o u n t r y  wi th  e n o u g h  

guts  to s a y  tha t  wha t  you r e a l l y  have  to e x a m i n e  is  not  the c h a n g e  in  the 

v a l u e  of  the  d o l l a r ,  but  how the change  in the  va lue  of the d o l l a r  a c t s  as  

r e s o u r c e s  t o w a r d  b u i l d i n g  o r  c o r r o d i n g  e c o n o m i c  s t r e n g t h .  To put  i t  

in  a n o t h e r  way,  i f  a 3 p e r c e n t  a n n u a l  d e c r e a s e  in the v a l u e  of the d o l l a r  

y i e l d e d  a 6 p e r c e n t  r e a l  g r o w t h  r a t e ,  wh i l e  a s t a b l e  d o l l a r  y i e l d e d  a z e r o  

g r o w t h  r a t e ,  m a n i f e s t l y  i t  wou ld  be b e t t e r  to have  the 3 p e r c e n t  c o r r o s i o n  

in the v a l u e  of the  d o l l a r ,  b e c a u s e  the  d o l l a r  was  w o r t h  m o s t  in  1932. 

But  we can  put a l l  t h i s  a s i d e ,  b e c a u s e  i t ' s  i r r e l e v a n t  e x c e p t  as  a 
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m e a s u r e m e n t  of  a l a c k  of gu t s  of p e o p l e  who w o n ' t  e v e n  t a lk  a b o u t  i t .  

T h e y ' r e  no t  m a k i n g  a n y  e m p i r i c a l  o b s e r v a t i o n s  of  w h a t  k i n d s  of p r i c e  

t r e n d s  wou ld  be c o n d u c i v e  to o u r  r e a l  e c o n o m i c  s t r e n g t h .  But  l e t ' s  put  

t ha t  a s i d e .  I w i l l  a c c e p t  the f e t i s h  of the s t a b l e  d o l l a r  and  I w i l l  m a k e  

a s e p a r a t e  po in t .  

I r a i s e d  the q u e s t i o n  a few y e a r s  a g o  tha t  i f  an  a u t o m o b i l e  b u r n e d  
pe , r  m i l e  

the  l e a s t  gasAgoing 50 m i l e s  an h o u r  and  th is  i s  the m o s t  e f f i c i e n t  r a t e  

of o p e r a t i o n ,  a n d  b u r n e d  m o r e  gas  p e r  m i l e  go ing  90 m i l e s  an  h o u r ,  

w o u l d n ' t  i t  a l s o  b u r n  m o r e  g a s  p e r  m i l e  go ing  23 m i l e s  an h o u r ?  The  

answer is obviously "Yes." I said: "Well, then, by the same token, 

if you learn in going 90 miles an hour that this is inflationary or waste- 

ful and that you have to slow down to 50, does it follow that if you're 

going 23 miles an hour you have to slow down further to burn less gas 

per mile ?" 

Now, this is a perfectly apposite, exact, practical, observation- 

ally provable observation about the American economy. The only kind 

of inflation we've had in the United States in the past seven years has beBn 

an inverse correlation to all of the classical measurements of the causes 

of inflation, based upon the wartime experience when we were going 90 

miles an hour, although, as I said, growing 9 percent in real terms and 

imposing an excessive strain on our resources. All of the inflation that 

we have had in the past seven years has come from going too slow. Let 

me illustrate. 

If you have a plant that is operating at 50 percent of capacity, 
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and you attain 70 percent of your labor force for perfectly good reasons-- 

you want to share unemployment; you don't want to turn them out on the 

streets--you divide the 70 into the 50 and you get a low productivity fig- 

ure. It has nothing to do with technology. This is high cost due to 

economic slack. Your technology may be racing ahead, and that's what has 

been happening in the last few years when we've heard all this nonsense 

about low productivity. In a technological sense our productivity has 

been increasing faster than ever. We've simply gotten a low productiv- 

ity figure by economic slack, and then we've said: "The low productivity 

is inflationary. Let's slow things up some more." And in an adminis- 

tered price and wage system, where the employer tries to compensate 

for the high level of unemployment in the plant by higher prices, and 

the labor group tries to compensate for the high level of unemployment 

by higher wages, you get higher cost per unit and this is inflationary. 

Now, this is not theory. I've done what nobody else bothered 

to do. I said: Let's take all these periods --and I've gone back fifty 

years and I've taken all the different perioas--and they show very clearly 

that from 1951 to 1953 you had virtually stable prices with a high rate of 

growth and so forth and so on, and that the so-called new inflation was 
entirely 

caused/by economic slack ~ and the reaction of the factors in the economy 

to the economic slack, and that there was an absolute inverse correla- 

tion between the tightness of the money supply and the price inflation, 

and an absolute inverse correlation between the surplus in the Federal 

budget and the price inflation, because, since the repressive budget ary 
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po l i cy  and the r e p r e s s i v e  m o n e t a r y  po l i cy  caused  economic  s l ack ,  and 

t h e r e f o r e  c a u s e d  the kind of in f l a t ion  tha t  was  due to economic  s l ack ,  

the classical remedies for inflation will cause more inflation because 

we weren't in the classical inflationary situation. 

You don't have to be an economist to realize this. All you have 

to do is look at the figures. Any conservative businessman would assert 

this if he stopped to think about it--that if you go too slow it's costly, 

just as if you go too fast; that if you crawl it's more exhaustive than if 

you walk, just as it's more exhaustive if you run. We've been crawling 

and then talking about a sustainable rate of progress. 

So what do we need to do? Very simply, we need to adjust our 

tax policy and our monetary policy and our budgetary policy to the needs 

of the nation. We need to have a national prosperity budget which quan- 

tifies our productive powers, our national objectives, and how our mone- 

tary policy and our tax policy supplement and reinforce the achievement 

of these quantitative goals. 

Now, this isn't alien or dissident. 

say, "Oh, well, but that's planning." Well, what do we mean by "plan- 

ning"? If we mean by "planning" the conlp!ete planning that the ~ussians 

have, we're not for it. If we mean by planning the degree of planning 

that we had in wartime, we don't need it. But if we mean by planning 

that the traditional policies of Government, which are executed anyway, 

should be executed on a long-range basis and be consistent with one 

another, should be geared to objectives, what is the sense of a tax policy 
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t ha t  i s n ' t  g e a r e d  to the  o b j e c t i v e  of r e s o u r c e  u s e ?  T a x e s  a r e  d e s i g n e d  

to t r a n s f e r  r e s o u r c e s .  What  i s  the  s e n s e  of a m o n e t a r y  p o l i c y  t h a t  i s n ' t  

g e a r e d  to r e s o u r c e  u s e ?  M o n e t a r y  po l i cy  i s  d e s i g n e d  to d e a l  w i th  

r e s o u r c e s .  And  what ,  above  a l l ,  i s  the s e n s e  of a m o n e t a r y  p o l i c y  and  

a t ax  p o l i c y  tha t  c o n f l i c t  w i th  e a c h  o t h e r  and  a r e  i n t e r n a l l y  i n c o n s i s t e n t  

e v e r y  o t h e r  day,  and  w h i c h  w i l l  r e m a i n  i n t e r n a l l y  i n c o n s i s t e n t  u n t i l  we 

c h a r t  t h e s e  l o n g - r a n g e  goa l s  for  p r o d u c t i o n  and  e m p l o y m e n t ?  

Now, one f i n a l  w o r d .  I r e a d  in  the n e w s p a p e r s ,  a s  a n o t h e r  

i n d i c a t i o n  of our  u t t e r  c o n f u s i o n ,  t ha t  m y  s u c c e s s o r  as  C h a i r m a n  of the  

C o u n c i l  of E c o n o m i c  A d v i s e r s - - a n d  I ' m  not  s p e a k i n g  p o l i t i c a l l y - - i s  

b e i n g  m e n t i o n e d  as  the c h a i r m a n  of the  c o m m i t t e e  w h i c h  the P r e s i d e n t  

i s  go ing  to a p p o i n t  to s e t  the  k i n d  of l o n g - r a n g e  e c o n o m i c  g o a l s  tha t  he 

t a l k e d  abou t  a y e a r  a g ~  tha t  s o m e  of u s  have  b e e n  t a l k i n g  abou t  s i n c e  

the E m p l o y m e n t  Ac t  of 1946, 14 y e a r s  ago,  p l a c e d  upon  the G o v e r n m e n t  

the m a n d a t e  to do t h i s .  So when  he took o v e r  a s  C h a i r m a n  of the C o u n c i l  

in  1953,  he s t o p p e d  doing  i t ,  the e c o n o m i c  r e p o r t s  to the  P r e s i d e n t  s t o p p e d  
about 

t a t k i n g d n e e d e d  l e v e l s  of p r o d u c t i o n ,  e m p l o y m e n t ,  and  p u r c h a s i n g  p o w e r ,  

and  s t o p p e d  r e l a t i n g  the p o l i c i e s  to t h e s e  g o a l s ;  and the r e a s o r s g i v e n  by 

P r o f e s s o r  B u r n s  was ,  f i r s t ,  tha t  e c o n o m i s t s  d i d n ' t  know enough  to do 

th i s ;  and,  s e c o n d ,  tha t  i t  w a s  a d e l u s i o n  a n y w a y  b e c a u s e  i f  you  did i t ,  

the  p e o p l e  would  e x p e c t  the  G o v e r n m e n t  to he lp  a c h i e v e  t h e s e  g o a l s ;  and  

i f  the G o v e r n m e n t  was  e x p e c t e d  to he lp  a c h i e v e  t h e s e  g o a l s ,  t h e y  would  

be  u s e d  fo r  p o l i t i c a l  p u r p o s e s  o r  we would  lose our  f r e e d o m .  

Now, a few y e a r s  l a t e r ,  he o r  s o m e b o d y  e l s e  i s  go ing  to c h a i r  
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a c o m m i t t e e  to do e x a c t l y  th is  k i n d  of th ing  o u t s i d e  the  G o v e r n m e n t .  

I d o n ' t  know what  g r e a t  a m o u n t  of a d d i t i o n a l  e c o n o m i c  k n o w l e d g e  has  

a c c r u e d  in  t h e s e  few y e a r s .  I don ' t  know w h e t h e r  the s t a t e m e n t  is  tha t  

i t  d o e s n ' t  m a t t e r  i f  you do i t  o u t s i d e  the  G o v e r n m e n t ,  b e c a u s e  then  nobody  

wi l l  e x p e c t  the  g o a l s  to be a c h i e v e d ,  and  t h e r e f o r e  i t  w o n ' t  be  d a n g e r o u s .  

I d o n ' t  th ink  t h a t ' s  a v e r y  g r e a t  p o s i t i o n  fo r  a g r e a t  d e m o c r a c y  to t ake  

in  the face  of the g r e a t e s t  p e r i l  i t ' s  e v e r  f a c e d - - " L e t ' s  do th i s  so  long as  

i t ' s  an a c a d e m i c  e x e r c i s e  : in  n o t h i n g n e s s ,  but  l e t ' s  no t  do i t  i f  we can  

m a k e  i t  s i g n i f i c a n t . "  Th i s  I j u s t  don ' t  u n d e r s t a n d .  

And  I hope tha t  th i s  d o e s  not  o v e r s t a t e  the r o l e  of a f r e e  G o v e r n -  

m e n t  in  a f r e e  s o c i e t y ,  b e c a u s e  l e t  m e  t e l l  you fo r  s u r e  tha t  ou r  b i g g e s t  

p r o b l e m s t o d a y  d o m e s t i c a l l y  and  our  b i g g e s t  p r o b l e m s  t h r o u g h o u t  the  
as  

w o r l d  a r e  p r o b l e m s  tha t  we have  to mee t ]180  m i l l i o n  p e o p l e  t o g e t h e r  and  

not  as  180 m i l l i o n  p e o p l e  s e p a r a t e l y ,  and  as  a n a t i o n  and  not  as  50 S t a t e s .  

We d o n ' t  have  the k i n d  of p r o b l e m s  tha t  can  be s o l v e d  i n d i v i d u a l l y .  Our  

f a r m  p r o b l e m  is  not  b a s e d  upon wha t  the  f a r m e r  n e e d s  to do. H e ' s  b e c o m -  

ing  v e r y ,  v e r y  p r o d u c t i v e ,  and  the on ly  t h ing  he can  do on the f a r m  i s  

b e c o m e  m o r e  p r o d u c t i v e .  And  i t ' s  no t  b a s e d  on wha t  the  w o r k e r  can  do 

i n d i v i d u a l l y ,  b e c a u s e ,  d e s p i t e  a l l  the  t a lk  about  f e a t h e r - b e d d i n g ,  h e ' s  

b e c o m i n g  m o r e  and  m o r e  p r o d u c t i v e ,  w h e t h e r  i t ' s  due to h is  own e f f o r t s  

o r  due to t e c h n o l o g y .  You d o n ' t  have  s u r p l u s e s  b e c a u s e  peop l e  a r e  

b e c o m i n g  l e s s  p r o d u c t i v e .  

And  the G o v e r n o r s  in  the S t a t e s  l i k e w i s e .  And  I a m  p e r f e c t l y  

w i l l i n g  to have  the h e a d  of the  NAM ta lk  abou t  wha t  the NAM s h o u l d  do 
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a n d  the g o v e r n o r  t a lk  abou t  wha t  the g o v e r n o r  s h o u l d  do, and  a m a y o r  

t a lk  abou t  wha t  the m a y o r  s h o u l d  do, o r  e v e n  to have  the  F a r m  B u r e a u  

ta lk  about  wha t  the f a r m e r  s h o u l d  do, a n d  the  A F L - C I O  ta lk  about  wha t  

t h e y  s h o u l d  do o r  wha t  t hey  want .  But  I d o n ' t  t h ink  tha t  the  l e a d e r s  of  

the  n a t i o n  can  s p e n d  m o s t  of t h e i r  t i m e  t a l k i n g  abou t  wha t  a l l  t h e s e  o t h e r  

p e o p l e  s h o u l d  do and  c o n d u c t  a m a r c h  a g a i n s t  W a s h i n g t o n ,  i n s t e a d  of 

a s s e r t i n g  and  a f f i r m i n g  the  g r e a t  r e s p o n s i b i l i t i e s  of the  na t i on .  And  

the  r e s p o n s i b i l i t y  to p r o v i d e  fo r  the  n a t i o n a l  s e c u r i t y ,  the r e s p o n s i b i l i t y  

to m a n a g e  tax po l i cy ,  the r e s p o n s i b i l i t y  to m a n a g e  m o n e t a r y  po l icy ,  the 

r e s p o n s i b i l i t y  to m a n a g e  the g e n e r a l  e c o n o m i c  e n v i r o n m e n t  in w h i c h  

a l l  t h e s e  o t h e r  f a c t o r s  a r e  o p e r a t i v e  is  n a t i o n w i d e .  

Now, you can  c a l l  th i s  p l a n n i n g  i f  you want ,  bu t  I wou ld  c e r t a i n l y  

l ike  to know how the  R u s s i a n s  r e a l l y  f e e l  i f  t h e y  h e a r  the  A m e r i c a n  p e o p l e  

s a y i n g ,  " L e t ' s  l e a v e  th i s  to A l a s k a . "  I ' m  w o n d e r i n g  w h o ' s  go ing  to be 

in  A l a s k a  i f  we l e a v e  th i s  to A l a s k a .  I th ink  s o m e  of t h e s e  t h ings  have  

go t  to be lef t  to W a s h i n g t o n .  

And  I th ink,  i f  w e ' r e  go ing  to s t e e r  b e t w e e n  the Scy l l a  of t o t a l i -  

t a r i a n i s m  and  the C h a r y b d i s  of a i m l e s s n e s s ,  and  hi t  tha t  happy m i d d l e  

g r o u n d  b e t w e e n  Scy l la  and  C h a r y b d i s ,  y o u ' v e  got  to have  a lo t  m o r e  t h o u g h t -  

f u l n e s s ,  a lo t  m o r e  m o r e  c o o r d i n a t i o n ,  a lot  m o r e  p l a n n i n g  u n d e r  f r e e d o m ,  

a lo t  m o r e  c e n t r a l i z e d  r e s p o n s i b i l i t y ,  a lo t  m o r e  a c t i o n  of the U n i t e d  

S t a t e s  as  a na t ion ,  than  we have  now o r  than  we have  had  for  a long  t i m e ;  

and  the fa t e fu l  d e c i s i o n  on th is  s c o r e  w i l l  have  a lot  to do wi th  how long 

we a r e  h e r e .  
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Thank you very much for your attentiveness. 

COL. SI%~_YSER: l%~r. Keyserling is ready for your questions. 

QUESTION: l%Ir. Keyserling, increased production up to this 

50-miles-an-hour rate that you recommend, it seems to me, implies 

an increase in consumption even over and beyond our increase in popu- 

lation. \Vhat form do you visualize this consumption should take? 

More television, automobiles, better housing, or what? 

h4R. KEY~ERLING: You have two basic types of consumption 

that need to increase--public consumption and private consumption. 

Unfortunately, our befuddled economics has become accustomed to calling 

public consumption "public spending"; and therefore the whole thing gets 

confused because you are juxtaposing public spending and private con- 

sumption. Public spending is public consumption and private spending 

is private consumption. If you send your child to a private school, you 

are engaging in the private consumption of education. If you send your 

child to a public school, the nation is engaging in the public consumption 

of education. Both consume a certain portion of your productive resources 

for certain purposes. 

Now, my thesis is that we have to increase both public consump- 

tion and private consumption in proper proportions. Now, what are proper 

proportions? This is what policy is about. That's why I say that here's 

what I mean by planning: When you set a Federal budget at 80 billion 

doiiars, you are determining as a matter of policy what part of your nat- 

ional production you want to'allocate to the purposes contained in the 

28 



I 

b u d g e t .  

t han  85 or  72.  You have  the p r o b l e m  a n y w a y .  

you have  i t  in  p e a c e t i m e  as  we l l  a s  in  w a r t i m e .  

c r i t e r i a  a r e .  

You don ' t  a v o i d  th i s  p l a n n i n g  p r o b l e m  by  s e t t i n g  i t  a t  80 r a t h e r  

You c a n ' t  avo id  i t .  And 

The  q u e s t i o n  i s  wha t  y o u r  

Now, I s a y  t h a t  y o u r  c r i t e r i a  s h o u l d  be,  f i r s t ,  Wha t  i s  ou r  n a t -  

i o n a l  p r o d u c t  c a p a c i t y  a t  r e a s o n a b l y  fu l l  u s e  of o u r  r e s o u r c e s ?  T h a t ' s  

po in t  one .  

P o i n t  two, wha t  p a r t  of t ha t  do you  wan t  to a l l o c a t e  to y o u r  h i g h -  

e s t  n a t i o n a l  p r i o r i t i e s ,  w h i c h  a c t u a l l y  a r e ;  f o r  the m o s t  p a r t - - I  m e a n ,  
and  c l o t h i n g  

a s i d e  f r o m  food/~and s h e l t e r ,  w h i c h  we have  a r e a s o n a b l e  a m o u n t  of 

in  t h i s  c o u n t r y - - t h e  h i g h e s t  p r i o r i t i e s  a r e  the t h i n g s  you t r y  to do t h r o u g h  

y o u r  budge t ,  I m e a n  the F e d e r a l ,  Sta te~ and  l o c a l  b u d g e t s ,  l ike  n a t i o n a l  

d e f e n s e ,  e d u c a t i o n ,  s c i e n c e ,  and  so  f o r t h .  So you s a y ,  " H e r e  a r e  ou r  

n a t i o n a l  n e e d s  and  we th ink  we ought  to put  abou t  17 o r  18 p e r c e n t " - - o r  

w h a t e v e r  i t  i s - - " o f  ou r  n a t i o n a l  p r o d u c t  a t  fu l l  p r o d u c t i o n  in to  t h e s e  

b u d g e t s . "  And I would c o n s t r u c t  the F e d e r a l  budge t  on th i s  b a s i s .  

Now, i f y ° U r n a t i o n a l  g r o w t h  a c t u a l l y  t u r n e d  out  to be l e s s  than  

you c o m p u t e d ,  you w o u l d n ' t  have  m a d e  a m i s t a k e  in  y o u r  F e d e r a l  budge t ,  

b e c a u s e  i f  y o u r  n a t i o n a l  p r o d u c t  s h o u l d  t u r n  out to be t e s s ,  the  budge t  

de f i c i t  r e s u l t i n g  f r o m  tha t  d i s u s e  of r e s o u r c e s  would  he lp  to p r e v e n t  

the d i s u s e  f r o m  b e i n g  g r e a t e r .  It  would  be s t i m u l a t o r y  in  the t r a d i t i o n a l  

s e n s e .  And you  c e r t a i n l y  s h o u l d n ' t  cut  b a c k  on y o u r  b ig  p r i o r i t i e s  

b e c a u s e  you have  e c o n o m i c  s l a c k .  

And th i s  s h o w s  the n o n s e n s e  of a lot  of o u r  e c o n o m i c  t h ink ing ,  
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because on that theory, the more slack you have, the less you can 

a f f o r d .  Or ,  s t a t i n g  i t  f r o m  the o p p o s i t e  po in t  of v i e w ,  s o m e  o t h e r  p e o p l e  

s a y  the m o r e  s l a c k  you  have ,  the m o r e  you  c a n  a f f o r d ,  b e c a u s e  t h e r e  

a r e  r e s o u r c e s  to be  t a k e n  up .  I s a y ,  n e i t h e r .  I s a y  wha t  you  c a n  a f f o r d  

by way of your national priorities is what part of your resources at full 

employment you want to put into them. In this way you construct your 

public consumption budget. 

Now, coming over to private consumption, your economic analysis 

provides you with general guides as to targets for private consumption. 

And in answering your question I would say that private consumption 

runs across the whole gamut of consumer spending. 

so much 
I would not attempt--and here's where I'm not/for ~planning as 

some of you might think--to dictate to consumers, directly or indirectly, 

what the pattern of private consumption should be. And that's where 

again I disagree with some of my economists who say that we don't need 

growth; that all we need is better qualitative values and who want to 

tell the American consumer that he should like one kind of book more 

than another or one kind of entertainment more than another. I say, 

use your economic policies to provide a level of private consumer 

power roughly equivalent to the private production, which is your total 

productive capacity less your priority takes through public programs, 

and let the consumer spend as he will. 

Now, what policies do we have for that purpose? First of all, 

we have tax policies, because, obviously, tax policies very importantly 
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a f f e c t  the p a t t e r n  of p r i v a t e  c o n s u m e r  p o w e r .  

be a d j u s t e d  to t h e s e  q u a n t i f i c a t i o n s .  

an a b s o l u t e  and  c o m p l e t e  v a c u u m .  

S i m i l a r l y  wi th  ou r  m o n e t a r y  p o l i c y .  

The  tax p o l i c i e s  s h o u l d  

Our  tax p o l i c y  now i s  c o n d u c t e d  in  

T h r o u g h  our  m o n e t a r y  p o l -  

icy we have been imposing increasingly repressive burdens upon the 

things we ought to have more consumption of and not holding back the 

things that we ought to have less of. The tight money policy has re- 

strained general private consumption when we needed more of it, has 

restrained local schools and education and other public improvements 

when we needed more of them, and had no effect upon an investment boom 

that from time to time got out of line with consumption and thus resulted 

in slack capacity. It had no effect upon them, because the big investors 

don't depend upon monetary policy or interest rate policy, I~ other words, 

any empirical observation would show that the policy wasn't attuned to 

any rational pattern of resource use. So you would adjust your policy. 

And I would adjust the social security policy. I don't think we have 

enough consumption on the part of our old people. 

I t h ink  tha t  i n s t e a d  of t a l k i n g  about  the d a n g e r  of p r i c e  and  wage  

c o n t r o l s  o r  the  n e e d  for  t h e m  and  s o m e  of t h e s e  o t h e r  th ings ,  I would  

s ay  tha t  i f  we took the e s t a b l i s h e d  p o l i c i e s  of G o v e r n m e n t - - t a x  p o l i c i e s ,  

m o n e y  p o l i c i e s ,  s o c i a l  s e c u r i t y  p o l i c i e s ,  c e r t a i n  r e g u l a t o r y  p o l i c i e s - -  

a c t u a l l y  
an d  a d j u s t e d  t h e m  to t h e s e  k inds  of q u a n t i f i c a t i o n s ,  w h i c h  i s  ~ an  

u n f u l f i l l e d  m a n d a t e  of the  G o v e r n m e n t  now u n d e r  the E m p l o y m e n t  Act  

of  1946, we w o u l d  ge t  p r e t t y  good  r e s u l t s ,  and  we cou ld  c o r r e c t  a s  we 
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w e n t  a long .  And  we wou ld  have  a b a l a n c e d  b u d g e t  to boot ,  b e c a u s e  i t  

i s  i m p o s s i b l e  to d e v e l o p  a m o d e l  w h i c h  g i v e s  you r e a s o n a b l y  ful l  e m p l o y -  

m e n t  a t  e x i s t i n g  tax r a t e s  and  d o e s n ' t  p r o v i d e  you wi th  a b u d g e t a r y  s u r -  

p lu s .  The b u d g e t a r y  de f i c i t  i s  e n t i r e l y  the p r o d u c t  of e o o n o m i c  s l a c k .  

An d  ac tua l l y ,  wi th  the 2 . 3  p e r c e n t  g r o w t h  r a t e  that  w e ' v e  had  o v e r  the  

p a s t  s e v e n  y e a r s ,  w e ' v e  had  on an a v e r a g e  a n n u a l l y  t h r e e  and  a ha l f  t i m e s  

as  b ig  a b u d g e t  d e f i c i t ,  d e s p i t e  the r e p r e s s i v e  b u d g e t  po l i cy ,  as  we had 

d u r i n g  the p r e v i o u s  s e v e n  y e a r s ,  d e s p i t e  the K o r e a n  War ,  wi th  a 4 .7  

p e r c e n t  g r o w t h  r a t e .  

So the a r g u m e n t  i s  r e a l l y  r a t h e r  off the point ,  that  we have  to 

c h o o s e  b e t w e e n  g r o w t h  and  s t ab i l i t y ,  o r  tha t  we have  to c h o o s e  b e t w e e n  

b u d g e t  d e f i c i t s  and  n a t i o n a l  d e f i c i t s .  Th i s  i s n ' t  r e a l l y  t r u e .  The r e a l  

t ry t h of  the  m a t t e r  i s  that  in  any  s i t u a t i o n  s h o r t  of to ta l  w a r ,  the p o l i c y  

that  i s  b e s t  fo r  g r o w t h  i s  b e s t  fo r  s t ab i l i t y ,  and  a po l i cy  tha t  i s  b e s t  for  

an a b u n d a n t  f u l f i l l m e n t  of ou r  n a t i o n a l  e c o n o m i c  n e e d s  i s  b e s t  fo r  the 

a b u n d a n t  f u l f i l l m e n t  of  ou r  F e d e r a l  b u d g e t a r y  n e e d s ;  and  a p o l i c y  of  

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

h a v e n '  t 
s t a b i l i t y  t h e r e f o r e  c o i n c i d e .  And  e m p i r i c a l l y  we ~ go t t en  one o r  

the  o t h e r .  W e ' v e  g o t t e n  none  of the  t h r e e .  W e ' v e  had  the b i g g e s t  i n f l a -  

t ion  we e v e r  had  in p e a c e t i m e .  ~;~re have  had  the b i g g e s t  d e f i c i t  we e v e r  

h ad  in p e a c e t i m e .  And  we have  had  one of the l o w e s t  r a t e s  of e c o n o m i c  

g r o w t h  tha t  we e v e r  had  in  p e a c e t i m e .  

~ U ~ S T I O N :  Could  you r e l a t e  wha t  is  h a p p e n i n g  in West G e r m a n y  

and  l a t e l y  in F r a n c e  s i n c e  D e G a u l l e  took o v e r  to t h e i r  p o l i c i e s  wi th  r e g a r d  
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to r a t e  of g r o w t h ?  

hdR. I<~YSEI~LING: Wel l ,  w h a t ' s  h a p p e n e d  in ~Vestern G e r m a n y ,  
s i n c e  

f i r s t  of a l l ,  i s  tha t  i f  you take  the who le  p e r i o d . ~  the r e b u i l d i n g  of 

W e s t e r n  G e r m a n y  s i n c e  W o r l d  ~ a r  II, t h e y  have  had  a v e r y  m u c h  m o r e  

r a p i d  r a t e  of g r o w t h  than  we have .  

t h i s .  

T h e r e  a r e  a v a r i e t y  o f  r e a s o n s  fo r  

I do no t  th ink  tha t  the  n e e d  for  r e b u i l d i n g  i s  one of the  r e a s o n s .  

I th ink  th is  i s  a g r e a t  f a l l a c y .  I th ink  y o u r  r a t e  of g r o w t h  i s  d e p e n d e n t  

upon y o u r  p r o d u c t i v e  f o r c e ;  and  if  you  d o n ' t  u s e  tha t  p r o d u c t i v e  f o r c e  

f o r  r e b u i l d i n g ,  you ought  to be u s i n g  i t  fo r  new  b u i l d i n g .  T h e r e  a r e  

p l en ty  of u n m e t  n e e d s .  Th is  who le  i d e a  tha t  you can  g r o w  f a s t  only 

when  you a r e  u n d e v e l o p e d ,  o r  when  you have  to r e b u i l d ,  i s  an e x p r e s s i o n  

of the l a c k  of i m a g i n a t i o n  and  c r e a t i v e n e s s  of e c o n o m i c  p o l i c y .  

We have  j u s t  as  m u c h  r o o m  to do new  th ings  as  Ind ia  o r  G e r m a n y .  

VTe ju s t  happen  to have  the a d v a n t a g e  of s t a r t i n g  f r o m  a h i g h e r  p l a t e a u .  

t3ut once  we a d m i t  tha t  w e ' r e  on a h i g h e r  p l a t eau ,  we haven, t  got  as  

m u c h  r o o m ,  th i s  i s  the  v e r y  e s s e n c e  of ou r  f a l l i ng  b e h i n d ,  by s a y i n g  
g r o w  

tha t  a l l  the o t h e r s  who a r e  b e h i n d  us  c a n ~ f a s t e r ,  b e c a u s e  w e ' r e  a h e a d  

of t h e m ;  so  they '  11 be a h e a d  of u s .  Yet  th i s  i s  what  we h e a r  a l l  the t i m e ,  

and  th is  i s  the a b s o l u t e  c o r r u p t i o n  of ou r  e c o n o m i c  p o l i c y .  We h e a r  
unde  r -  deve  lope d 

tha t  an ~ c o u n t r y  can  g r o w  f a s t e r .  Th i s  i s n ' t  so .  It i s n ' t  

s u p p o r t e d  by a n a l y s i s  o r  e x p e r i e n c e  o r  a n y t h i n g  e l s e .  

Your  t e c h n o l o g y  i n c r e a s e s  a t  a g e o m e t r i c  r a t i o  and  we can  g r o w  

f a s t e r  than  any  c o u n t r y  in  the w o r l d  r i g h t  f r o m  h e r e  on out.  Of c o u r s e ,  
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if you get fat and soft and lazy and say you don't need to, because you're 

ahead--and if you listen to economists who go up on the Hill and ar~o~e 

about whether the ±%ussians are going to be ahead of us in Ii years or 
or 17 years 

13 years~-who ever heard such nonsense ? What difference does ll years 

as against 17 years .make in a world contest among nations ? It's already 

more than 20 years since World War II ended, or since it began; and 

how long i s  t h a t ?  So t h e y ' r e  a r g u i n g  about  w h e t h e r  i t ' s  go ing  to be 

i l  y e a r s  o r  17 y e a r s  o r  19 y e a r s  and  t h e r e f o r e  we don ' t  n e e d  to w o r r y .  

W e s t e r n  G e r m a n y  has  had  a f a s t e r  r a t e  of  g r o w t h  than  us  b e c a u s e  

t h e y  have  m o b i l i z e d  t h e i r  r e s o u r c e s  m o r e  e f f e c t i v e l y  and  put t h e m  in to  

a m o r e  c o h e r e n t  p a t t e r n .  

I a l s o  th ink  tha t  the p o l i c i e s  tha t  p r o d u c e d  a h i g h e r  r a t e  in  W e s t -  

e r n  G e r m a n y  have  b e e n  s u i t e d  to a p e r i o d  w h e n  they  had  a g r e a t  a m o u n t  

of c a p i t a l  r e p l e n i s h m e n t ,  and  t h e r e f o r e  cou ld  have  an i n v e s t m e n t  p r o g r a m  

c o m i n g  to a m u c h  l a r g e r  p e r c e n t  of t h e i r  n a t i o n a l  p r o d u c t  than  is  s u s t a i n -  

ab le  in  the  lon~ run ;  and  tha t  s o m e  of the  c o n s e r v a t i v e  e c o n o m i c  p o l i c i e s  

tha t  have  b e e n  in  vogue  s i n c e  W o r l d  War  II have  b e e n  s u i t a b l e  for  tha t  

p u r p o s e .  But  G e r m a n y ,  u n l e s s  i t  adop t s  a m o r e  l i b e r a l  e c o n o m i c  p o l i c y  

in  the  s e n s e  tha t  I have  d e f i n e d  it, i s  go ing  to r u n  in to  i n c r e a s i n g  u n e m -  

p l o y m e n t  and  i n c r e a s i n g  t r o u b l e  now tha t  i t s  c a p i t a l  e q u i p m e n t  is  r e b u i l t ,  

and  i t  has  to th ink  m o r e  about  the  p r o b l e m  of d i s t r i b u t i o n .  

Now, as  to W'es t e rn  E u r o p e  a s i d e  f r o m  G e r m a n y - - F r a n c e  and  

E n g l a n d - - t h e y  have  a l l  b e e n  g r o w i n g  at  a f a s t e r  r a t e  than  we have ,  c o n -  

s i d e r a b l y  f a s t e r .  T h e i r  g r o w t h  r a t e  has  s l a c k e d  off in  r e c e n t  y e a r s .  
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I t h ink  t h e y  s u f f e r  in  v a r y i n g  d e g r e e s  f r o m  the s a m e  d i f f i cu l ty  tha t  we 

d o - - o f  too m u c h  h o m a g e  to the  c l a s s i c a l  e c o n o m i c  f o r m u l a s .  The s o -  

c a l l e d  c o n s e r v a t i v e  m o n e t a r y  p o l i c y  has  had  a g r e a t  r u n  fo r  i t s  m o n e y  

in  r e c e n t  y e a r s .  It  has  w o r k e d  v e r y  p o o r l y  e v e r y w h e r e .  It h a s n ' t  c o n -  

t a i n e d  i n f l a t i o n .  It has  s l o w e d  down the r a t e  of e c o n o m i c  g r o w t h .  I t ' s  

b e e n  in  g r e a t  vogue  a m o n g  the  b a n k e r s - - a n d  I have  no th ing  a g a i n s t  the 

b a n k e r s ,  but  w e ' v e  c e r t a i n l y  c o m e  to a s o r r y  p a s s  as  a na t i on  w h e n  

we a r e  so s t u p i f i e d  tha t  the g r e a t  f i n a n c i a l  i n s t i t u t i o n s  have  the  g a l l  to 

put  a d v e r t i s e m e n t s  in  the n e w s p a p e r s  to the  e f f e c t  tha t  the  way  to s top  

i n f l a t i o n  i s  to h i t  the w a g e  e a r n e r  on the head ,  d e p r e s s  the f a r m e r ,  and  

double  the l p a y m e n t s  tha t  we ge t  for  l e n d i n g  the  peop l e  t h e i r  own m o n e y .  

When  p e o p l e  have  the s i m p l e  ga l l  to do tha t ,  i t ' s  a r e c o g n i t i o n  of the low 

s t a t e  of ou r  e c o n o m i c  th ink ing .  And they  have  had the ga l l  to do i t .  

T h e y ' v e  g o t t e n  a w a y  wi th  i t .  And,  of c o u r s e ,  d u r i n g  1959 and  1958 the 
p e r f e c t l y  

p r o f i t s  of the b a n k e r s  have  beenAfabulous  . I have  no o b j e c t i o n  to b a n k i n g  

p r o f i t s  on a s o u n d  b a s i s .  

I n c i d e n t a l l y ,  e v e r y t h i n g  I s a y  can  be c h e c k e d  wi th  the  f ac t s .  S o m e -  

body  s a i d  to m e  o u t s i d e :  " T h i s  Cap t a in  Bi l ly  tha t  you w e r e  t a l k ing  a b o u t - -  

d o e s  he have  r e d  h a i r ? "  I s a id :  " Y e s "  b e c a u s e  th i s  g e n t l e m a n  was  

s t a t i o n e d  down n e a r  m y  h o m e  town and  k n e w  m y  b r o t h e r ,  w h o ' s  a p r a c -  

t i c i n g  p h y s i c i a n  down t h e r e ,  and  I do have  th i s  l i t t l e  n e p h e w  wi th  r e d  h a i r  

w h o m  we c a l l  Cap t a in  B i l l y .  

NOW, 

be checked. 

Likewise and  m o r e  i m p o r t a n t l y ,  th i s  m o n e t a r y  th ing  can  

T h e r e  has  b e e n  a t r e m e n d o u s  i n c r e a s e  in  the i l l e g i t i m a t e  

35 



A 

earnings based upon the use of a national monopoly created by the 

Government--the banking system--for private purposes. 

Now, I'm not against private enterprise when I say that if the 

Government of the United States 4,6 years ago deliberately passed the 

Federal ~eserve Act to permit and encourage the banks and bankers 

of the United States to exercise a uniform decision and control over our 

credit system and our money supply and our rediscount rates, and, 

indirectly, therefore over our interest rates, that when the Government 

took that step, which I think needed to be taken, then to maintain at the 

same time that in order to avoid politics this fantastically powerful 

instrument of national action should be independent and clear of Govern- 

ment, is a strange kind of thinking. And, again, I say, my position is 

very conservative. I can think of nothing more radical than saying that 

the Government should set up such a banking system and then have it 

run by a central market committee of bankers in New York. It's just as 

radical as to say that because our tax system should be non-political, 

we should have our tax system run by a group of bankers, businessmen, 

and labor leaders and professors, rather than by the Government; or 
controls 

that if we had price and wage ~ during the wartime, since we want 

them to be non-political, let's set up a group of labor leaders and busi- 

nessmen to administer the price and wage controls. If that's what you 

mean by non-political, I'm for politics. 

And to have an independent monetary system when you have a 

national debt of 280 billion dollars, when you have to coordinate your fiscal 
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and  y o u r  m o n e t a r y  po l i cy ,  i f  you  w e r e  w r i t i n g  on a b l a n k  s h e e t ,  as  

V¢oodrow ~ ' i l s o n  SMd w h e n  he f i r s t  s e t  up the F e d e r a l  R e s e r v e  S y s t e m ,  

you have  to t ake  p e o p l e  out of an a s y l u m  to w r i t e  that  on the b l a n k  s h e e t .  

It d o e s n ' t  m a k e  any s e n s e  a t  al l ,  r e g a r d l e s s  of wha t  you th ink  about  

the  p a r t i c u l a r  p o l i c y .  

A few y e a r s  ago the F e d e r a l  R e s e r v e  B o a r d  was  s a y i n g  tha t  

t h e y  d i d n ' t  b e l i e v e  in i n d e p e n d e n c e ;  tha t  i t  was  a b s o l u t e  n o n s e n s e ;  tha t  

a l l  t h e y  m e a n t  was  i n d e p e n d e n t  of the  P r e s i d e n t  and  they  d i d n ' t  m e a n  

i n d e p e n d e n t  of C o n g r e s s .  Th i s  was  m y  f r i e n d  B i l l  M a r t i n ' s  p o s i t i o n - -  

d i d n ' t  m e a n  i n d e p e n d e n t  of  C o n g r e s s .  Wel l ,  l a s t  y e a r  the F e d e r a l  

l=~eserve B o a r d  w a n t e d  the  c e i l i n g  r a i s e d  on i n t e r e s t  r a t e s  of c e r t a i n  

types ,  and  %~;ilbur M i l l s ,  of the House  Ways  and  M e a n s  C o m m i t t e e ,  

had  l e g i s l a t i o n  to g ive  i t  to t h e m  and  he jus t  w r o t e  in  t h e r e  a l i t t l e  p r o -  
innocuous 

vision of a general ~ character expressing the interest of the 

Congress that the Federal Reserve Board take some account of economic 

growth and various other problems. And Martin said: "No. This is 

getting the camel's nose under the tent. This is the beginning of Congres- 

sional concern with the operations of the Federal Reserve System." 

So the whole argument that we were independent of the Congress but 

weren't so blatantly disregardful of the democratic process as to say that 

we should be independent of the Congress became converted in 1959 into 

the argument that we should be independent of the President and the 

C o n g r e s s .  And  how a r e  you g o i n g  to r u n  a c o u n t r y  tha t  w a y ?  

QUESTION:  Mr .  K e y s e r l i n g ,  you s a i d  tha t  we ought  to take  
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a c c o u n t  of and  a c c e p t  a 3 p e r c e n t  i n f l a t i o n  in  o r d e r  to ge t  g r o w t h .  Wel l ,  

if  the  G o v e r n m e n t  w i l l  a c c e p t  a 3 p e r c e n t  i n f l a t ion ,  w o n ' t  a l l  the e x e c -  

u t i v e s  a l s o  take  tha t  in to  c o n s i d e r a t i o n ,  and  when  you t ry  to s e i l  bonds ,  

w o n ' t  t h e y  say :  "Wel l ,  the f i r s t  3 p e r c e n t  g o e s  down the  d r a i n ;  so  w e ' v e  

got  to have  an i n t e r e s t  r a t e  above  t h a t " ?  

now at  4 1/4 p e r c e n t  f o r  the long r a n g e ,  

And if you c a n ' t  s e l l  bonds  

how is  the C o v e r n m e n t  go ing  

to f i n a n c e  th i s  e x t r a  b u d g e t  if  t h e y  have  to pay  m o r e  for  the m o n e y ?  

1~:]~. K-~YSE~LING: Well ,  f i r s t  of a l l ,  I h a v e n ' t  t a k e n  the p o s i -  

t ion  tha t  we s h o u l d  have  a 3 p e r c e n t  i n f l a t i o n  to ge t  g r o w t h .  I have  s a i d  

tha t  i f  a 3 p e r c e n t  i n f l a t i o n  w e r e  the  on ly  way  to ge t  g rowth ,  and  the 

only  way to a v o i d  the g r o s s  n e g l e c t  of  y o u r  m o s t  i m p o r t a n t  n a t i o n a l  

p r i o r i t i e s ,  t hen  you have  to w e i g h  one a g a i n s t  the o t h e r .  

S ta t ed  m o r e  s u c c i n c t l y ,  I wou ld  s a y  tha t  d u r i n g  W o r l d  War  LI 

we m i g h t  have  had  a l i t t l e  l e s s  i n f l a t i o n  than  we had,  t h r o u g h  a d i f f e r e n t  

s e t  of p o l i c i e s ,  but  tha t  we c o u l d n ' t  have  fought  W o r l d  War  II wi thou t  

c o n s i d e r a b l e  i n f l a t ion ;  and  tha t  i f  we had  s a i d  that  i n f l a t i o n  was  a g r e a t e r  

d a n g e r  to us  than  i~i t ler ,  as  we a r e  now s a y i n g  tha t  i n f l a t i o n  is  a g r e a t e r  

d a n g e r  to us  than  i~ lmushchev ,  we would  have  l o s t  the w a r  and  we w o u l d n ' t  

have  a n y  d o l l a r s .  T h a t ' s  a l l  I ' m  s a y i n g .  

But  I ' m  not  s a y i n g  tha t  the 5 p e r c e n t  r a t e  of g r o w t h  i s  d e p e n d e n t  

on 3 p e r c e n t  of i n f l a t i o n .  IOm s a y i n g  qu i te  the  c o n t r a r y - - t h a t  the p o l i c i e s  

w h i c h  wou ld  be c o n d u c i v e  to a 5 p e r c e n t  r a t e  of g r o w t h  wou ld  ne t  in  the 

long  r u n  l e s s  p r i c e  i n f l a t i o n  than  the  p o l i c i e s  c o n t r i b u t o r y  to a 2 . 3  p e r c e n t  

r a t e  of g r o w t h .  Th i s  is  the whole  b a s i s  of m y  a r g u m e n t .  Not tha t  we 

38 



h a v e  to c h o o s e  b e t w e e n  g r o w t h  and s t a b i l i t y ,  but  tha t  an o p t i m u m  r a t e  
o p t i m u m  

of g r o w t h  is  c o n d u c i v e  t o / s t ab i l i t y ,  a h y p e r b o l i c  r a t e  of g r o w t h  i s  c o n -  

d u c i v e  to p r i c e  i n s t a b i l i t y ,  and  that  a d e f i c i e n t  r a t e  of g rowth ,  a l t h o u g h  

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

long  r u n  of the ups  and  downs ,  a v e r a g i n g  a low r a t e  of g r o w t h  p r o d u c e s  

m o r e  ne t  p r i c e  i n f l a t i o n  than  a s t a b l e  r a t e  of g r o w t h  at a h i g h e r  r a t e .  

QUF, STION: h, l r .  K e y s e r l i n g ,  I f ind  i t  r e a l  e a s y  to s u b s c r i b e  to 

the  log ic  of  y o u r  s t a t e d  r e q u i r e m e n t s  for  p l a n n i n g  fo r  th i s  e c o n o m i c  

g r o w t h  w h i c h  we n e e d .  I do, h o w e v e r ,  c o m e  to a g r i n d i n g  ha l t  w h e n  I 

v i s u a l i z e  the  p r o b l e m s  tha t  we have  in  g e t t i n g  any  s o r t  of l o n g - r a n g e  

p r o g r a m ,  say ,  in the  m i l i t a r y  d e p a r t m e n t s ,  w h e r e  we go f r o m  a y e a r -  

t o - y e a r  b a s i s .  ~low do you p o l i t i c a l l y  t r a n s l a t e  th i s  r e q u i r e m e n t  for  

a 1 0 - y e a r  o r  a 7 - y e a r  o r  a 4 - y e a r  p r o g r a m  for  e c o n o m i c  g r o w t h  in  an 

e n v i r o n m e n t  w h e r e  y o u r  A d n ~ i n i s t r a t i o n  c h a n g e s  e v e r y  four  y e a r s  p e r h a p s  

and  the p o l i t i c a l  c o m p l e x i o n  of y o u r  C o n g r e s s  m a y  sh i f t  e v e r y  two y e a r s  ? 

Is  th is  p o l i t i c a l l y  f e a s i b l e ?  

R=~. K-~YSEi-~LING: Wel l ,  I a p p r e c i a t e  y o u r  q u e s t i o n .  I d o n ' t  
j u s t  

know what  wou ld  be a c c o m p l i s h e d  by any  a n s w e r  tha t  I m i g h t  g ive  to 

tha t  q u e s t i o n ,  b e c a u s e  i f  m y  a n s w e r  w e r e  that  we had  a p o l i t i c a l  s y s t e m  

in  a c o n s t i t u t i o n a l  s e n s e  tha t  w e r e  not  a d j u s t e d  to the w o r l d  in w h i c h  

we now l ive ,  tha t  a n s w e r  w o u l d n ' t  be  w o r t h  any th ing ,  b e c a u s e  we have  

that  p o l i t i c a l  s y s t e m  and  w e ' r e  go ing  to s t a y  wi th  it;  and  we would  s t i l l  

have  to c o m e  b a c k  to the q u e s t i o n ,  What  a r e  we go ing  to do now tha t  

So I d o n ' t  s e e  tha t  the  a n s w e r  to the q u e s t i o n ,  i f  tha t  
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w e r e  the a n s w e r ,  wou ld  ge t  u s  m u c h  f u r t h e r  than  w h e r e  we a r e  now.  

M o r e  a f f i r m a t i v e l y  I would  s a y  tha t  I do not  b e l i e v e  tha t  the f l e x -  

i b i l i t y  o r  n a t u r e  of ou r  p o l i t i c a l  s y s t e m  i s  an  i n t r i n s i c  and  i r r e m e d i a b l e  
I 

l i a b i l i t y .  I t h i n k  i t  g e t s  down to the  old,  o v e r u s e d ,  bu t  n o n e t h e l e s s  i m p o r -  

t a n t  w o r d  of c o u r a g e o u s  l e a d e r s h i p .  I t l~nk  the k i n d s  of p o l i c i e s  t ha t  

I a m  t a l k i n g  abou t  have  no p o p u l a r  p o l i t i c a l  o b s t a c l e s  t h a t  c a n n o t  e a s i l y  

be s u r m o u n t e d  b y  c o u r a g e o u s  l e a d e r s b 4 p .  

As  a m a t t e r  of f ac t ,  a good  m a n y  of the  p o l i c i e s  t h a t  I ' m  t a l k i n g  

abou t  the pub l ic  d o e s n ' t  r e g i s t e r  a n y  w i l l  on and  d o e s n ' t  have  a n y  op in io n  

abou t .  T a k e ,  fo r  e x a m p l e ,  the  p o l i c i e s  of the  F e d e r a l  R e s e r v e  B o a r d .  

T h e r e  i s  no r e a l l y  p o l i t i c a l l y  i n s u r m o u n t a b l e  o b s t a c l e  to t h e i r  c h a n g i n g  

t h e i r  p o l i c i e s .  T h e y  cou ld  c h a n g e  t h e i r  p o l i c i e s  o v e r n i g h t .  And  t h e r e ' s  

no p o l i t i c a l  o b s t a c l e  to the  P r e s i d e n t  of the U n i t e d  S t a t e s  and  the C a b i n e t  

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

As  a m a t t e r  fac t ,  f r o m  the p o l i t i c a l  po in t  of v i e w  I can  go a r o u n d  

the c o u n t r y  and  s e l l  70 peop l e  on the o u t r a g e s  of the t igh t  m o n e y  p o l i c y  

f o r  e v e r y  30 peop le  t h e y  can  s e l l  fo r  i t ,  when  you  t e l l  t h e m  the f ac t s ,  

b e c a u s e  the A m e r i c a n  peop le  a r e  not  i n t r i n s i c a l l y  c o m m i t t e d  to the p r o p o -  

s i t i o n  tha t  20 b i l l i o n  d o l l a r s  in  a few y e a r s  s h o u l d  be t a k e n  out  of t h e i r  

p o c k e t s  and  put  in to  the  h a n d s  c~f a few f i n a n c i a l  i n s t i t u t i o n s .  And  the 

A m e r i c a n  peop le  a r e  not  i n t r i n s i c a l l y  c o m m i t t e d  to the p r o p o s i t i o n  t ha t  

the  w a y  to s t op  i n f l a t i o n  i s  b y  i n f l a t i n g  the  f a t  and  s t a r v i n g  the l e a n .  

T h e r e ' s  no p o l i t i c a l  i n t r i n s i c  d i f f i c u l t y  in  c h a n g i n g  t h i s  p o l i c y .  I t ' s  a 

m a t t e r  of l e a d e r s h i p .  I t ' s  a m a t t e r  of the p o l i c i e s  and  a t t i t u d e s  of  the 
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trustees of the American People--the Federal ~eserve Board and the 

Government. 

Tax policy is a little more complicated, but there's always a 

lot of pull and tug on a tax policy anyway. I don't think that a rational 

tax policy is intrinsically more difficult than an irrational one. 

As a matter of fact, even on this whole price-wage front and 

the atrocious mismanagement of the steel controversy, I think the Govern- 

ment has done the worst of all things on all scores. And I don't think 

that a more viable and sensible policy would have been politically more 

difficult. It may have been. But, again, if we're going to say that 

courage has now no place in the lives of the leaders, I don't think we're 

where we were. 

Now, every person in political life is ambitious, and every person 

in political life believes that survival is the first law of nature. I'm 

getting a little off economics here, but it's very relevant. But modern 

world history has demonstrated many examples of political leaders who, 

while they were ambitious, and while they wanted to succeed, and while 

they wanted to be prime ministers, nevertheless were willing to go out 

into the political wilderness. Winston Churchill, for example, did 

tha t  m o s t  of h i s  c a r e e r .  I t h ink  he was  j u s t  a s  a m b i t i o u s  in h is  e a r l y  

y e a r s  a s  in h i s  l a t e r  y e a r s .  I th ink  he a l w a y s  p r o b a b l y  w a n t e d  to be  

P r i m e  h : i n i s t e r .  ]?Jut he had  c e r t a i n  b a s i c  p r i n c i p l e s  that  he fought  for ;  

and  if  t hey  took h i m  into  the w i l d e r n e s s  fo r  a whi le ,  he wen t  in to  the  

w i l d e r n e s s  for  a w h i l e .  
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Thi s  has  b e e n  t rue  in the Un i t ed  S ta tes  a l s o .  ~Ve have  had  l e a d e r s  
in  the  m e a n - -  

who c o m p r o m i s e d  on m a n y  i s s u e s  who w e r e  f l ex ib l e  to m e /  and  I ' m  

no t  t a lk ing  about  the P r e s i d e n t  on ly .  I ' m  t a l k ing  about  the C o n g r e s s  and  

e l s e w h e r e - - b u t  s t i l l  had  c e r t a i n  u n a l t e r a b l e  m i n i m u m  o b j e c t i v e s  fo r  

w h i c h  they  wou ld  f ight .  

~ ------- Now, if  we happen  to have  r e a c h e d  an age  in the U n i t e d  S t a t e s  

w h e r e  we d o n ' t  have  th is  any  m o r e  in ou r  p o l i t i c a l  l e a d e r s ,  t hen  I th ink  

w e ' r e  d o o m e d .  But  I d o n ' t  th ink  t h a t ' s  t r u e .  

T h a t ' s  the only  k ind  of a n s w e r  I can  bo-ive to y o u r  q u e s t i o n ,  w h i c h  

i s  a s o r t  of v e r y  i m p o r t a n t  and  i m p o n d e r a b l e  q u e s t i o n .  I th ink  tha t  if  

the  t h ings  tha t  I a m  t a l k i n g  abou t  a r e  c o r r e c t ,  and  i f  t hey  a r e  u n d e r s t o o d ,  

and  if  e c o n o m i s t s  and  t e c h n i c i a n s  and  o t h e r  p e o p l e  do t h e i r  p a r t  in 

p r e s s i n g  t h e m ,  I d o n ' t  th ink  tha t  the p o l i t i c a l  t a sk  of s e l l i n g  th i s  p r o g r a m  

is  a t  a l l  u n m a n a g e a b l e .  If i t  i s  u n m a n a g e a b l e ,  t hen  I d o n ' t  s e e  any  way  

out. 

COL.  SR~iYSER: M r .  K e y s e r l i n g ,  the g r e a t  n u m b e r  of q u e s t i o n s  

tha t  we have  I th ink  i s  i n d i c a t i v e  of the g r e a t  i n t e r e s t  in  y o u r  talk,  bu t  

I ' m  a f r a i d  tha t  ou r  t i m e  has  r u n  out.  On b e h a l f  of the C o m m a n d a n t  and  

the  f acu l ty  and  the s t u d e n t s ,  I want  to t h a n k  you for  y o u r  v i s i t  h e r e  th is  

m o r n i n g .  I ' m  s u r e  y o u r  r e m a r k s  w i l l  s t i m u l a t e  us  to s o m e  v e r y  s e r i o u s  

t h i n k i n g  abou t  the  p r o b l e m  of e o o n o m i c  g r o w t h .  Thank  you, s i r .  
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