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THE CURRENT NATIONAL ECONOMIC SITUATION 

31 J a n u a r y  1962 

GENERAL QUILL: G e n t l e m e n :  D u r i n g  his  1962 s t a t e  of the  
Union a d d r e s s .  P r e s i d e n t  Kennedy  e m p h a s i z e d  the  i m p o r t a n c e  of our  
su b j e c t  fo r  today.  The  P r e s i d e n t  devo ted  c o n s i d e r a b l e  a t t en t ion  to 
the c u r r e n t  na t iona l  e c o n o m i c  s i tua t ion ,  which is  the t i t l e  of th is  
m o r n i n g ' s  l e c t u r e .  He focused  his  r e m a r k s  on inf la t ion,  u n e m p l o y -  
m e n t ,  tax r e v i s i o n s ,  t r ade ,  and l e g i s l a t i o n  d e s i g n e d  to p r e v e n t  a r e -  
v e r s a l  of our  r i s i n g  economy .  

Our s p e a k e r  wil l  p r e s e n t  th is  a n a l y s i s  of the  c u r r e n t  e c o n o m i c  
s i t ua t ion  in the  Uni ted  States ,  and a p r o j e c t i o n  of t r e n d s  fo r  the  i m -  
m e d i a t e  fu tu re .  His  c u r r e n t  pos i t i on  as Vice  C h a i r m a n  of the  Manu-  
f a c t u r e r s  H a n o v e r  T r u s t  Company  keeps  h i m  in c l o s e  con tac t  with 
the  e c o n o m i c  p u l s e  of our  Nation,  and his  d i s t i n g u i s h e d  b a c k g r o u n d  
in educa t ion ,  g o v e r n m e n t ,  and i ndus t ry ,  b e s p e a k s  his  qua l i f i ca t ions  
on t o d a y ' s  topic .  

It is  a g r e a t  p l e a s u r e  to w e l c o m e  for  h is  t h i r d  l e c t u r e  to the 
I n d u s t r i a l  Co l l ege ,  Dr .  G a b r i e l  Hauge.  Dr .  Hauge.  

DR. HAUGE: G e n e r a l  Quil l ,  G e n t l e m e n :  It is a p l e a s u r e  fo r  m e  
to r e t u r n  to th is  l e c t e r n  and to r e s u m e  a d i s c u s s i o n  of a sub j ec t  
which,  I t ake  it, wi l l  be  a m a t t e r  of i n t e r e s t  for  each  c l a s s  and for  
each  one of us each  y e a r .  As  G e n e r a l  Qui l l  has  i nd ica t ed .  I a m  now 
e n g ag ed  in the  bank ing  b u s i n e s s  a f t e r  hav ing  had an oppor tun i ty  to 
s e r v e  h e r e  in Wash ing ton ,  and a f t e r  hav ing  spen t  s o m e  y e a r s  in the  
a c a d e m i c  wor ld .  And so,  as  I look upon th i s  ques t i on  of d e v e l o p -  
m e n t s  in our  na t iona l  e c o n o m y ,  the  l i ke ly  c o u r s e  of t hose  d e v e l o p -  
m e n t s ,  and how we p r i v a t e l y  and pub l i c ly  can  i n f l uence  the  c o u r s e  of 
t h o s e  d e v e l o p m e n t s  t oward  c e r t a i n  a g r e e d  ends ,  I t r u s t  that  I can 
b r i n g  to th is  d i s c u s s i o n  s o m e t h i n g  f r o m  e a c h  of t h o s e  d i f f e r e n t  expe -  
r i e n c e s .  I hope  I s h a l l  not  be  too p r a c t i c a l ;  I hope  I s h a l l  not  be too 
t h e o r e t i c a l ;  I hope  I sha l l  not  be  too f i l l ed  with r e c o l l e c t i o n s  of th ings  
that  p e r h a p s  have  not c o m e  out qui te  as  I thought  t hey  would in the  
pas t .  and not t ake  too m u c h  s a t i s f a c t i o n  f r o m ,  p e r h a p s ,  s o m e  e x p e c -  
t a t ions  about  fu tu re  d e v e l o p m e n t s  that  have  b e e n  b o r n e  out. 
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As  I s a id ,  I a m  in the  bank ing  b u s i n e s s  and  you know in the  b a n k -  
ing  b u s i n e s s  we d e a l  in m o n e y .  We t r y  to get  hold  of it and o n c e  we  
get  hold of i t - - b y  l e g i t i m a t e  m e a n s ,  tha t  i s - - w e  t r y  to put  i t  out to 
w o r k .  And a f t e r  we put it  out, we hope fo r  two th ings ;  one,  to get  
pa id  back,  and  two, to get  pa id  s o m e t h i n g  fo r  hav ing  put it out .  We 
ge t  pa id  s o m e t h i n g  c a l l e d  a r a t e  of i n t e r e s t .  We pay  p e o p l e  fo r  g iv ing  
us funds  u n l e s s  t hey  a r e  d e m a n d  d e p o s i t s ,  and  we get  s o m e t h i n g  in 
r e t u r n .  Tha t  s o m e t h i n g  we get  in r e t u r n  c o v e r s  ou r  e x p e n s e s ,  and 
s o m e  r e w a r d  f o r  p e o p l e  who i n v e s t  in ou r  b u s i n e s s .  

Some  t i m e  ago  a l e t t e r  c a m e  to our  bank  f r o m  a c o r r e s p o n d e n t  
b a n k e r  in T e x a s .  He s a i d  he  had b e e n  t r y i n g  to get  a c r o s s  to p e o p l e  
t h e b a s i c  no t ion  of what  an  i n t e r e s t  r a t e  was ;  what  i t s  f unc t i on  was  in 
our  kind of m a r k e t  e c o n o m y ,  and it was  not  a l w a y s  e a s y .  Two p r i c e s  
in our  e c o n o m y ,  he sa id ,  s e e m  to evoke  a l l  s o r t s  of e m o t i o n a l  r e a c -  
t ions  tha t  m a d e  it h a r d  fo r  p e o p l e  to s e e  t h e m  s t e a d i l y  and  s e e  t h e m  
whole ;  one  was  the  p r i c e  of m o n e y  and  the  o t h e r  was  the  p r i c e  of l a b o r ,  
and  ff we could  only  look c l e a r l y  and qu ie t l y  a t  t h o s e  two p r i c e s  in ou r  
e c o n o m i c  s y s t e m ,  and  se t  t h e m  i n t e l l i g e n t l y ,  we  p r o b a b l y  would  s o l v e  
a l l  of our  o t h e r  p r o b l e m s .  Wel l ,  it is  an i n t e r e s t i n g  thought .  But he  
wen t  on to s a y  tha t  to i l l u s t r a t e  the  d i f f i cu l ty  of ge t t i ng  the  n a t u r e  of 
i n t e r e s t  r a t e s  a c r o s s  to h is  v i s i t o r s ,  he r e c a l l e d  the  s t o r y  of two c o l -  
l ege  g r a d u a t e s  who had b e e n  r o o m m a t e s  and who c a m e  b a c k  to t h e i r  
10th r e u n i o n .  In c o l l e g e  one of t h e m  had been  v e r y  b r igh t ;  he  had had 
a f ine  a c a d e m i c  r e c o r d ,  he  was  e x c e l l e n t  in m a t h e m a t i c s  and f i n a n c e ,  
p e r s o n a b l e ,  and  m a d e  f r i e n d s  e a s i l y ,  g e n e r a t e d  c o n f i d e n c e  and t r u s t  
in h i s  own j u d g m e n t s  and  conduc t ,  and  fo r  h i m  an e x c e l l e n t  c a r e e r  was  
p r e d i c t e d  in b u s i n e s s .  

His roommate was a big, happy-go-lucky type, rather much of a 
lazy loafer as far as the academics were concerned. He devoted most 
of his time to extracurricular activities; could not understand mathe- 
matics and finance at a11--they were Greek to him--and very little was 
p r e d i c t e d  fo r  h i m  as  f a r  a s  s u c c e s s  in b u s i n e s s  was  c o n c e r n e d .  But 
lo and  behold ,  when  they  c a m e  back  to the  r e u n i o n ,  it was  th i s  l a t t e r  
f e l low who c a m e  in the  b i g g e s t ,  b l a c k e s t  C a d i l l a c ,  w e a r i n g  the  m o s t  
e l e g a n t l y  t a i l o r e d  c lo the s  and obv ious ly  look ing  v e r y  a f f luen t  i ndeed .  

The  o t h e r  f e l low c a m e  back  with  a bi t  of a hangdog  a t t i tude ;  his  
c l o t h e s  w e r e  sh iny ,  r a t h e r  old; he  s e e m e d  to have  los t  a good d e a l  of 
his  old g l a m o u r .  Wel l ,  the  s u c c e s s f u l  one  was  a s k e d ,  "What  in the  
w o r l d  have  you done to fool  us a l l ? "  tVWell ' i, he  sa id ,  " i t l s  v e r y  
s i m p l e .  I went  into the  m a n u f a c t u r i n g  b u s i n e s s ,  I m a k e  s o m e t h i n g  
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f o r  t h e  k i t c h e n .  T h e  h o u s e w i v e s  of  A m e r i c a  l o v e  i t .  I m a n u f a c t u r e  
i t  f o r  $1 ,  I s e l l  i t  f o r  $4,  and  i t ' s  w o n d e r f u l  w h a t  t h e  3 p e r c e n t  a d d s  
up  to .  " 

G e n t l e m e n ,  I w a n t  to  t a l k  w i t h  y o u  t o d a y  a b o u t  t h e  e c o n o m y ,  
a b o u t  i t s  p r e s e n t  s t a t u s  a s  I s e e  i t ,  w h e r e  i t  m i g h t  be  g o i n g ,  a n d  
w h a t  w e  s h o u l d  o r  c o u l d  be  d o i n g  to  i n f l u e n c e  i t s  c o u r s e  c o n s t r u c -  
t i v e l y .  I u n d e r s t a n d  t h a t  t h i s  s u b j e c t  w a s  i n t r o d u c e d  to  y o u  y e s t e r -  
d a y  a n d  I h o p e  t h a t  s o m e  of  t h e  t h i n g s  t h a t  I s a y  w i l l  p e r h a p s  be  
r e l e v a n t  t o  s o m e  of  t h e  t h i n g s  t h a t  w e r e  s a i d  y e s t e r d a y .  

I w a n t  to  p u l l  b a c k  f o r  a m o m e n t  and  t r y  to  s e t  t h e  s t a g e  f o r  m y  
d i s c u s s i o n  in  t e r m s  of  c e r t a i n  b a s i c  a s s u m p t i o n s .  T h e  e c o n o m y ,  
s i m p l y  d e f i n e d ,  i s  t h a t  o r g a n i z a t i o n  of  o u r  s o c i e t y  f o r  g e t t i n g  a n d  
s p e n d i n g ;  f o r  t a k i n g  r e s o u r c e s ,  c o m b i n i n g  t h e m ,  a n d  p u t t i n g  t h e m  to  
u s e  to  p r o d u c e  t h i n g s  t h a t  we  a s  a p e o p l e  a n d  we a s  a f r e e  w o r l d  w a n t .  
A s  we  s c a n  t h e  h o r i z o n  on t h e  w o r l d  t o d a y  we f i n d  t h a t  p e o p l e  h a v e  
o r g a n i z e d  t h e i r  s o c i e t i e s  in  a v a r i e t y  of  w a y s  to  a c h i e v e  t h e  s o l u t i o n  
to  t h i s  e c o n o m i c  e q u a t i o n .  

On t h e  o n e  e x t r e m e  we  h a v e  R e d  C h i n a ,  w h i c h ,  a s  f a r  a s  we  c a n  
t e l l ,  h a s  t a k e n  m o s t  l i t e r a l l y  t h e  o r g a n i z a t i o n  of  a d i r e c t e d  e c o n o m y ,  
a l t h o u g h  a p p a r e n t l y  t h e r e  h a s  b e e n  s o m e  r e l a x a t i o n .  We  c o m e  a c r o s s  
to  S o v i e t  R u s s i a ,  d e d i c a t e d  to t h a t  g e n e r a l  i d e a  of  o r g a n i z a t i o n  w i t h  a 
c e n t r a l  d i r e c t i o n  of  d e c i s i o n  m a k i n g ,  t h o u g h  i t  a l s o  a p p a r e n t l y  h a s  
r e l a x e d  s o m e w h a t  f r o m  e a r l i e r  n o t i o n s .  W e  e n c o u n t e r  a n  e c o n o m y  
l i k e  t h a t  o f  Y u g o s l a v i a  w h i c h  h a s  i n t r o d u c e d  s t i l l  m o r e  m a r k e t  p r i c e  
r e l a t i o n s h i p s  i n t o  i t s  d i r e c t e d  e c o n o m y .  T h e n  we  m o v e  f u r t h e r  
t h r o u g h  t h e  s p e c t r u m ,  t h r o u g h  S c a n d i n a v i a  w h e r e  we  s t i l l  h a v e  
a v o w e d  S o c i a l i s t  G o v e r n m e n t s ,  L a b o r  G o v e r n m e n t s ,  w h i c h  h a v e  r e -  
m a i n e d  in  p o w e r  s i n c e  t h e  end  of  t h e  w a r  b u t  a s  f a r  a s  I c a n  s e e ,  t h e  
r e a s o n  t h e y  h a v e  r e m a i n e d  in  p o w e r  s i n c e  t h e  e n d  of  t h e  w a r  i s  t h a t  
t h e y  a r e  no t  v e r y  d o c t r i n a i r e  in  t h e i r  s o c i a l i s m .  T h e n  we  m o v e  
t h r o u g h  c o u n t r i e s  l i k e  F r a n c e  a n d  B r i t a i n  w h i c h  s t i l l  h a v e  s o m e  of  
t h e  a s p e c t s  of  a d i r e c t e d  e c o n o m y .  W e  m o v e ,  t h e n ,  t o  W e s t  G e r m a n y ,  
t h e  U n i t e d  S t a t e s ,  a n d  C a n a d a ,  w h i c h  I s u p p o s e ,  r e p r e s e n t  in  o u r  p r e s -  
e n t  m o d e r n - d a y  w o r l d  t h e  m a j o r  c o u n t r i e s  w i t h  s o - c a l l e d  m a r k e t  e c o n -  
o m i e s  w h e r e  d e c i s i o n  m a k i n g  w i t h  r e s p e c t  to  e c o n o m i c  m a t t e r s  i s  
h i g h l y  d e c e n t r a l i z e d  in  m i l l i o n s  of  c e n t e r s - - o n  f a r m s ,  in  b u s i n e s s e s ,  
i n  p r o f e s s i o n a l  o f f i c e s  t h r o u g h o u t  t h e s e  l a n d s .  

N o w ,  in  o u r  c o u n t r y  we  h a v e  a m i x e d  e c o n o m y ,  o b v i o u s l y ,  b u t  
f u n d a m e n t a l l y ,  t h e  d e c i s i o n s  to  s p e n d ,  to s a v e ,  to  i n v e s t ,  to  d i r e c t  
r e s o u r c e s ,  l i e  in  t h e  h a n d s  of  i n d i v i d u a l s .  I s a y  t h i s  r e a l i z i n g  t h a t  
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we have  e n o r m o u s  publ ic  budge t s ,  but a g r e a t  d e a l  of t h o s e  publ ic  
budge t s  a r e  devo t ed  to p u r p o s e s  which  would not be  of i n t e r e s t  to the  
p r i v a t e  d e c i s i o n - m a k i n g  p r o c e s s ;  the  whole  s e c u r i t y  o p e r a t i o n  of the  
Uni ted  Sta tes ,  the  p r o v i s i o n  of r o a d s ,  s c h o o l s ,  and of m a n y  of the  
publ ic  a m e n i t i e s  that  we m u s t  o r g a n i z e  on a c o m m o n  b a s i s .  T h e r e  is 
an e l e m e n t - - a  s m a l l  e l e m e n t - - i n  our  budge t s ,  which  does  r e p r e s e n t  
e n c r o a c h m e n t ,  s o m e  peopIe  would say ,  upon p r i v a t e  d e c i s i o n  mak ing ,  
and th is  is what  the  deba te  is about  in d o m e s t i c  p o l i t i c s  on e c o n o m i c  
po l i cy .  

But f u n d a m e n t a l l y  we a p p r o a c h  th is  m a t t e r  of e c o n o m i c  d e c i s i o n  
m a k i n g  in t h e s e  t e r m s .  And I th ink it is i m p o r t a n t  to s ay  th is  b e c a u s e  
you cannot  run  a s o - c a l l e d  " f r e e  e n t e r p r i s e  e c o n o m y ,  " a s o - c a l l e d  
" p r i v a t e  d e c i s i o n  m a k i n g  e c o n o m y "  and not have  p r i v a t e  d e c i s i o n  
m a k i n g  r e a l l y  func t ion .  The  a r t  of g o v e r n m e n t ,  o r  the  a r t  of inf lu-  
enc ing  a p r i v a t e  e c o n o m y  is  a v e r y  sub t l e  and d e l i c a t e  one indeed .  

The  too ls  we have  a v a i l a b l e  a r e  o f t e n t i m e s  qui te  blunt ,  in t e r m s  
of g o v e r n m e n t  r egu l a t i on ,  which  of ten d e t e r  r a t h e r  than s t i m u l a t e .  
The  gen ius  of g o v e r n m e n t  in ou r  k ind of s o c i e t y  is  to f ind out how this  
e x t r a o r d i n a r i l y  s e n s i t i v e ,  h igh ly  d e c e n t r a l i z e d  d e c i s i o n - m a k i n g  p r o c -  
e s s  can be touched  in c o n s t r u c t i v e  ways  to a c h i e v e  goals  that  r e p r e -  
s e n t  a c o m m o n  c o n s e n s u s  in our  coun t ry .  

Now, s t a r t i n g  wi th  that  bas i c  a s s u m p t i o n - - a n d  th i s  is a g r e e d  in 
A m e r i c a ;  both po l i t i c a l  p a r t i e s ,  c e r t a i n l y ,  excep t  fo r  a v e r y ,  v e r y  
t iny e l e m e n t  in our  p o l i t i c a l  g roup ings ,  would s t a r t  f r o m  that  a s s u m p -  
t ion.  So, the  deba t e  is about  how we do th i s  th ing.  Now, as  I look 
out a r o u n d  the e c o n o m i c  h o r i z o n  today  I m u s t  m a k e  c e r t a i n  a s s u m p -  
t ions  about the  i n t e r n a t i o n a l  s i t ua t ion  b e c a u s e  obv ious ly  that  is  go ing  
to c o l o r  what  we can  expec t  in our  d o m e s t i c  e c o n o m i c s .  

As  f a r  as  the  i n t e r n a t i o n a l  s i t ua t ion  is c o n c e r n e d  th is  is  the  p l a n -  
n ing  a s s u m p t i o n  that  we in our  bank with s o m e  $5 b i l l i on  of o t h e r  p e o -  
p l e ' s  m o n e y  fo r  i n v e s t m e n t  and s a f e k e e p i n g  have  adopted:  that  the  
wor ld  s i t ua t i on  for  th is  y e a r - - a n d  we a r e  t a lk ing  about  th i s  y e a r  in the  
n e a r  t e r m - - w i l l  p r o b a b l y  cont inue ,  in L e n i n ' s  p h r a s e ,  "Not  a war  and 

I !  
not p e a c e .  We a s s u m e  a n u c l e a r  wa r  p o s s i b i l i t y ,  though a v e r y  
s m a l l  one,  but we do not exc lude  the  p o s s i b i l i t y  of s o m e  kind of i n -  
v o l v m e n t  that  could have  sha rp ,  s h o r t r u n  e f fec t s  upon c e r t a i n  s e n s i -  
t i ve  m a r k e t s ,  f inanc ia l ,  c o m m o d i t y ,  and s e c u r i t y .  As  we t r y  to p lan  
fo r  th is  y e a r ,  our  a s s u m p t i o n s  run  s o m e t h i n g  l ike  this ;  no war  o v e r  
B e r l i n ,  but s t e p p e d - u p  Soviet  e f fo r t s  to d e s t r o y  NATO and so  u n d e r -  
m i n e  wor ld  c o n f i d e n c e  in the p o w e r  and l e a d e r s h i p  of the Uni t ed  Sta tes ;  
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d i v i s i v e  b r i n k - o f - w a r  m a n e u v e r s  by the  Sovie t  to n e u t r a l i z e  o r  a b -  
s o r b  a l l  of G e r m a n y - - a n d  th is  p o s e s  for  us the  f u n d a m e n t a l  p o l i c y  
w h i c h  our  G o v e r n m e n t  has  p r o m u l g a t e d  and m a d e  v e r y  c l e a r ,  the  
n e e d  to k e e p  W e s t e r n  G e r m a n y  m o r e  t i gh t ly  than e v e r ,  bound to the  

W e s t .  

Next ,  wh i l e  we en joy  the r e p o r t s ,  we count  on no r e a l  c h a n c e  of 
a b r e a k u p  of the M o s c o w - P e k i n g  a x i s .  We count  on new Red  s t abs  at  
e x p o s e d  na t ions  in s o u t h e a s t  A s i a ,  A f r i c a ,  and L a t i n  A m e r i c a ,  b a s e d  
on a r i g i d  s t r a t e g y  and f l ex ib l e  t a c t i c s ;  a c t i o n  such  as  in S o u t h V i e t n a m  
m i g h t  be  e x p e c t e d  to b r i n g  a s t r o n g  r e a c t i o n  f r o m  our  G o v e r n m e n t  in 
v i e w  of i ts  e x p e r i e n c e  and Cuba and  in L a o s .  A s u c c e s s i o n  of Red  n ib -  
b l ing  o p e r a t i o n s  could  l e ad  g r a d u a l l y  to a K o r e a n  w a r - t y p e  e c o n o m y  
with  c o n t r o l s  on w a g e s ,  p r i c e s ,  c o n s u m e r  and o t h e r  c r e d i t ,  and an 
e x c e s s  p ro f i t s  tax.  T h e s e  a r e  p o s s i b l e  p l ann ing  a s s u m p t i o n s .  The  
l a t t e r  one  I do not  m y s e l f  c o n s i d e r  i m m i n e n t ,  as  I s h a l l  d i s c u s s  l a t e r  
but  it is  s o m e t h i n g  we cannot  e x c l u d e  f r o m  one of the  o u t e r  c i r c l e s  of 

our  th ink ing .  

Now, the r e l e v a n c e  to the  b u s i n e s s  p i c t u r e - - t o  the  e c o n o m i c  p i c -  
t u r e - - o f  a l l  t h i s ,  it s e e m s  to m e  about  as  fo l lows .  The  i m p a c t  on the  
e c o n o m y - - o n  b u s i n e s s ,  on b u s i n e s s  t u r n o v e r - - i s  apt  to be  one of s t i m -  
u lus  r a t h e r  than  one of d e t e r i o r a t i o n  as  a r e s u l t  of th is  i n t e r n a t i o n a l  
s i t ua t i on .  I b a s e  tha t  on the  fac t  tha t  it has  led  to r a t h e r  s h a r p l y  in -  
c r e a s e d  budge t s  fo r  the  s e c u r i t y  of the  Uni t ed  S ta tes .  It has  led  to 
r e d e p l o y m e n t  and i n c r e a s e  of ou r  f o r c e s  ou t s i de  the  Uni ted  S t a t e s ,  
wi th  c e r t a i n  f i n a n c i a l  i m p a c t s  on our  b a l a n c e  of p a y m e n t s .  And th i s  
p l a n n i n g  a s s u m p t i o n  l e a d s  m e  to the  c o n c l u s i o n  tha t  we wi l l  have  f r o m  
that  s o u r c e  a s t i m u l u s  r a t h e r  than  a d e t e r i o r a t i o n .  You cou ld  have  a 
d e t e r i o r a t i o n  in the  s h o r t  r u n  if t h e r e  w e r e  a v e r y  g r e a t  f e e l i n g  of 
c a u t i on  d e v e l o p i n g  wi th  r e s p e c t  to b u s i n e s s  p l ann ing  and  b u s i n e s s  ex-  
p e n d i t u r e s  g r o w i n g  out of th is  s o r t  of s i t ua t i on .  T h e r e  is s o m e  of tha t  
and  I s h a l l  t a lk  about  that  in a m i n u t e .  But it  c o m e s ,  I b e l i e v e ,  f r o m  

o t h e r  r e a s o n s .  

Second ly ,  in e v a l u a t i n g  the  c o u r s e  of the  e c o n o m y  we h a v e  to 
m a k e  s o m e  a s s u m p t i o n s  about  our  i n t e r n a t i o n a l  f i n a n c i a l  and t r a d e  
p o s i t i o n - - o u r  b a l a n c e  of p a y m e n t s .  Th i s  m a t t e r  has  c o m e  to h a v e  a 
g r e a t  d e g r e e  of v i s i b i l i t y  in i n f o r m e d  c i r c l e s  wi th in  the  Un i t ed  S ta tes  
in the  l a s t  two o r  t h r e e  y e a r s .  It is  a good th ing .  I r e m e m b e r  d u r i n g  
m y  y e a r s  in W a s h i n g t o n ,  the  then  S e c r e t a r y  of the  T r e a s u r y ,  G e o r g e  
M. H u m p h r e y ,  p r e s e n t e d  to a C a b i n e t  m e e t i n g  a r e p o r t  in w h i c h  he  
l a id  out the  g r o w i n g  v o l u m e  of s h o r t - t e r m  l i a b i l i t i e s  that  we had in 
t e r m s  of d o l l a r  c l a i m s  on us by o v e r s e a s  h o l d e r s ,  and the  f r e e  gold 
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tha t  we had a v a i l a b l e  to m e e t  t h e m .  Wel l ,  th is  was  abou t  1955, I 
th ink ,  o r  1956, and nobody  paid m u c h  a t t e n t i o n .  But I w r o t e  to G e o r g e  
H u m p h r e y  a few w e e k s  ago  and r e c a l l e d  the s i t u a t i o n .  I r e m i n d e d  h i m  
that  p r o p h e t s  a r e  s e l d o m  h e a r d  on t h e i r  f i r s t  u t t e r a n c e .  But we  h a v e  
fe l t ,  now, fo r  t h r e e  y e a r s  at  l e a s t ,  the  p r e s s u r e  f r o m  th i s  s o u r c e  up-  
on ou r  e c o n o m i c  l i fe .  

As f a r  a s  a p l a n n i n g  a s s u m p t i o n  r e g a r d i n g  th is  m a t t e r  fo r  1962, 
I would s a y  tha t  t h e r e  is no s o l u t i o n  in s igh t  to our  b a l a n c e  of p a y -  
m e n t s  d e f i c i t  p r o b l e m ,  a l t hough  i ts  s i z e  shou ld  be kept  b e l o w  the  
$3 .5  to $4 b i l l i on  l e v e l s  of the  p e r i o d  1958, 1959, and 1960. Now, 
we had a r a t h e r  d i s c o u r a g i n g  d e v e l o p m e n t  in the  f o u r t h  q u a r t e r  of 
1961, a s  you  know, which  has  l i f ted  the  b a l a n c e  of p a y m e n t s  d e f i c i t  
f o r  that  p e r i o d  up into  the  r a n g e  of $2 .5  b i l l i o n  f r o m  s o m e t h i n g  ha l f  
a b i l l i on  d o l l a r s  l e s s  than  that ,  and,  of c o u r s e ,  m u c h  m o r e  if w e  do 
not  count  the  he lp  f r o m  the  a d v a n c e d  r e p a y m e n t  of c e r t a i n  i n d e b t e d -  
n e s s  by G e r m a n y  and o t h e r s  in tha t  p e r i o d .  

I do not,  on the  o t h e r  hand,  s h a r e  the v i e w  tha t  I h e a r  e x p r e s s e d  
s o m e t i m e s  in Wal l  S t r e e t ,  tha t  we m a y  h a v e  a gold c r i s i s  in the  s p r i n g .  
I do not ,  m y s e l f ,  s e e  any  b a s i s  fo r  tha t ,  n o r  do I e x p e c t  any  d o l l a r  
d e v a l u a t i o n  to be  s e r i o u s l y  d i s c u s s e d  o r  c e r t a i n l y  a n y  a c t i o n  t a k e n  in 
the  p e r i o d  tha t  one c a n  s e e  a h e a d .  The  fac t  of the  m a t t e r  is  tha t  we  
n e e d  a s u r p l u s  on t r a d e  a c c o u n t  of at  l e a s t  $6 b i l l i on  and p e r h a p s  m o r e ,  
to k e e p  o u r  b a l a n c e  of p a y m e n t s  in o r d e r - - S 6  to $7 b i l l i on  p e r h a p s .  
And by tha t  I m e a n ,  as  you d o u b t l e s s  know,  a s u r p l u s  of goods  and  
s e r v i c e s  e x p o r t e d  o v e r  the  v o l u m e  i m p o r t e d .  Now, we have  a c h i e v e d  
a $6 b i l l i on  s u r p l u s  and s o m e w h a t  b e t t e r  than  $6 b i l l i on  a few t i m e s .  
In the  f i r s t  q u a r t e r  of 1960 we a c h i e v e d  a t r a d i n g  s u r p l u s  of $ 6 . 3  b i l -  
l ion.  But i t  has  b e e n  d e c l i n i n g  s i n c e  tha t  t i m e  and  is  apt  to c o n t i n u e  
u n d e r  p r e s s u r e  d u r i n g  th is  y e a r  b e c a u s e  ou r  e c o n o m y  is in a r i s i n g  
phase ;  ou r  i m p o r t  a p p e t i t e  is  b e i n g  w h e t t e d  to s e r v i c e  the  n e e d s  of a 
g r o w i n g  e c o n o m y .  

The  f u n d a m e n t a l  a s p e c t  of s o l u t i o n  to the  b a l a n c e  of p a y m e n t s  
p r o b l e m ,  of c o u r s e ,  as  the P r e s i d e n t  a n n o u n c e d  in h is  s t a t e  of the  
Union  m e s s a g e  and as  was  s e t  f o r t h  in the  r e p o r t  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  the o t h e r  day,  is  to i n c r e a s e  th is  t r a d i n g  s u r p l u s ;  
to get  up to th i s  $6 b i l l i on  aga in ,  or  ge t  it  up to $7 b i l l i on .  T h e n  we 
can  hope  to c a r r y  the  p r e s e n t  e x p e n d i t u r e s  f o r  ou r  s e c u r i t y  o b j e c t i v e s  
o v e r s e a s  as  w e l l  as  to p e r m i t  i n v e s t m e n t  and  our  m u t u a l  s e c u r i t y  
p r o g r a m s  on e c o n o m i c  a c c o u n t s  tha t  s t i l l  i nvo lve  e x p o r t  d o l l a r s  to go 
f o r w a r d .  
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Now, t h e r e  a r e  not v e r y  m a n y  s e c r e t s  about  th is  b u s i n e s s  of in -  
c r e a s i n g  the t r a d i n g  s u r p l u s .  It is  a l l  p r e t t y  p la in ,  o l d - f a s h i o n e d  
stuff .  You d e v e l o p  a t r a d i n g  s u r p l u s  by hav ing  goods  and s e r v i c e s  to 
s e l l  tha t  p e o p l e  want  o v e r s e a s ,  to s e l l  t h e m  at  an a t t r a c t i v e  p r i c e ,  
and  to s e l l  t h e m  on c r e d i t  and d e l i v e r y  t e r m s  tha t  i n t e r e s t  o v e r s e a s  
b u y e r s  r e l a t i v e  to our  c o m p e t i t o r s .  T h e r e  i s n ' t  any  r a z z l e - d a z z l e  
g i m m i c k r y  tha t  can  get  a r o u n d  t h o s e  f u n d a m e n t a l  m a t t e r s .  I s o m e -  
t i m e s  th ink  tha t  too  m u c h  of our  f i n e s t  i n t e l l i g e n c e  goes  into the  s e t  
of p r o b l e m s  wh ich  is p r e t t y  s i m p l e .  It m e a n s  i n t e r e s t i n g  m o r e  b u s i -  
n e s s m e n  in e x p o r t  m a r k e t s .  It m e a n s  i n t e r e s t i n g  l abo r  union l e a d e r s  
in the p r i c e  and cos t  f a c t o r s  tha t  go into  the  d e t e r m i n a t i o n  of p r i c e s .  
It m e a n s  i n t e r e s t i n g  our  f i n a n c i a l  i n s t i t u t i o n s  in fu l ly  p a r t i c i p a t i n g  in 
the  f i n a n c i n g  of o v e r s e a s  c r e d i t ,  and w h e r e  g o v e r n m e n t s  o v e r s e a s  
i n t e r v e n e  with e x t r a  f i n a n c i n g  f a c i l i t i e s ,  then  we m u s t  c o m p e t i t i v e l y  
do the  s a m e  as the  E x p o r t - I m p o r t  Bank is  now in the  p r o c e s s  of do ing  
u n d e r  l e g i s l a t i o n  which  the C o n g r e s s  e n a c t e d ,  I b e l i e v e ,  l a s t  y e a r .  

T h i s ,  of c o u r s e ,  has  led the  P r e s i d e n t  to his  r a t h e r  d r a m a t i c  
p r o p o s a l s  in the  t r a d e  f ie ld  in o r d e r  tha t  we can  cope  wi th  the p r o b -  
l e m s  of the  C o m m o n  M a r k e t  and s e c u r e  to our  goods a m p l e  a c c e s s  
in to  that  t r e m e n d o u s l y  d e v e l o p i n g  a r e a  w h e r e  a c o n s u m e r  goods  r e v o -  
lu t ion  is  go ing  on of e x t r a o r d i n a r y  s c o p e  and s c a l e .  Beyond  tha t ,  we,  
of c o u r s e ,  a r e  go ing  to have  to cope  with  th is  p r o b l e m  of s h o r t - t e r m  
c a p i t a l  m o v e m e n t s .  T h a t ' s  an e l e g a n t  p h r a s e .  It r e f e r s  to the  fac t  
tha t  p e o p l e  in th is  day  and age  of c u r r e n c y  c o n v e r t i b i l i t y  can  m o v e  
t h e i r  m o n e y  a r o u n d  f r e e l y  a m o n g  the  g r e a t  m o n e y  c e n t e r s  of the 
w o r l d ,  and wi th  t h e i r  s h a r p  p e n c i l s  s e e k  to get  the  b e s t  r a t e  of r e -  
t u r n  in t h o s e  v a r i o u s  m a r k e t s .  We m u s t  have  a d e q u a t e  m e c h a n i s m s  
and r e s o u r c e s  to cope  wi th  t h e s e  e n o r m o u s  w a v e s  of l iquid  a s s e t s ,  of 
m o n e y  sh i f t i ng  f r o m  one i n t e r n a t i o n a l  c u r r e n c y  into  a n o t h e r ,  so  tha t  
t hey  do not  upse t  and c o m e  to be  a t h r e a t  to the  v a l i d i t y  of any  p a r t i c u -  
l a r  c u r r e n c y  r a t e .  I th ink  we have  m a d e  p r o g r e s s  in th is  f i e ld .  

The  a m o u n t  of c o n s u l t a t i o n  by c e n t r a l  banks  has  b e e n  s t e p p e d  up, 
and I th ink  it  i s  in the  hands  of f i r s t - c l a s s  peop le .  Our  F e d e r a l  R e -  
s e r v e  S y s t e m  now, is r e p r e s e n t e d  a t  the  m e e t i n g s  of the  Bank  fo r  
I n t e r n a t i o n a l  S e t t l e m e n t s ,  at  B a s l e ,  e v e r y  mon th .  I u n d e r s t a n d  a l s o  
tha t  a g r o u p  led by a h i g h - r a n k i n g  o f f i c e r  of th is  G o v e r n m e n t - - I  b e -  
l i e v e  he  is f r o m  the  T r e a s u r y - - a t t e n d s  the  m o n t h l y  m e e t i n g s  in P a r i s ,  
of W o r k i n g  P a r t y  T h r e e  of the  O r g a n i z a t i o n  for  E c o n o m i c  C o o p e r a -  
t ion  and D e v e l o p m e n t ,  wh ich  is d e s i g n e d  to t r y  to e x c h a n g e  i n f o r m a -  
t ion a m o n g  the c o u n t r i e s  of the OECD a s  to t h e i r  d o m e s t i c  and f o r e i g n  
e c o n o m i c  p o l i c i e s .  
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The  p r o s p e c t  of f u r t h e r  r e d u c i n g  the  b a l a n c e  of p a y m e n t s  i m p a c t  
of our  a id  and m i l i t a r y  p r o g r a m s ,  I th ink  is not  v e r y  g r e a t .  We have  
p r o c e e d e d  qui te  a way  a long  tha t  l ine  a l r e a d y .  I u n d e r s t a n d  tha t  " B u y  
A m e r i c a n "  now c o m p r e h e n d s  about  t w o - t h i r d s  of ou r  e x p e n d i t u r e s  on 
s u c h  a id  p r o c u r e m e n t s .  And the e c o n o m i e s  that  can  f u r t h e r  be  e f f e c -  
ted by our  m i l i t a r y  e x p e n d i t u r e s  o v e r s e a s ,  I th ink ,  would be  v e r y  
s m a l l ,  excep t  as  t hey  can  be  offse t  by s u c h  th ings  as  the  p r o c u r e -  
m e n t  of new a m o u n t s  of m i l i t a r y  e q u i p m e n t  by s u c h  c o u n t r i e s  as  the  
F e d e r a l  R e p u b l i c  of G e r m a n y  in th i s  c o u n t r y .  

When  you t a lk  to E u r o p e a n s  abou t  th is  p r o b l e m  of ou r s  t hey  g ive  
you two g e n e r a l  i d e a s ,  n e i t h e r  one of wh ich  s e e m s  to m e  to be a w f u l l y  
a c c e p t a b l e .  One, that  we c o n t r o l  c ap i t a l  m o v e m e n t s - - i n  o t h e r  w o r d s ,  
tha t  we se t  up, as  the B r i t i s h  have ,  a g o v e r n m e n t  c o m m i t t e e  w h i c h  
would  have  to a p p r o v e  any  o v e r s e a s  i n v e s t m e n t  tha t  involved  an  ou t -  
f low of d o l l a r s  f r o m  any  f i r m  in this  c o u n t r y  to a n o t h e r  c o u n t r y .  Or ,  
tha t  we would ,  in ef fec t ,  put on s o m e  kind of c o n t r o l s  with r e s p e c t  to 
s h o r t - t e r m  c a p i t a l  m o v e m e n t s .  I don ' t  th ink  we can  do th i s  and have  
our  kind of e c o n o m y ,  and f o s t e r  the  f o r c e s  of a d j u s t m e n t  w h i c h  a r e  
the  f u n d a m e n t a l  a n s w e r  to th is  ques t ion ;  tha t  i s ,  b e i n g  c o m p e t i t i v e  in 
p r i c e s  and in cos t s  wi th  the o t h e r  n a t i o n s .  

A n o t h e r  no t ion  tha t  evo lved  a t  the Vienna  C o n f e r e n c e  of the  W o r l d  
Bank,  in the  fund,  l a s t  a u t u m n ,  was a cut  in ou r  f o r e i g n  aid p r o g r a m .  
One h e a r d  that  a m o n g  E u r o p e a n s ,  and it b o t h e r e d  m e .  I s o m e t i m e s  
thought  tha t  it  was  a r e c o m m e n d a t i o n  to e a s e  t h e i r  own c o n s c i e n c e ,  
s i n c e  they  a r e  not c o m i n g  f o r w a r d - - a t  l e a s t  s o m e  of the c o u n t r i e s  
a r e  not c o m i n g  f o r w a r d - - a d e q u a t e l y  with  what  t hey  ought to do in th i s  
a r e a .  If e v e r y b o d y  could  be l e v e l e d  down a p p a r e n t l y  then  nobody  would  
have  to be l e v e l e d  up. This  does  not s e e m  to be to be a p a r t i c u l a r l y  
sound solution to the kinds of problems we have. Nothing is more try- 
ing, 1 would suppose, and more difficult for those people working di- 
rectly with it, than to use effectively the amounts of money that are 
appropriated by the Congress, for what is called "economic aid." It 
is a tremendously difficult task. But 1 see no alternative myself ex- 
cept to help these new nations in the world try to work out their des- 
tinies. 

I t r y  to put it th is  way  m y s e l f .  I h e a r d  that  o r i g i n a l l y  f r o m  Sir  
L e s l i e  Rowan  who was  then  wi th  the B r i t i s h  T r e a s u r y .  He is now 
m a n a g i n g  d i r e c t o r  of V i c k e r s ,  one of the r e a l l y  g r e a t  m i n d s  of the  
Uni t ed  K i n g d o m .  He sa id ,  " T h e s e  na t ions  m u s t  not  m a k e  t h e i r  c h o i c e  
b e t w e e n  f r e e d o m  and c o m m u n i s m  in an a t m o s p h e r e  of e c o n o m i c  s t a g -  
na t ion  and h o p e l e s s n e s s .  T h e y  m u s t  f e e l  tha t  t h e r e  is s o m e  l ight  a t  
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the  end of the  tunne l ,  and that  by p u r s u i n g  p o l i c i e s  and c o u r s e s  i nvo lv -  
ing f r e e d o m ,  tha t  t hey  can get  f u r t h e r  down t h e r e . "  Now, we have  
had s o m e  s e t b a c k s - - G h a n a .  I don ' t  know; I have  m e t  th is  f e l low 
N k r u m a h ,  but he has  c e r t a i n l y  gone w r o n g  s o m e p l a c e .  T h e r e  is the  
Guinea  s i t u a t i o n  and a couple  or  t h r e e  o t h e r  s i t u a t i o n s .  I r e a l l y  do 
not  s e e  any  a l t e r n a t i v e ,  h o w e v e r ,  but to t r y  to he lp  t h e s e  p e o p l e s  
wi th in  r e a s o n  m a k e  this  cho i ce  b e t w e e n  f r e e d o m  and s l a v e r y  in an 
a t m o s p h e r e  f r e e  of s t a g n a t i o n  and e c o n o m i c  h o p e l e s s n e s s .  Tha t  is 
about  the b e s t  way  I can  put it .  Now, tha t  is s t r a t e g i c ;  that  is  not  
t a c t i c a l .  The  t a c t i c s  a r e  f r i gh t fu l l y  d i f f i cu l t ,  I know, but  I s e e  no 

a l t e r n a t i v e  to t r y i n g  to d e v i s e  t h e m .  

The  i m p l i c a t i o n  of th is  b r i e f  r e v i e w  of the b a l a n c e  of p a y m e n t s  
s i t u a t i o n  for  us in 1962, I th ink,  is t h i s .  We a r e  going to con t inue  to 
have  to p u r s u e  p o l i c i e s  in our  F e d e r a l  G o v e r n m e n t ,  in our  m o n e t a r y  
and in our  budge t  p o l i c i e s ,  k e e n l y  a t tuned  to a p p r e h e n s i o n  o v e r s e a s  
by h o l d e r s  of $21 or  $22 b i l l i on  of d o l l a r  a s s e t s  who can  t u r n  t h e m  
into o t h e r  c u r r e n c i e s .  We a r e  going to have  to p e r s u a d e  t h e m  that  
we a r e  d e d i c a t e d  to ge t t ing  at  th is  b a l a n c e  of p a y m e n t s  p r o b l e m ,  to 
k e e p i n g  our  d o l l a r  sound so tha t  th is  wi l l  be  a c u r r e n c y  in w h i c h t h e y  
can  r e p o s e  c o n f i d e n c e  and l eave  t h e i r  a s s e t s  h e r e  e a r n i n g  i n t e r e s t .  
I th ink  we can  count  on the  fac t  tha t  t h e s e  f o r e i g n  h o l d e r s  of d o l l a r s  
a r e  not  anx ious  to s t a r t  a r u n  on the d o l l a r  e i t h e r .  H o w e v e r ,  t hey  
will if t hey  get  s c a r e d  enough.  And I b e l i e v e  tha t  the J a n u a r y  d o c u -  
m e n t s  of the  P r e s i d e n t ,  whi le  I th ink  h i s  budge t  e s t i m a t e s  a r e  go ing  
to r e q u i r e  a g r e a t  dea l  of b o o m  in the  e c o n o m y  to m a k e  the  r e v e n u e  
e s t i m a t e s  c o m e  out, r e f l e c t  a r e a l  a t t e m p t  to f ace  up to th is  p r o b l e m .  
And I have  fe l t  f r o m  the f i r s t ,  that  P r e s i d e n t  K e n n e d y - - w h o m ,  I 
shou ld  c o n f e s s  to you,  I did not  vo te  f o r - - h a s ,  f r o m  the  f i r s t ,  i nd i -  
c a t e d  an u n d e r s t a n d i n g  of th is  b a l a n c e  of p a y m e n t s  p r o b l e m  as i t  r e -  
l a t e s  to our  s t a n d i n g  in the  wor ld ,  to our  gold supply ,  and to our  
c o m p e t i t i v e  pos i t i on .  I th ink  his  p r o b l e m ,  as  it is the p r o b l e m  of 
anybody  who s i t s  o v e r  t h e r e  in tha t  Whi te  House ,  is to t r y  to p e r s u a d e  
o t h e r  peop le  w h o s e  l o y a l t i e s  a r e  to l e s s e r  c a u s e s  and to l e s s e r  g r o u p s ,  
and  to n a r r o w e r  s l i c e s  of our  e c o n o m y ,  that  t hey  ought  to get  in l ine  
and look at  the b ig  p i c t u r e ,  but tha t  u n f o r t u n a t e l y  is not  what  they  get  

pa id  fo r .  

It is  a v e r y ,  v e r y  t r y i n g  th ing  fo r  M r .  N u m b e r  One,  to t r y  to 
h i t ch  a l l  t h e s e  peop l e  with  l e s s e r  p u r p o s e s  and l e s s e r  goa l s ,  to s e e  
the  b r o a d  o b j e c t i v e .  Now, I do not expec t  a gold c r i s i s  th is  s p r i n g .  
I do not  expec t  i n t e r e s t  r a t e s  to have  to be  r u n  up s h a r p l y  to hold 
f o r e i g n  d o l l a r  a s s e t s  in th is  c o u n t r y .  And I a m  v e r y  hopefu l  tha t  we 
can  con t inue  to m a k e  s o m e  p r o g r e s s  in adu l t  e d u c a t i o n  a m o n g  v a r i o u s  
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s e c t o r s  of our  e c o n o m y  so that  we u n d e r s t a n d  the  need  to s t a y  c o m -  
p e t i t i v e  in cos t  and p r i c e .  

With r e s p e c t  to the budget  out look,  th is  has  b e e n  v e r y  m u c h  r e -  
v i e w e d  in r e c e n t  d a y s .  My own c o m m e n t  is tha t  as  f a r  as  a p l a n n i n g  
a s s u m p t i o n  fo r  1962 goes ,  we a r e  going to m o v e  f r o m  a r a t h e r  l a r g e  
d e f i c i t - - m u c h  l a r g e r  than  e x p e c t e d - - t o  at  bes t ,  a b a l a n c e ,  p r o b a b l y  
a de f i c i t  of s o m e  m a n a g e a b l e  s i z e ,  and m o s t  p r o b a b l y  not  a s u r p l u s .  
Th i s  in i t s e l f  wi l l  not  be c a t a s t r o p h i c  fo r  the b a l a n c e  of p a y m e n t s  or  
fo r  b u s i n e s s ,  but it b o t h e r s  m e  in this  s e n s e .  Th i s  A d m i n i s t r a t i o n  a 
y e a r  ago,  as  did the  p r e c e d i n g  A d m i n i s t r a t i o n ,  had a n n o u n c e d  as  i ts  
b u d g e t a r y  p u r p o s e  the  b a l a n c e  of the budge t  o v e r  the  c y c l e .  Tha t  i s ,  
to le t  the budge t  r u n  into de f i c i t  when  r e c e s s i o n  c o n t r a c t e d  r e v e n u e s ,  
but to budge t  so  that  s u r p l u s  would be a v a i l a b l e  on the up s ide  in o r d e r  
tha t  the  debt  could  be paid  down in good t i m e s .  

If I u n d e r s t a n d  th is  new budge t  d o c u m e n t ,  we a r e  not go ing  to 
b a l a n c e  the budget  o v e r  the cyc le ;  we a r e  go ing  to b a l a n c e  the budge t  
only  in ou r  bes t  y e a r .  This  r e p r e s e n t s  in a p e r i o d  of 1 y e a r  a s i gn i f -  
i c an t  change ,  it s e e m s  to m e ,  and I have  been  t r y i n g  to s p e c u l a t e  
about  the  i m p l i c a t i o n s .  L a s t  y e a r  we w e r e  told tha t  th is  kind of a 
budge t  p o l i c y  would be he lpfu l  b e c a u s e  it could  p e r m i t  a l e s s  r e s t r i c -  
t ive  m o n e t a r y  p o l i c y  in good t i m e s .  In o t h e r  w o r d s ,  if you had a good 
budget  s u r p l u s  when the e c o n o m y  was b o o m i n g  that  would e x e r c i s e  a 
r e s t r i c t i v e  f o r c e  upon the e c o n o m y  by t ak ing  out m o r e  i n c o m e  than 
was be ing  put back  in, with the d i f f e r e n c e  b e i n g  used  to pay  down 
debt .  Tha t  c i r c u m s t a n c e  would p e r m i t  the  C e n t r a l  Bank to p u r s u e  a 
l e s s  r e s t r i c t i v e  m o n e t a r y  po l i cy ,  let  i n t e r e s t  r a t e s  t igh ten  up l e s s ,  
le t  bank r e s e r v e s  t i gh ten  up l e s s .  

If we a r e  not to have  a n y  budget  s u r p l u s  in our  bes t  y e a r  what  
a r e  the  i m p l i c a t i o n s  fo r  m o n e t a r y  p o l i c y ?  Does  it m e a n ,  then ,  tha t  
m o n e t a r y  po l i cy  wi l l  have  to be t i g h t e r  than it o t h e r w i s e  would?  I do 
not know.  It is s o m e t h i n g  that  we wi l l  have  to wai t  and s e e  how it d e -  
ve lops .  The  e x p e n d i t u r e  s i d e  of the  budge t ,  it s e e m s  to m e ,  is  r i s i n g  
at  a v e r y  r a p i d  r a t e .  I do not m y s e l f  t ake  any  c o m f o r t  f r o m  the fac t  
tha t  we have  a l r e a d y  j u m p e d  f r o m  $80 b i l l i on  to $92 b i l l i on  in a l i t t l e  
o v e r  a y e a r  of the  change  of the a d m i n i s t r a t i o n ,  and that  we wi l l  be  at  
$100 b i l l i on  v e r y ,  v e r y  soon .  I know that  t h e r e  a r e  m a n y  b i l l i ons  of 
d e f e n s e  e x p e n d i t u r e s  in th is  to ta l  and I a m  s u r e  tha t  t h o s e  i n c r e a s e s  
have  b e e n  v e r y  c a r e f u l l y  w o r k e d  o v e r ,  but I t ake  no c o m f o r t  at  a l l  in 
th is  v e r y  r a p i d  i n c r e a s e  in the  publ ic  s e c t o r  of spend ing .  I do not  
t ake  any  p a r t i c u l a r  c o m f o r t  in the fac t  that  p e r c e n t a g e  r e l a t i o n s h i p s  
with  s o m e  kind of g r o s s  n a t i o n a l  p r o d u c t  is  go ing  to be held  c o n s t a n t .  
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T h a t  m a y  be a l l  r i g h t  s t a t i s t i c a l l y ,  bu t  I do no t  t h i n k  it i m p r e s s e s  t he  
p e o p l e  in  o u r  e c o n o m y  who m a k e  i n v e s t m e n t  d e c i s i o n s .  O n c e  t h e s e  
l e v e l s  of  e x p e n d i t u r e s  r i s e  t h e y  n e v e r  c o m e  down .  T h a t  m e a n s  we 
a r e  g o i n g  to h a v e  l a r g e r  d e f i c i t s  in r e c e s s i o n s .  It  is  g o i n g  to  be  
t o u g h e r  and  t o u g h e r  to  f ind  a n y  s u r p l u s  out  of w h i c h  to  m a k e  t h e  r e -  
v i s i o n s  in  o u r  t ax  s y s t e m  t h a t  a r e  so  f u n d a m e n t a l  to e c o n o m i c  g r o w t h  
w h i c h  a l l  of  us in t h i s  c o u n t r y  w a n t .  

Now,  h a v i n g  s a i d  tha t ,  I do, h o w e v e r ,  w a n t  to  s a y  t h a t  I t h i n k  the  
e m p h a s i s  in t h e  n e w  d o c u m e n t s  on a t t e m p t s  to  s p u r  i n v e s t m e n t  is  a 
c o n s t r u c t i v e  m o v e .  And  I b e l i e v e  t h a t  t h e  p r o p o s e d  r e v i s i o n s  in s c h e d -  
u a l  F ,  of  d e p r e c i a t i o n  a l l o w a n c e s  f o r  t ax  p u r p o s e s ,  look  c o n s t r u c t i v e  
to  m e .  I r a t h e r  r e g r e t  t h a t  d u r i n g  t h e  t i m e  I s e r v e d  h e r e  in W a s h i n g -  
t on  m o r e  p r o g r e s s  w a s  not  m a d e  w i t h  r e s p e c t  to t h e  i m p i n g e m e n t  of  
t he  t a x e s  on i n v e s t m e n t ,  b e c a u s e ,  as  f a r  a s  we  u n d e r s t a n d  t h e  m a t t e r s  
of  g r o w t h ,  t h i s  is  a k e y  a s p e c t .  

T h e  r e l e v a n c e  of t he  b u d g e t ,  t h e n ,  i t  s e e m s  to  m e ,  w i l l  g e n e r a l l y  
b e - - i n  t h i s  y e a r - - p e r h a p s  a n e u t r a l  f a c t o r ,  e v e n  t h o u g h  t h e r e  m a y  be  
s o m e t h i n g  of a s u r p l u s  o r  m o r e  l i k e l y  a d e f i c i t  of  s o m e  s c a l e .  It 
c o u l d  h a v e  p r o v i d e d  a m u c h  l a r g e r  e x p a n s i o n a r y  f o r c e  in t h e  s h o r t  
r u n ,  p r e s u m a b l y ,  h a d  t h e r e  b e e n  a l a r g e  p l a n n e d  d e f i c i t .  T h e  P r e s i -  
d e n t  v e r y  w i s e l y  took  in to  a c c o u n t  t he  a d v e r s e  e f f e c t s  of t h a t  a l t e r n a -  
t i v e .  H e r e  he  p e r h a p s  h a d  to  b a l a n c e  a v a r i e t y  of c o n s i d e r a t i o n s  a n d  
it  l o o k s  to m e  l i ke  he  c a m e  out  w e l l .  But  I b e l i e v e  h e ' s  f i n d i n g  h i m -  
s e l f  now in  a s i t u a t i o n  w h e r e  he  c a n  b a l a n c e  h is  b u d g e t  u n d e r  o n l y  t he  
v e r y  b e s t  c i r c u m s t a n c e s  of t h e  e c o n o m y ,  t h a t  he  wi l l  no t  h a v e  s u r -  
p l u s e s ,  t h a t  he  wi l l  a t  b e s t  h a v e  d e f i c i t s  a n d  b a l a n c e s ,  and  t h i s  is  a 
n e w  s i t u a t i o n  f r o m  a y e a r  a g o  a n d  we  wi l l  h a v e  to  s e e  w h a t  t he  i m p l i -  
c a t i o n s  a r e .  

As  f a r  a s  m o n e t a r y  p o l i c y  is c o n c e r n e d  I wou ld  e x p e c t  i t  to  c o n -  
t i n u e  to  be  f l e x i b l e .  I w o u l d  e x p e c t  t h e  F e d e r a l  R e s e r v e  to  c o n t i n u e  
to  p r o v i d e  r e s e r v e s  to t h e  b a n k i n g  s y s t e m  t h a t  w i l l  e x p a n d  the  m o n e y  
s u p p l y  s o m e w h a t  m o r e  a n d  g e n e r a l l y  k e e p  i n t e r e s t  r a t e s  f r o m  r i s i n g  
v e r y  m u c h  t h i s  y e a r .  J u d g i n g  f r o m  t h e  e x p e r i e n c e  in  o u r  own b a n k  
t h e r e  h a s  b e e n  r a t h e r  l i t t l e  p e p  in  t h e  d e m a n d  f o r  l o a n s  so  f a r  in  t h i s  
r e c o v e r y ,  n o w  a l m o s t  a y e a r  o ld .  T h i s ,  of  c o u r s e ,  is  a l i t t l e  b o t h e r -  
s o m e  to  m e  a s  I l ook  a t  t h e s e  r a t h e r  r o s y  p r e d i c t i o n s  of  t h e  e c o n o m y  
r e a c h i n g  $570 b i l l i o n  in t he  s e c o n d  q u a r t e r  of t h i s  y e a r .  

T h e  s t o c k  m a r k e t ,  a s  y o u  know,  h a s  had  one  of t h e  w o r s t  J a n u -  
a r y s  in m a n y ,  m a n y  y e a r s .  I w a s  t a l k i n g  y e s t e r d a y ,  a t  o u r  b o a r d  of 
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d i r e c t o r s  m e e t i n g ,  to  a m e m b e r  of  o n e  of  t h e  l e a d i n g  W a l l  S t r e e t  
f i r m s ,  w h o  is  on  t h e  f l o o r  e v e r y  d a y .  He  s a i d  e v e r y b o d y  w a n t s  to  
s e l l  a n d  no t  v e r y  m a n y  p e o p l e  w a n t  t o  b u y .  T h e  m a r k e t  i s  t h i n  a n d  
t h e  p r i c e s  s h o w  i t .  T h e r e  i s  a c e r t a i n  k i n d  of  c a u t i o n  t h a t  i s  v e r y  
e v i d e n t  in  t h e s e  c e n t e r s ,  e v e n  t h o u g h  s u c h  o v e r a l l  f i g u r e s  a s  c o n -  
s u m e r  s p e n d i n g  a n d  s o m e  o t h e r  g e n e r a l  i n d i c a t o r s  a r e  s t i l l  l o o k i n g  
v e r y  g o o d .  I w o u l d  h o p e  t h a t  t h e  d e m a n d  f o r  l o a n s  b y  b u s i n e s s  f o r  
r e s t o c k i n g  and  f o r  c o n s t r u c t i o n  m o n e y  f o r  n e w  p l a n t s  a n d  e q u i p m e n t  
w o u l d  b e g i n  to  s h o w  up  in  g o o d  v o l u m e .  T h e n  I w o u l d  b e g i n  to  f e e l  
b e t t e r  a b o u t  t h e  l e v e l s  of  e c o n o m i c  a c t i v i t y  t h a t  we  h a v e  b e e n  p r o m -  
i s e d  f o r  t h i s  y e a r .  

N o w ,  w i t h  r e s p e c t  to  t h e  p e r f o r m a n c e  of  t h e  e c o n o m y ,  m y  o w n  
e s t i m a t e  i s  t h a t  t h e  f i r s t  h a l f  of  1962 s h o u l d  s e e  a g o o d  a d v a n c e ,  p e r -  
h a p s  b r i n g i n g  b u s i n e s s  t u r n o v e r  a s  a w h o l e  to  a l e v e l  of  $ 5 6 0 ,  p o s -  
s i b l y  $565  b i l l i o n .  T h a t  w o u l d  b e  s o m e w h a t  u n d e r  t h e  $ 5 7 0  b i l l i o n  
w h i c h  t h e  d o c u m e n t s  of  t h e  e a r l y  p a r t  of  J a n u a r y  to  t h e  C o n g r e s s  h a v e  
s u g g e s t e d .  T h e r e  w a s  a l o s s  of  m o m e n t u m  l a s t  a u t u m n p  b u t  t h e r e  h a s  
b e e n  a r e c o v e r y  f r o m  tha t ;  a s t r o n g  p e r i o d  l a t e  in  t h e  y e a r .  T h e  
s o u r c e s  h a v e  b e e n  m a i n l y  G o v e r n m e n t  s p e n d i n g ,  s o m e  r e b u i l d i n g  of  
i n v e n t o r y ,  a n d  a s t r o n g  l e v e l  of  c o n s u m e r  i n c o m e  a n d  a g o o d  l e v e l  of 
c o n s u m e r  s p e n d i n g .  I n d u s t r i a l  c a p a c i t y  h a s  b e e n  m o v i n g  up  a s  f a r  a s  
i t s  r a t e  of  u s e  i s  c o n c e r n e d ,  b u t  I d o  n o t  k n o w  of a s i n g l e  i m p o r t a n t  
p r o d u c t  o r  i m p o r t a n t  m a t e r i a l  t h a t  is  e v e n  a p p r o a c h i n g  s h o r t  s u p p l y .  
T h e r e  m a y  b e  s p e c i f i c  o n e s  t h a t  a r e  n o t  a m a j o r  i t e m ,  b u t  a s  I v i e w  i t  
t h r o u g h  o u r  l o a n  a c c o u n t s ,  t h r o u g h  a g r e a t  v a r i e t y  of  b u s i n e s s e s ,  t h e r e  
s t i l l  i s  a r a t h e r  f u l l  a v a i l a b i l i t y  o f  m o s t  k i n d s  of  e q u i p m e n t ,  of  m o s t  
k i n d s  of m a t e r i a l s  a n d  p r o d u c t s .  

T h a t  b r i n g s  u s ,  t h e n ,  to  t h i s  m a t t e r  of  c o r p o r a t e  p r o f i t s .  T h e  
b u d g e t  i s  p r o j e c t e d  on t h e  b a s i s  of  $ 5 6 . 5  b i l l i o n  of c o r p o r a t e  p r o f i t s  
in  c a l e n d a r  y e a r  1962,  to  y i e l d  r e v e n u e  a t  5 2 . 5  p e r c e n t ,  b r i n g i n g  t h i s  
b u d g e t  i n t o  a $500  m i l l i o n  s u r p l u s .  I d o  n o t  s e e  i t  a s  of  n o w .  T h e r e  
h a s  b e e n  a n i c e  i m p r o v e m e n t  f r o m  t h e  $39 b i l l i o n  of  t h e  f i r s t  q u a r t e r  
of  1960 a n d  t h e  $45 b i l l i o n  t h e  f i r s t  q u a r t e r  of  1961.  T h e r e  h a s  b e e n  
in t h e  f o u r t h  q u a r t e r  of  1961 a f u r t h e r  i m p r o v e m e n t ,  p e r h a p s  e x c e e d -  
i n g  t h e  p r e v i o u s  l e v e l  of  s o m e  $51 b i l l i o n  a n n u a l  r a t e  b a c k  in  1959.  I 
w o u l d  t h i n k  c o r p o r a t e  p r o f i t s  m i g h t  g e t  up  i n t o  t h e  r a n g e  of  $54  b i l l i o n ,  
w i t h  a g o o d  s t r o n g  r e c o v e r y  in  t h e  f i r s t  h a l f .  T h i s ,  of  c o u r s e ,  c o u l d  
b e  a f f e c t e d  o n e  w a y  o r  t h e  o t h e r  by  a s t e e l  s t r i k e  w h i c h  t h e  A d m i n i s -  
t r a t i o n  i s  n o w  in  t h e  p r o c e s s  of t r y i n g  to  a v o i d ,  a n d  g o o d n e s s  k n o w s ,  
w e  a l l  w i s h  t h e m  w e l l  in  t h a t  e n d e a v o r ,  p r o v i d e d  i t  i s  a s e t t l e m e n t  t h a t  
i s  a v i a b l e  s e t t l e m e n t  a n d  o n e  we  c a n  l i v e  w i t h .  
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The  ex ten t  of the  b u s i n e s s  r e c o v e r y ,  it  s e e m s  to m e ,  wi l l  be  d e -  

t e r m i n e d ,  in the  f ina l  a n a l y s i s ,  by w h e t h e r  or  not  b u s i n e s s  beg in s  to 
cut  l o o s e  on e x p e n d i t u r e s  fo r  p lant  and e q u i p m e n t .  And th i s  is a d i f -  
f i cu l t  one  to p r e d i c t  b e c a u s e  t h e r e  is in the  w o r k s  a p a i r  of f a c t o r s  
that  could  a f f ec t  th i s  o u t c o m e  r a t h e r  s u b s t a n t i a l l y .  I a m  r e f e r r i n g  
a g a i n  to the  T r e a s u r y ' s  p r o p o s a l s  fo r  an  8 p e r c e n t  i n v e s t m e n t  c r e d i t  
on n e w  e q u i p m e n t  e x p e n d i t u r e s  and the l i b e r a l i z a t i o n  of the d e p r e c i a -  
t ion s c h e d u l e s  fo r  v a r i o u s  c a t e g o r i e s  of h e a v y  goods .  P e r h a p s  one of 
the  r e a s o n s  l e a d i n g  to c e r t a i n  cau t ion  c u r r e n t l y  in e x p e n d i t u r e s  in 
th is  f ie ld  is a n t i c i p a t i o n  of what  the tax s i t u a t i o n  m i g h t  be l a t e r  on. 
If tha t  is  the  c a s e ,  of c o u r s e ,  we a r e  s i m p l y  ge t t i ng  a p o s t p o n e m e n t  
of what  wi l l  c o m e  a l o n g  in due c o u r s e .  

If t h e s e  two e l e m e n t s  a r e  b r o u g h t  into the p i c t u r e  in 1962, t hey  
could  have  a f a i r l y  i m p o r t a n t  s t i m u l u s ,  p r o v i d e d  that  o t h e r  f a c t o r s  
w e r e  not  a l r e a d y  b e g i n n i n g  to look a l i t t l e  bi t  c loudy  as  f a r  as  the 
b u s i n e s s  s i t u a t i o n  is c o n c e r n e d .  My own e s t i m a t e ,  t h e r e f o r e ,  is  
tha t  s e c o n d  q u a r t e r  g r o s s  n a t i o n a l  p r o d u c t  wi l l  be  in the  v i c i n i t y  of 
$560 b i l l ion ,  p e r h a p s - - s o m e t h i n g  of tha t  s o r t - - a n d  tha t  fo r  the  y e a r ,  
the  s e c o n d  ha l f  ought  to show s o m e  i m p r o v e m e n t  o v e r  that ,  b r i n g i n g  
the  y e a r ,  p e r h a p s ,  to $565 b i l l i o n - - S 5 6 0  to $565 b i l l i o n - - o n  the  b a s i s  
of what  we can  now te l l .  Obvious ly ,  th is  is d i f f i cu l t .  But it  would  
l e a v e  the  budge t ,  on the b a s i s  of p r e s e n t  p r o j e c t e d  e x p e n d i t u r e s ,  
s o m e w h a t  out of b a l a n c e  i n a s m u c h  as  c o r p o r a t e  p ro f i t s  would  p e r h a p s  
not  a c h i e v e  the  l e v e l s  tha t  t hey  would  have  to a c h i e v e  to ga in  tha t  b a l -  

a n c e .  

In s u m m a r y ,  I would  s a y  that  the  p r o s p e c t s  for  the e c o n o m y  in 
1962 a r e  fo r  the  b e s t  y e a r  that  we have  e v e r  known,  but fo r  a y e a r  
p e r h a p s  s t i l l  s o m e w h a t  s h o r t  of the  o b j e c t i v e s  w h i c h  the d o c u m e n t s  of 
J a n u a r y ,  to the  C o n g r e s s ,  have  se t  f o r t h .  The  p r o b l e m  of a t t a i n i n g  
the  e c o n o m i c  g r o w t h  r a t e  of 4 .5  p e r c e n t  wh ich  the  P r e s i d e n t  has  s e t  
down wi l l  r e m a i n  wi th  us .  Tha t  is a r a t h e r  c o n s i d e r a b l e  f i g u r e ,  and 
it is  not at  a l l  ev iden t  to m e  how the  p r o p o s a l s  tha t  have  so  f a r  b e e n  
s e t  f o r w a r d  cou ld  b r i n g  us a 50 p e r c e n t  i n c r e a s e  in our  g r o w t h  r a t e .  

We know s o m e t h i n g  about  what  f o s t e r s  e c o n o m i c  g rowth ,  but  I 
have  the i m p r e s s i o n  it s t i l l  is  s h r o u d e d  in a good bi t  of m y s t e r y .  I 
a m  a m e m b e r  of the b o a r d  of d i r e c t o r s  of an  o r g a n i z a t i o n  in New 
Y o r k  c a l l e d  the  Na t iona l  B u r e a u  of E c o n o m i c  R e s e a r c h .  One of the  
m a j o r  p r o j e c t s  of the  N a t i o n a l  B u r e a u  c u r r e n t l y  is th is  v e r y  s u b j e c t  of 
e c o n o m i c  growth;  what  is  it  tha t  p r o d u c e s  i t .  The  m e n  in c h a r g e  of the  
p r o j e c t  a r e  l a y i n g  out a m o s t  c o m p r e h e n s i v e  i n q u i r y  in the  a r e a s  of 
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c a p i t a l  f o r m a t i o n ,  in the  a r e a s  of hea l th ,  educa t i on ,  t axa t ion ,  l a b o r  
supply ,  and s k i l l s .  And ju s t  to s e e  the  ou t l ine  of s tudy  i m p r e s s e s  m e  
with  the  e n o r m o u s  c o m p l e x i t y  of u n d e r s t a n d i n g  what  it i s .  But  I sup -  
p o s e  we could  a g r e e  on s o m e  th ings ,  even  though this  was  not the  
who le  p i c t u r e .  C e r t a i n l y  we could  a g r e e  on the  b a s i s  of the r o l e  of 
i n v e s t m e n t ,  the r o l e  of i n c r e a s e  in p r o d u c t i v i t y ,  the  i m p a c t  of t axes  
upon that .  I th ink  we a l s o ,  p e r h a p s ,  have  to t ake  a look a g a i n  at  the  
c o n s i d e r a t i o n s  of equ i ty  and e c o n o m i c s  in our  s y s t e m .  

Si r  O l i v e r  F r a n k s ,  the r e t i r i n g  c h a i r m a n  of L l o y d s '  Bank  in his  
annua l  r e p o r t  the  o t h e r  day,  put down a few s e n t e n c e s  wh ich  a r e  
h a r s h ,  but l ike  m a n y  h a r s h  s e n t e n c e s  have  s o m e  t r u t h  in t h e m .  " S p e a k -  
ing of Eng land ,  " he sa id ,  "we  have  f o r g o t t e n  in Eng l and  tha t  the  end 
goa l  of our  e c o n o m y  is to p r o d u c e  goods  and s e r v i c e s ,  and not jobs .  
And if we m a k e  the end goa l  of our  e c o n o m y  to p r o d u c e  jobs  and not  
goods  and s e r v i c e s  e f f i c i en t l y ,  we  are.  go ing  to get  into a v e r y  d i f f i -  
cul t  kind of a d i l e m m a  in t r y i n g  to b a t a n c e  t h e s e  c o n s i d e r a t i o n s .  " 
Now, that  is  a h a r s h  s t a t e m e n t ,  but I th ink it l e a d s  us to r e f l e c t  a 
l i t t l e  bi t  about  the d e m a n d s  of a c o m p e t i t i v e  e c o n o m y .  C o m p e t i t i o n  
is  not  a v e r y  love ly  th ing.  I t ' s  tough,  i t ' s  rough ,  i t ' s  d e m a n d i n g .  
And ye t ,  today,  we a r e  up a g a i n s t - - i n  w o r l d  m a r k e t s - - s o m e  v e r y  
r o u g h  and tough c o m p e t i t i o n .  

I n d u s t r i a l  a p p a r a t u s e s  of the m o s t  m o d e r n  s o r t  have  b e e n  r e b u i l t  
t h r o u g h o u t  d e v a s t a t e d  c o u n t r i e s - - J a p a n ,  G e r m a n y ,  and even  F r a n c e .  
I th ink  we a r e  ge t t ing  o v e r  the  idea  that  e v e r y  good i n d u s t r i a l  d e v e l o p -  
m e n t  m u s t ,  of n e c e s s i t y ,  o r i g i n a t e  in the Uni t ed  S ta tes .  Also  t h e r e  is 
the  l a b o r  f a c t o r  d i f f e r e n t i a l  which ,  when  you have  o t h e r  f a c t o r s  c a n -  
c e l l i n g  out, s u c h  as  the  s t a t e  of the a r t  of the i n d u s t r y ,  or  fue l s ,  o r  
the  a v a i l a b i l i t y  of good t r a n s p o r t ,  does  b e c o m e  i m p o r t a n t .  One of 
the p r o b l e m s  we face ,  and one of the p r o b l e m s  tha t  g r o u p s  in ou r  s o -  
c i e t y  c e r t a i n l y  f ace ,  is  th is  v e r y  h a r s h  th ing  of how do we,  in the  
w o r l d  in which  we now l ive ,  e c o n o m i c a l l y  f ace  the m u s i c ?  What  does  
it  m e a n  for  our  m i n i m u m  wage  l a w s ?  What  does  it m e a n  fo r  a 4 - h o u r  
day  for  e l e c t r i c a l  w o r k e r s  in m y  town, in New Y o r k ?  I t ' s  p e r f e c t l y  
o u t r a g e o u s ;  a p r e p o s t e r o u s  idea .  Only m o r e  p r e p o s t e r o u s  is the fac t  
that  it is  p o s s i b l e  to e n f o r c e  that  d e m a n d  in our  kind of s o c i e t y .  M a y -  
be  it wi l l  not a l w a y s  be  so.  

What  does  it m e a n  wi th  r e s p e c t  to m a n y  m a n a g e m e n t s  in our  
c o u n t r y  tha t  have  not r e a l l y  been  a w a r e  of th is  c o m p e t i t i v e  i m p a c t  
f r o m  a b r o a d  and have  sought  G o v e r n m e n t  i n t e r v e n t i o n  to b lun t  tha t  
kind of c o m p e t i t i o n  in the  t r a d e  f i e ld?  The  P r e s i d e n t ' s  t r a d e  m e s -  
s a g e  was  a p o w e r f u l  s t a t e m e n t  of the  i m p l i c a t i o n s  of the  C o m m o n  
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M a r k e t  f o r  a l l  of us who  a r e  e n g a g e d  in b u s i n e s s  and  f i n a n c e  in t h e  
U n i t e d  S t a t e s ,  and  a l s o  f o r  a g r i c u l t u r e  and  l a b o r .  It ~,vill p r o b a b l y  
t a k e  a w h i l e  to  s i n k  in. T h e r e  is  a s o c i o l o g i c a l  l ag  in f a c i n g  up to 
t h e s e  t h i n g s  a n d  a d o u b l e  one  w h e n  t h e y  a r e  u n p l e a s a n t .  But  t h e s e  
a r e  i n e x o r a b l e  f o r c e s  and  we c a n  not  bu t  do w h a t  is  i n d i c a t e d  to do to 
f a c e  up to t h e m .  I t h i n k  the  P r e s i d e n t ' s  m e s s a g e  on the  t r a d e  m a t t e r  
b r o u g h t  t ha t  h o m e  v e r y ,  v e r y  c l e a r l y .  

A l s o ,  i t  m e a n s  in the  a r e a  of m o n e y  and  c r e d i t ,  a r e p u d i a t i o n  of 
t h e  n o t i o n  we c a n  h a v e  a l i t t l e  d e l i b e r a t e  i n f l a t i o n  e v e r y  y e a r  a s  a 
n e c e s s a r y  s t i m u l a n t  to e c o n o m i c  g r o w t h .  Such  a n o t i o n  d o e s  not  n e c -  
e s s a r i l y  i m p r e s s  the  f o r e i g n  h o l d e r s  of d o l l a r  a s s e t s  in o u r  c o u n t r y  
who  h a v e  a r a i n c h e c k  on o u r  gold  s u p p l y .  And  f r o m  th i s  b a l a n c e  of 
p a y m e n t s  d i s c i p l i n e ,  e x t e r n a l  to us b e c a u s e  we  h a v e  s u c h  g r e a t  d i f f i -  
c u l t y  b r i n g i n g  o u r s e l v e s  to it, p r o b a b l y  wi l l  c o m e  a b e t t e r  and  d e e p e r  
u n d e r s t a n d i n g  of t he  n e c e s s i t y  of c o m p e t i t i o n  and  t h e  b e n e f i t  of i t ,  a n d  
of a t i gh t  e c o n o m y ;  an  e c o n o m y  f r o m  w h i c h  l o o s e n e s s  h a s  b e e n  c o m -  
p e t e d  out  and  w h e r e ,  qu i t e  f r a n k l y ,  t h e r e  a r e  go ing  to  be  s o m e  c h a n g e s  
and  s o m e  f a i l u r e s  on t h e  p a r t s  of s o m e  t h a t  c a n  not  qu i t e  f a c e  th i s  

m u s i c .  

But ,  h a v i n g  s a i d  t ha t ,  c e r t a i n l y  t h e r e  is  no i n d u s t r i a l  c o n c e n t r a -  
t i on  in t h e  w o r l d  e q u a l  to o u r s  in s k i l l s ,  in r e s o u r c e s ,  a n d  in k n o w - h o w ,  
a n d  in an  a t t i t u d e  of m i n d  t h a t  is  w i l l i n g  to  t r y  n e w  t h i n g s  and  go a h e a d .  

T h e r e f o r e ,  1962 m a y ,  in a s p e c i a l  s e n s e ,  be  a y e a r  of g r e a t  d e c i -  
s i o n  f o r  us .  It is  g o i n g  to be  good as  f a r  a s  b u s i n e s s  is  c o n c e r n e d ;  it  
is  go ing  to be  v e r y  good.  Bu t  w h e t h e r  it is  go ing  to  be as  good a s  we  
wan t ,  a s  good  a s  it  c a n  be ,  wi l l  p e r h a p s  be  w r i t t e n  in t he  l e s s o n s  t h a t  
we  l e a r n  f r o m  the  n e e d  now to f a c e  up to  a c o m p e t i t i v e  s i t u a t i o n  t h a t  
h a s  no t  b e e n  o p e r a t i n g  on us  so  d i r e c t l y  b e f o r e .  As  I s a y ,  I t h i n k  o u r  
W a s h i n g t o n  o f f i c i a l d o m  is h i g h l y  a w a r e  of t h i s  p r o b l e m .  I t h i n k  the  
b u s i n e s s  c o m m u n i t y  is  b e c o m i n g  i n c r e a s i n g l y  a w a r e  of  th i s  p r o b l e m .  
I t h i n k  t h e  l a b o r  c o m m u n i t y  h a s  d i f f i c u l t y ,  p e r h a p s - - s o m e  of i t - - i n  
r e a l i z i n g  the  fu l l  i m p l i c a t i o n s  f o r  t h e m ,  b e c a u s e  t h e y ,  l i ke  o t h e r  
p e o p l e ,  h a v e  b e e n  l i v i n g  in a r a t h e r  c l o s e d  e c o n o m y  c o n c e p t .  T h e  
f i n a n c i a l  w o r l d  is  c e r t a i n l y  f e e l i n g  v e r y  s t r o n g l y  t h e  n e c e s s i t y  of  h a v -  
ing  to  p a y  h i g h e r  r a t e s  of i n t e r e s t  on d e p o s i t s  in o r d e r  to h a v e  r a t e s  
t h a t  wi l l  k e e p  f o r e i g n  m o n e y  in t h i s  c o u n t r y .  And ,  in  m y  own c a s e ,  
t h i s  i n c r e a s e d  i n t e r e s t  r a t e  in t h e  s a v i n g s  we  pay ,  w i l l  c o s t  m a n y ,  
m a n y  m i l l i o n s  of d o l l a r s  w h i c h  wi l l  h a v e  to be  m a d e  up in s o m e  o t h e r  

w a y .  
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Bu t ,  t h i s  is  a p a r t  of  t h e  w a y  we  m a k e  p r o g r e s s ;  t h i s  i s  t h e  w a y  
of  t h e  l aw of  c h a n g e ;  a n d  I t h i n k  i t  i s  p e r h a p s  a g o o d  t h i n g  t h a t  w e  c a n  
f a c e  up  to  s o m e  of  t h e s e  i s s u e s  in  1962,  w h e n ,  g e n e r a l l y ,  t h e r e  o u g h t  
to  b e  a g o o d  s o l i d  a c h i e v e m e n t  e c o n o m i c a l l y ,  t o  p r o v i d e  a f a v o r a b l e  
a t m o s p h e r e  to  d o  s o .  

T h a n k  y o u .  

Q U E S T I O N :  S i r ,  f r o m  t i m e  to  t i m e  I s e e  p i e c e s  t h a t  s t r e s s  t h e  
l o n g - t e r m  i m p o r t a n c e  of  t h e  a l m o s t  c o m p l e t e  i n s o l v e n c y  of  t h e  m u -  
n i c i p a l i t i e s  in  t h e  U n i t e d  S t a t e s .  A n d  I n o t i c e d  t h a t ,  a l t h o u g h  i t  waz  
n o t  r e a l l y  in  t h e  s c o p e  of  y o u r  c o v e r a g e  t o d a y ,  y o u  s a i d  n o t h i n g  a b o u t  
t h a t .  W o u l d  y o u  c a r e  to  d i s c u s s  i t ?  

D R.  H A U G E :  T h e  r e a s o n  I d id  n o t  s a y  a n y t h i n g  a b o u t  i t  w a s  t h a t  
I d id  no t  b e l i e v e  t h a t  d u r i n g  1962 t h a t  t h a t  w o u l d  b e  a m a j o r  f a c t o r  
a f f e c t i n g  t h e  e c o n o m i c  s i t u a t i o n .  I t  i s  a f a c t o r  to  t h i s  e x t e n t ,  t h a t  
g o v e r n m e n t  e x p e n d i t u r e s  a t  a l l  l e v e l s  in  I 9 6 2  w i l l  p r o b a b l y  b e  a b o u t  
$10 b i l l i o n  a b o v e  w h a t  t h e y  w e r e  in  1961 a n d  t h i s  w i l l  b e  o n e  of  t h e  
c o n s i d e r a b l e  i n c r e a s e s  in  a l l  s p e n d i n g  c o m p o n e n t s .  N o w ,  t h i s  m a t -  
t e r  of  f i n a n c i a l  i n s o l v e n c y  of  t h e  m u n i c i p a l i t i e s - - a n d  I s u p p o s e  m a n y  
p e o p l e  i n c l u d e  S t a t e s - - t h i s  t h r e a t  of  f i n a n c i a l  i n s o l v e n c y  is  p r e s e n t  
a l l  o v e r  t h e  p l a c e ;  s o m e  p e o p l e  e v e n  t a l k  a b o u t  t h e  F e d e r a l  G o v e r n -  
m e n t  in  t h e  s a m e  s w e e p i n g  s t a t e m e n t ,  w h i c h ,  of  c o u r s e ,  is  n o t  v e r y  
r e a l i s t i c .  T h e  F e d e r a l  G o v e r n m e n t  c a n  p r i n t  m o n e y ,  a n d  t h a t  i s  o n e  
of  t h e  g r e a t  d i f f e r e n c e s  b e t w e e n  i t  a n d  t h e  S t a t e s  and  m u n i c i p a l i t i e s ;  
w h e t h e r  e v e r y o n e  w i l l  a c c e p t  i t  o r  n o t  r e m a i n s  to  be  s e e n ,  b u t  i t  d o e s  
h a v e  t h a t  u n i q u e  w e a p o n .  

M a n y  of  o u r  m u n i c i p a l i t i e s  w h i c h  r e l y  on  t a x  s y s t e m s  t h a t  a r e  
o u t m o d e d ,  a r e  in  g r e a t  d i f f i c u l t y .  It  h a s  a l s o  l ed  t h e m  to i n a d e q u a t e  
p r o v i s i o n  f o r  l o c a l  n e e d s ,  a n d  t h i s  h a s  l e d  to  m a n y  of t h e  d e m a n d s  
t h a t  l o c a l  p r o b l e m s  be  d e a l t  w i t h  h e r e  by  t h e  F e d e r a l  G o v e r n m e n t  in  
W a s h i n g t o n .  I t  i s  h a r d  to  g e n e r a l i z e .  In  m y  own  c i t y - - N e w  Y o r k - -  
i t  i s  f a i r  to  s a y  t h a t  t h e r e  a r e  g r e a t  f i n a n c i a l  p r o b l e m s .  T h e y  s t e m ,  
h o w e v e r ,  f r o m  a g r e a t  v a r i e t y  of  r e a s o n s ;  p r o f l i g a c y  in  t h e  p a s t ;  a 
l e v e l  of  b o r r o w i n g  w h i c h  h a s  l ed  to  a d e b t  s e r v i c e - c h a r g e  b u r d e n  t h a t  
i s  v e r y  c o n s i d e r a b l e ;  a n d  p e r h a p s  a f a i l u r e  to  r e v i s e  t h e  t a x  s y s t e m  
of  t h e  c i t y  in  w a y s  w h i c h  w o u l d  p r o d u c e  r e v e n u e  m o r e  in  r e s p o n s e  to  
c u r r e n t  e c o n o m i c ,  f i n a n c i a l ,  a n d  b u s i n e s s  d e v e l o p m e n t s .  

I do  n o t  k n o w  w h a t  I c o u l d  u s e f u l l y  s a y  a b o u t  t h i s .  I w o u l d  b e  r e -  
l u c t a n t  to  c o n c l u d e  t h a t  t h e  m u n i c i p a l i t i e s  a r e  p e r m a n e n t l y  b r o k e  a n d  
t h e r e f o r e  we h a v e  to  s h i f t  t h e  r e s p o n s i b i l i t y  f o r  t h e  f i n a n c i a l  c o n d u c t  



17 

of  t h e i r  a f f a i r s  t o  s o m e  h i g h e r  l e v e l ,  w h e t h e r  t h e  S t a t e  o r  t h e  F e d e r a l  
G o v e r n m e n t .  In  t h e  S t a t e  of  N e w  Y o r k  we  h a v e  a $2 b i l l i o n  b u d g e t ,  
a n d  I t h i n k  75 p e r c e n t  of  i t  is  in  g r a n t s  a n d  a i d  t o  l o w e r  s u b d i v i s i o n s  
of  t h e  S t a t e - - c i t i e s ,  s c h o o l  d i s t r i c t s ,  a n d  t h a t  s o r t  of  t h i n g .  T h i s  i s  
o n e  a p p r o a c h  t h a t  h a s  b e e n  t a k e n  to  t h e  p r o b l e m ,  to  t r y  t o  e q u a l i z e  
r e s o u r c e s  w i t h  s p e n d i n g  r e s p o n s i b i l i t y .  

In  o t h e r  S t a t e s  i t  h a s  n o t  p r o c e e d e d  t h a t  f a r .  Bu t  I w o u l d  t h i n k  
t h a t  t h a t  w o u l d  b e  a d e v e l o p m e n t  t h a t  w o u l d  c o m e  b e f o r e  m o v i n g  l o c a l  
a f f a i r s  to  b e  f i n a n c e d  ou t  of  t h e  F e d e r a l  G o v e r n m e n t .  T h a t  i s  h a p p e n -  
i n g  a n y w a y .  W e  h a v e  e n o r m o u s  g r a n t - i n - a i d  p r o g r a m s  to  t h e  S t a t e s ,  
a s  y o u  k n o w .  N o w  t h e r e  i s  a p r o p o s a l  f o r  a F e d e r a l  d e p a r t m e n t  f o r  
u r b a n  a f f a i r s  w h i c h  p r o b a b l y  w o u l d  a c c e l e r a t e  t h a t  p a r t i c u l a r  p r o c e s s .  
W e  h a v e t o b e  c a r e f u l ,  i t  s e e m s  to  m e ,  t h a t  in  f a c i n g  up  to  f i n a n c i a l  
m a t t e r s  we  d o n ' t  f u n d a m e n t a l l y  c h a n g e  t h e  o r g a n i z a t i o n  of  o u r  s o c i e t y  
t o  o n e  of  a h i g h l y  c e n t r a l i z e d  a n d  d i r e c t a b l e  s o c i e t y .  

B u t  we  p r o b a b l y  w i l l  s e e  r e v i s i o n s  of  t a x  s y s t e m s  w i t h i n  m u n i c i -  
p a l i t i e s .  P h i l a d e l p h i a ,  f o r  e x a m p l e ,  a s  y o u  k n o w ,  w e n t  t o  s o m e  k i n d  
o f  i n c o m e  t a x  s o m e  y e a r s  a g o .  N e w  Y o r k  h a s  b e e n  t a l k i n g  a b o u t  i t .  
A n d  t h e n ,  a s h i f t i n g  i s  t a k i n g  p l a c e  to  a S t a t e  l e v e l  on  t h e  b a s i s  of  a n  
e q u a l i z a t i o n  i d e a  a m o n g  c o m m u n i t i e s  o r  s p e n d i n g  a r e a s  l i k e  s c h o o l  
d i s t r i c t s .  In  s o m e  s p e c i f i c  a r e a s  s u c h  a s  s c h o o l  c o n s t r u c t i o n ,  on  
w h i c h ,  I t h i n k ,  we  h a v e  had  w i d e  a g r e e m e n t  f o r  a r o l e  of  t h e  F e d e r a l  
G o v e r n m e n t .  P r e s i d e n t  E i s e n h o w e r ,  I k n o w ,  a p p r o v e d  a b i l l  f o r  
s c h o o l  c o n s t r u c t i o n  to  m a k e  up  t h e  d e f i c i t  o f  s c h o o l  c o n s t r u c t i o n .  He  
d id  n o t  go  s o  f a r  a s  to  i n c l u d e  o t h e r  k i n d s  o f  s c h o o l  e x p e n d i t u r e s  s u c h  
a s  t e a c h e r s '  s a l a r i e s ,  b e c a u s e  h e  w a s  a p p r e h e n s i v e  a b o u t  t h e  c o n t r o l  
a s p e c t .  Bu t  t h i s  w o u l d  b e  a n o t h e r  w a y  in  w h i c h  c e r t a i n  s p e c i f i c  t y p e s  
o f  n e e d s  c o u l d  b e  d e a l t  w i t h  on a n a t i o n a l  b a s i s .  

Q U E S T I O N :  In  y o u r  d i s c u s s i o n  y o u  r e f e r r e d  to  t h e  n e e d  f o r  o u r  
A m e r i c a n  e c o n o m y  to  a d j u s t  t o  c o m p e t i t i o n  in  t r a d e .  Y e t ,  w e  h a v e  
n o t e d  t h e  t r e n d  in  r e c e n t  y e a r s ,  o f  o u r  i n d u s t r y  on  t h e  l i g h t  p a r t  o f  o u r  
e c o n o m y ,  t o  i n v e s t  in  t h o s e  a r e a s  w h e r e i n  t h e  c o m p e t i t i o n  h a s  b e c o m e  
m o s t  k e e n ;  f o r  e x a m p l e  t h e  E u r o p e a n  C o m m o n  M a r k e t  a r e a s ,  r a t h e r  
t h a n  a t t e m p t  t o  c o m e  d o w n  to  a c o m p e t i t i v e  l e v e l  i n  o u r  own  e c o n o m y .  
W i l l  y o u  d i s c u s s  t h i s  t r e n d ;  w h e t h e r ,  in  t h e  l o n g  r u n ,  i t  w i l l  be  d i s -  
a d v a n t a g e o u s  to  o u r  e c o n o m y ?  

D R .  H A U G E :  T h i s  i s  a m a t t e r  w h i c h  n o w  h a s  c o m e  up  f o r  a g o o d  
d e a l  o f  d i s c u s s i o n  in  c o n n e c t i o n  w i t h  a p r o p o s a l  to  c h a n g e  t a x a t i o n  of  
w h o l l y - o w n e d  s u b s i d i a r i e s  o f  A m e r i c a n  c o m p a n i e s  o p e r a t i n g  o v e r s e a s .  
I b e l i e v e  o n e  of  t h e  p r o p o s a l s  of  t h e  T r e a s u r y  i s  t h a t  i n s t e a d  of  l e a v i n g  
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u n t a x e d  t h o s e  e a r n i n g s  o v e r s e a s ,  t h e y  s h o u l d  b e  t a x e d  a s  e a r n e d ,  
e v e n  b e f o r e  b e i n g  r e p a t r i a t e d  by  t h e  p a r e n t  c o m p a n y .  I n o t i c e d  in  
t h e  p a p e r  t h e  o t h e r  d a y  a p r e s s  i n t e r v i e w  b y  M r .  H.  J .  H e i n z ,  t h e  
h e a d  of  t h e  H e i n z  C o m p a n y - - w h i c h  h a s  v e r y  l a r g e  o v e r s e a s  u n i t s - -  
s p e a k i n g ,  I t h i n k ,  on  b e h a l f  of  19 A m e r i c a n  c o m p a n i e s  w i t h  o v e r s e a s  
i n s t a l l a t i o n s .  T h e  b u r d e n  of  h i s  a r g u m e n t  w a s  t h a t  w h i l e  t h e r e  w a s  
i n v e s t m e n t  o v e r s e a s  i n i t i a l l y ,  t h e  e x p o r t s  f r o m  t h e  U n i t e d  S t a t e s ,  of 
e q u i p m e n t ,  m a t e r i a l ,  a n d  v a r i o u s  k i n d s  of f o l l o w u p ,  t a k e n  t o g e t h e r  
w i t h  t h e  r e p a t r i a t i o n  of  e a r n i n g s ,  s h o w e d  a n e t  p l u s  f o r  t h e  b a l a n c e  o f  
p a y m e n t s .  

He  w a s  c h a l l e n g i n g - - I  g a t h e r  f r o m  t h e  p r e s s  r e p o r t - - t h e  i d e a  t ,hat  
i n v e s t m e n t  by  A m e r i c a n  c o m p a n i e s  o v e r s e a s  w a s  a d v e r s e  t o  o u r  b a l -  
a n c e  of  p a y m e n t s .  Now,  w i t h  r e s p e c t  to  t h e  e m p l o y m e n t  of  o u r  l a b o r ,  
t h i s  is  a m a t t e r  w h i c h  h a s  b e e n  of m u c h  c o n c e r n  to  l e a d e r s  of  m a n y  
of  o u r  l a b o r  u n i o n s .  T h e y  h a v e  s e e n  A m e r i c a n  c o m p a n i e s  b u i l d  p l a n t s  
in  H o l l a n d ,  E n g l a n d ,  F r a n c e ,  e t c . ,  to  g e t  i n t o  t h e  C o m m o n  M a r k e t  o r  
get into EFTA, and they have thought that had this plant been built in 
this country it would have provided jobs for American workmen. 

Now,  I t h i n k  t h e  p o i n t  o f  t h e  H e i n z  r e p o r t  w a s  t h a t  i n v e s t m e n t  
o v e r s e a s  in  p h y s i c a l  f a c i l i t i e s  d o e s  n o t  n e c e s s a r i l y  d i s p l a c e  t h a t  
a m o u n t  of A m e r i c a n  m a n - h o u r s  pu t  i n t o  c o n s t r u c t i o n  o r  i n t o  o p e r a -  
t i o n .  A s  I s a i d  in  m y  o t h e r  r e m a r k s ,  i t  h a s  n o t  b e e n  a p a r t  of  o u r  
e c o n o m y - - o f  o u r  m a r k e t  s y s t e m - - t o  i n t e r p o s e  o b s t a c l e s  to  t h e  i n -  
v e s t m e n t  of c a p i t a l  e i t h e r  in  t h i s  c o u n t r y  o r  o u t s i d e  t h i s  c o u n t r y ,  e x -  
c e p t  w h e r e  t h e r e  w e r e  s e c u r i t y  r e a s o n s  i n v o l v e d ,  a n d  I t h i n k  i t  w o u l d  
b e  a d a n g e r o u s  t h i n g  to  i n t e r p o s e  s u c h  o b s t a c l e s .  

If  t h e  P r e s i d e n t  is  s u c c e s s f u l  in  g e t t i n g  h i s  t r a d e  p r o g r a m  t h r o u g h  
t h e  C o n g r e s s  a n d  if ,  a s  a r e s u l t  of  t h a t ,  t h e r e  i s  a b a r g a i n i n g  d o w n  of  
t h e  e x t e r n a l  t a r i f f  w a l l  of  t h e  C o m m o n  M a r k e t ,  t h e n ,  p r e s u m a b l y ,  
s o m e  of  t h e  i n c e n t i v e  to  i n v e s t  t h e r e  w o u l d  d e c l i n e .  B u t  by  a n d  l a r g e ,  
a n  i n v e s t m e n t  is  a p t  to  b e  m a d e  w h e r e  i t  i s  p r o f i t a b l e  to  m a k e  i t .  I 
h a v e  t a l k e d  to  m a n y  b u s i n e s s m e n  who  h a v e  s a i d ,  " W e  h a v e  i n v e s t e d  in  
t h i s  c o u n t r y  o r  t h a t  c o u n t r y  b e c a u s e  t h e r e  w a s  a b i g ,  g r o w i n g  m a r k e t  
t h e r e  t h a t  w a s  n o t  t h e r e  b e f o r e ,  a n d  w e  c a n  m o s t  e f f i c i e n t l y  p r o d u c e  
to  m e e t  t h a t  g r o w i n g  m a r k e t  r i g h t  t h e r e .  " N o w ,  i t  d o e s  no t  m e a n  t h a t  
y o u  b u i l d  a p l a n t  in  H o l l a n d  to  m e e t  n e e d s  in  H o l l a n d .  Y o u  m i g h t  p r o -  
d u c e  in H o l l a n d  to  m e e t  n e e d s  in  o t h e r  c o u n t r i e s  w i t h  l a r g e r  m a r k e t s ,  
b u t  t h e  c o n d i t i o n s  in  H o l l a n d  w i t h  r e s p e c t  to  l a b o r ,  t a x e s ,  e t c . ,  m i g h t  
be  m o r e  f a v o r a b l e .  
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N o w ,  t h e  T r e a s u r y  h a s  m a d e  a n o t h e r  p o i n t  w i t h  r e s p e c t  to  s o -  

c a l l e d  t a x  h a v e n s .  T h i s  i s  d i f f e r e n t  f r o m  t h e  p o i n t  I m a d e  a b o u t  
w h o l l y - o w n e d  s u b s i d i a r i e s  o p e r a t i n g  in  o t h e r  c o u n t r i e s ,  and  i s  m o r e  
c o n t r o v e r s i a l .  B u t  t h e  m a i n  p o i n t  is  t h i s :  I t h i n k  we  o u g h t  to  b e  v e r y  
c a r e f u l  in  b e g i n n i n g  to  t r y  to  d i r e c t  i n v e s t m e n t  t h r o u g h  i n t e r v e n t i o n s  
of t h e  G o v e r n m e n t .  A s  I s a y ,  l e t  us  r e m e m b e r  t h e  n a t u r e  of  o u r  s y s -  
t e m .  O u r  s y s t e m ,  w h e t h e r  we  l i k e  i t  o r  no t ,  a n d  I t h i n k  we  l i k e  i t ,  i s  
b u i l t  on  t he  s i m p l e  i d e a  t h a t  s o m e b o d y  o r  s o m e b o d i e s  w i t h  i d e a s ,  w h o  
c a n  g e t  t o g e t h e r  t h e  m o n e y  b e h i n d  t h e m ,  c a n  go and  do  s o m e t h i n g  
w h e r e  t h e y  t h i n k  t h e y  c a n  do  t h e  b e s t .  A n d  t h e  b y p r o d u c t  i s  of  b e n e f i t  
t o  t h e  c o m m u n i t y  g e n e r a l l y ,  e i t h e r  t h r o u g h  a p r o v i s i o n  of  s e r v i c e  o r  
o f  a c o m m o d i t y  a t  a b e t t e r  p r i c e  a n d  a b e t t e r  q u a l i t y  t h a n  i t  c o u l d  be  
d o n e  o t h e r w i s e .  L e t  us  be  c a r e f u l  a b o u t  i n t e r v e n i n g  in t h a t  p r o c e s s .  

Q U E S T I O N :  D r .  H a u g e ,  in  r e l a t i o n  to  t h i s  g o l d - f l o w  p r o b l e m ,  i t  
i s  m y  u n d e r s t a n d i n g  t h a t  t h e  go ld  r e s e r v e s  of  t h e  o t h e r  n a t i o n s  of  t h e  
w o r l d  w i t h  w h o m  we t r a d e  r e a l l y  c a n n o t  be  s a i d  to  be  e x c e s s i v e ,  in  
v i e w  of  t h e  c u r r e n t  v o l u m e  of  i n t e r n a t i o n a l  t r a d e ,  and  t h a t  p o s s i b l y  
t h e  d i f f i c u l t y  h e r e  is  t h e  f a c t  t h a t  w i t h  t h e  i n c r e a s i n g  v o l u m e  t h e r e  
j u s t  is  n o t  e n o u g h  g o l d  to  m e e t  t h e  s i t u a t i o n .  If t h i s  i s  t r u e ,  w h y  do  
we r e t a i n  t h i s  25 p e r c e n t  r e s e r v e  in  t h i s  c o u n t r y ?  W o u l d  y o u  c o m -  
m e n t  on  t h a t ?  

DR.  H A U G E :  Y e s .  F i r s t ,  w i t h  r e s p e c t  to  t h e  m a j o r  p r e m i s e  of  
y o u r  r e m a r k ,  of  t h e  i n a d e q u a c y  of g o l d  to  m e e t  t h e  n e e d s  of  o u r  p a y -  
m e n t s  s i t u a t i o n  w i t h  a n  e x p a n d i n g  v o l u m e  of  t r a d e ,  I t h i n k  t h a t  i s  d e -  
b a t a b l e .  A s  yo~  k n o w ,  we  h a v e  b e e n  e c o n o m i z i n g  on g o l d  t r e m e n d o u s l y ,  
a s  s t e r l i n g  a n d  d o l l a r s  h a v e  b e e n  u s e d  a s  s u b s t i t u t e s  f o r  g o l d  in  t h e  
f o r e i g n  e x c h a n g e  h o l d i n g s  of  t h e  m a j o r  c o u n t r i e s  of t h e  w o r l d .  A n d  
t h a t  i s  w h y  i t  i s  s o  t r e m e n d o u s l y  v i t a l  t h a t  t h i s  m a t t e r  of  a s o u n d  d o l -  
l a r  a n d  s o u n d  s t e r l i n g  b e  u p p e r m o s t  in  o u r  m i n d s .  I t  i s  n o t  t h e  o ld  
f o g e y  n o t i o n - - I  w a s  g o i n g  to  s a y  of  o ld  b a n k e r s ;  m a y b e  I s h o u l d  s a y  
y o u n g  b a n k e r s - - t h a t  t h e r e  i s  s o m e t h i n g  w o n d e r f u l  a b o u t  a s o u n d  d o l -  
l a r .  T h e r e  i s  s o m e t h i n g  w o n d e r f u l  a b o u t  i t  b e c a u s e  i t  i s  a r e f l e c t i o n  
of  t h e  c h a r a c t e r  of  a p e o p l e  to  s t a r t  w i t h .  I t  i s  n o t  g o i n g  to  be  s o u n d  
u n l e s s  y o u  c a n  t i g h t e n  up  a n d  do  t h e  t h i n g s  t h a t  a r e  t o u g h  o n c e  in  
a w h i l e .  

B u t  m o r e  t h a n  t h a t ,  t h i s  is t h e  b a s i s  of t h e  m o n e t a r y  s y s t e m s ,  
r e a l l y ,  t h e  f o r e i g n  e x c h a n g e  h o l d i n g s  o v e r  a g r e a t  p a r t  of  t h e  w o r l d .  
N o w ,  s i n c e  I w o u l d  t h e r f o r e  no t  a g r e e  to  t h e  m a j o r  p r e m i s e ,  a t  l e a s t  
w i t h o u t  c o n s i d e r a b l e  i n q u i r y ,  w h i c h  we  d o  n o t  h a v e  t i m e  f o r  h e r e ,  I 
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do not  find any  c o m p e l l i n g  i m m e d i a t e  n e c e s s i t y  fo r  r e m o v i n g  the  25 
p e r c e n t  gold c o v e r .  T h e r e  have  b e e n  m a n y  p r o m i n e n t  p e o p l e  who 
have  spoken  out fo r  th i s .  I have  not ,  m y s e l f ,  s u p p o r t e d  th is  idea ,  at  
l e a s t  at  the p r e s e n t  t i m e ,  and I ' l l  t e l l  you why.  T h e r e  a r e  v e r y ,  v e r y  
few th ings  lef t  in our  s y s t e m  that  s t i l l  o p e r a t e  to f o r c e  a showdown  
with  s o m e  bad hab i t s  tha t  we engage  in in our  n a t i o n a l  and e c o n o m i c  
a f f a i r s .  And when we began  to l o se  gold at  a r a t h e r  c o n s i d e r a b l e  r a t e  
in the  l a s t  few y e a r s  few u n d e r s t o o d  in the  v a g u e s t  way  what  in the  
w o r l d  the  gold was  do ing  out t h e r e  in F o r t  Knox.  But m a y b e  tha t  is  
the p o w e r  of the m a g i c  of th is  idea .  You know, we l ive  with  s o m e  
kind of i r r a t i o n a l  m y s t i q u e  about  s o m e  th ings ,  and it is not  a l w a y s  
bad.  

I m a y  sound  i r r a t i o n a l  now, but I c o m e  to f ee l  once  in a w h i l e  that  
s o m e  u n r e a s o n a b l e  i l l og ic  is  our  only  hope now and then .  We b e g a n  
to fee l  tha t  if we c a m e  up a g a i n s t  the  l i m i t  s tops  on this  gold,  o r  as  
we a p p r o a c h e d  it, s o m e t h i n g  bad was  go ing  to happen .  Noth ing  bad 
would  happen ,  p a r t i c u l a r l y ,  we would s i m p l y  r e l a x  it o r  h a n d l e  the  
p r o b l e m  o t h e r w i s e .  But I have  a f e e l i n g  that  th i s  he lped  to s o b e r  up 
a lot of peop le  about  what  in the  w o r l d  was  c a u s i n g  this  gold to r u s h  
out of the c o u n t r y .  

Now, you can say  that  it was  not the fac t  that  the  gold supp ly  was  
c o m i n g  up a g a i n s t  the  l i m i t  s top  of 25 p e r c e n t  of X which  is the a g g r e -  
ga te  l i a b i l i t i e s  of the F e d e r a l  R e s e r v e  banks  o u t s t a n d i n g  on note  and 
d e p o s i t  a c c o u n t s .  The  gold supp ly  was  s t i l l  s e v e r a l  b i l l i on  d o l l a r s  
a w a y  f r o m  that .  But I th ink the  r e a s o n  that  peop le  b e g a n  to be con-  
c e r n e d  about  it was  that  it was  m o v i n g  t o w a r d  a l i m i t  s top  which  we 
thought  would not be a p p r o a c h e d .  If we took tha t  off and put it a t  z e r o ,  
m a y b e  we would ge t  the  s a m e  s a l u t a r y  e f fec t  f r o m  a $3 b i l l ion  lo s s  of 
gold m o v i n g  t o w a r d  z e r o  p e r c e n t  as  m o v i n g  t o w a r d  25 p e r c e n t ;  I do 
not know.  But s i n c e  I do not s e e  any  d i f f i cu l ty ,  a t  l e a s t  f o r  the  p e r i o d  
as  f a r  as  I can  s e e  ahead ,  I think I would l ike  to hold onto this  thing 
even  though I know I could  c h a n g e  it if I had to. 

Now, that  is not v e r y  i m p r e s s i v e  logic ,  is i t?  But that  is w h e r e  
I c o m e  out. It is a l i t t l e  bit l ike  the  debt  l imi t .  I r e m e m b e r  I had a 
p r o f e s s o r  at  H a r v a r d  who sa id  that  w a s  p r e t t y  s i l l y  b e c a u s e ,  a f t e r  a l l ,  
the  e x e c u t i v e  could  not spend  what  the  C o n g r e s s  did not  a p p r o p r i a t e .  
The  point  is ,  h o w e v e r ,  that  the  C o n g r e s s  is not  r e a l l y  o r g a n i z e d  to 
know what  it is a p p r o p r i a t i n g .  And it h a r d l y  knows unt i l  s o m e  m o n t h s  
a f t e r  it has  a d j o u r n e d ,  what  the to ta l s  a r e .  The  Budget  B u r e a u  has  to 
put out a m i d s u m m e r  r e v i e w .  And with C o n g r e s s  s i t t i ng  way up unt i l  
a u t u m n  t h e s e  days ,  that  r e v i e w  gets  out t o w a r d  T h a n k s g i v i n g  t i m e  
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w h e n  t h e  B u d g e t  B u r e a u  f i n a l l y  a d d s  up  w h a t  d i d  h a p p e n .  T h e r e f o r e ,  
I s a y  t h a t  a d e b t  l i m i t ,  e v e n  t h o u g h  i t  m a y  b e  a n  i l l o g i c a l ,  u n r e a s o n -  
a b l e  t h i n g ,  a t  l e a s t  i t  f o r c e s  a r e v i e w  of  o u r  f i s c a l  s i t u a t i o n  e v e r y  
t i m e  t h a t  i t  h a s  t o  b e  r a i s e d .  

So,  w e  m a y  n o t  h a v e  r e a c h e d  t h e  s t a g e  y e t  in  o u r  d e v e l o p m e n t  
a s  m e m b e r s  o f  a g r e a t  f r e e  s o c i e t y  w h e r e  we  c a n  i n d i v i d u a l l y  a n d  
c o l l e c t i v e l y  a n d  i n s t i n c t i v e l y  c h o o s e  t h a t  d e g r e e  of  r e s t r a i n t  w h i c h  
w i l l  i n s u r e  h e a l t h  f o r  t h e  b o d y  p o l i t i c ,  a n d  we  m a y  h a v e  to  p u t  s o m e  
c h e c k r e i n s  on  l i k e  w e  do  on  h o r s e s  a n d  on  m a c h i n e s .  W e l l  i t  i s  n o t  
v e r y  i m p r e s s i v e  l o g i c ,  b u t  I h o l d  to  i t .  

Q U E S T I O N :  D r .  H a u g e ,  a s  I u n d e r s t a n d  i t - - t h e  r e c e s s i o n  of  
1959 a n d  1 9 6 0 - - o n e  of  t h e  m a j o r  c o n t r i b u t i n g  f a c t o r s  w a s  t h e  t u r n o v e r  
o r  s h a r p  c h a n g e  b e t w e e n  d e f i c i t  to  s u r p l u s  in  G o v e r n m e n t  e x p e n d i -  
t u r e s  a n d  h e r e  w e  h a v e  a r e c o v e r y  a s s o c i a t e d  w i t h  t h e  a c c e l e r a t i o n  of  
G o v e r n m e n t  e x p e n d i t u r e s .  If  t h i s  i s  t h e  c a s e  w h y  is  t h e  b u s i n e s s m a n  
s o  a f r a i d  o f  a G o v e r n m e n t  d e f i c i t ?  Is  t h i s  a n o t h e r  e x a m p l e  o f  t h i s  
i l l o g i c  t h a t  m o v e s  u s ?  

D R .  H A U G E :  I t h i n k  t h e r e  a r e  s o m e  f a i r l y  s i m p l e  r u l e s  in  l i f e .  
Y o u  p a y  y o u r  b i l l s  e x c e p t  w h e n  t h e r e  a r e  s o m e  g o o d  r e a s o n s  n o t  t o .  
W e  s h o u l d  n o t  g e t  t o o  s o p h i s t i c a t e d  in  e x p l a i n i n g  to  o u r s e l v e s  w h y  w e  
s h o u l d  n o t  p a y  o u r  b i l l s  w h e n  t i m e s  a r e  g o o d .  I do  n o t  b e l i e v e  t h a t  
t h e  d i f f e r e n c e  b e t w e e n  a h i g h  l e v e l  o f  e c o n o m i c  a c t i v i t y  i n  f i s c a l  o r  
c a l e n d a r  1963 is  g o i n g  to  b e  d e t e r m i n e d  b y  w h e t h e r  o r  n o t  t h e  F e d e r a l  
b u d g e t  r u n s  a d e f i c i t  of  $ I  b i l l i o n  o r  a s u r p l u s  of  $3 b i l l i o n .  I f  t h i s  i s  
s o ,  t h e n  w e  h a v e  h e r e  a r a t h e r  u n s t a b l e  a p p a r a t u s .  I d o  n o t  h a p p e n  to  
b e l i e v e  t h a t  t h e  m a r g i n a l  i n f l u e n c e  of  a s u r p l u s  of  $3 o r  $4  b i l l i o n  a t  
t h e  F e d e r a l  l e v e l ,  a t  a g r o s s  n a t i o n a l  p r o d u c t  o f  $560  o r  $ 5 7 0  b i l l i o n ,  
i s  g o i n g  to  e x e r t  s u c h  a d e p r e s s i n g  e f f e c t  t h a t  i t  i s  g o i n g  to  s t u n t  a n d  
a b o r t  t h i s  g r e a t  e c o n o m i c  e n g i n e  w e  h a v e  h e r e .  So l a c k i n g  a c o n v i c -  
t i o n  t h a t  t h a t  i s  s o ,  I t h i n k  w e  o u g h t  t o  h o l d  to  t h e  b e l i e f  t h a t  I t h o u g h t  
w e  h a d  a g r e e d  on  a s  a n a t i o n ,  t h a t  w e  b a l a n c e  t h i s  t h i n g  up  o v e r  t h e  
c y c l e ;  t h a t  we  p a y  o u r  b i l l s  e x c e p t  w h e n  t h e r e  i s  a n  o b v i o u s  r e a s o n  
n o t  t o .  I do  n o t  k n o w  of  a n y  i m p r e s s i v e  r e a s o n  f o r  n o t  d o i n g  i t .  

N o w ,  i f  p e o p l e  b e l i e v e  t h a t  t h i s  e c o n o m y  of  o u r s  t e n d s  to  r u n  a 
c h r o n i c  s l a c k ;  t h a t  w e  n e e d  a c o n t i n u o u s  i n j e c t i o n  of  d e f i c i t s ,  t h a t  i s  
s o m e t h i n g  e l s e .  I d o  n o t  b e l i e v e  t h a t  t h a t  i s  a c c e p t e d  by  t h i s  A d m i n -  
i s t r a t i o n  o r  a n y b o d y  e l s e .  I f  i t  i s ,  t h e n  y o u  c o u l d  h a v e  a p o l i c y  o f  
t h i s  s o r t  a n d  y o u  w o u l d  t r y  to  c o p e  w i t h  t h e  c o n s e q u e n c e s  i n  s o m e  
o t h e r  w a y .  It  w o u l d  p r o b a b l y  b e  d i f f i c u l t  b u t  y o u  w o u l d  a t  l e a s t  a d -  
d r e s s  y o u r s e l f  to  t h a t  p r o b l e m  a f t e r  h a v i n g  i d e n t i f i e d  i t .  
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Now,  a s  f a r  a s  t h e  b u s i n e s s  c o m m u n i t y  i s  c o n c e r n e d ,  I t h i n k  t h e  
b u s i n e s s  c o m m u n i t y  p e r h a p s  m a y  be  p r e o c c u p i e d  w i t h  p a y i n g  t h e i r  
b i l l s ;  y o u  c a n ' t  g e t  b y  v e r y  l o n g  w i t h o u t  d o i n g  i t .  T h e r e  a r e  d i f f e r -  
e n c e s  b e t w e e n  t h e  b u d g e t  of  a p r i v a t e  c o m p a n y  a n d  t h e  b u d g e t  of  a 
n a t i o n ,  o b v i o u s l y .  T h e  l a t t e r  d o e s  n o t  h a v e  r e v e n u e - p r o d u c i n g  a s s e t s ;  
i t  g e t s  i t s  r e v e n u e  f r o m  o t h e r  s o u r c e s ;  s o u r c e s  t h a t  a r e  n o t  r e l a t e d ,  
n e c e s s a r i l y ,  v e r y  c l o s e l y  to  t h e  e x p e n d i t u r e  s i d e  of  t h e  b u d g e t .  B u t  
a s  I s a y ,  I t h i n k  w e  h a v e  a c o n s e n s u s  h e r e  in  t h e  c o u n t r y  a b o u t  t h i s  
b u d g e t .  A n d  i t  w o r r i e s  m e  t h a t  we  a r e  n o t  g o i n g  to  g e t  t h e  a c c e p t a n c e  
of  d e f i c i t s  in  r e c e s s i o n ,  w h i c h  I t h i n k  i s  q u i t e  a c c e p t e d  n o w .  W e  a r e  
n o t  g o i n g  to  k e e p  t h a t ,  I b e l i e v e ,  if  w e  a r e  g o i n g  to  j u n k  t h e  o t h e r  p a r t  
of  t h i s  t h i n g .  A n d  we  h a d  b e t t e r  h a v e  v e r y  g o o d  e v i d e n c e  t h a t  d e v e l o p -  
i n g  s o m e  k i n d  of  s u r p l u s  in  o u r  b e s t  y e a r s  i s  r e a l l y  g o i n g  to  b e  s o  
a b o r t i v e  to  f u l l  r e c o v e r y  t h a t  w e  c a n n o t  h a v e  i t .  A n d  I w o u l d  s a y  f u r -  
t h e r ,  t h a t  i f  t h a t  i s  t h e  c a s e ,  we  had  b e t t e r  l o o k  to  s o m e  c a u s e s  o t h e r  
t h a n  t h e  s m a l l  s u r p l u s  in  t h e  F e d e r a l  d e f i c i t  f o r  t h e  r e a s o n  w e  d o  n o t  
g e t  a f u l l  r e c o v e r y ,  s u c h  a s  t h e  f a c t  t h a t  c o s t s  a r e  t o o  h i g h .  

Q U E S T I O N :  A s  a f o l l o w u p  on t h e  l a s t  q u e s t i o n ,  i s n ' t  i t  p o s s i b l e  
t h a t  F Y  1963 i s  n o t  t h e  h e i g h t  of  o u r  g r o w t h  a n d  t h a t  1964  a n d  1965 
w i l l  be  b e t t e r  a n d  t h u s  we  w i l l  g e n e r a t e  s u r p l u s e s  in  t h o s e  y e a r s ?  

D R .  H A U G E :  It  m a y  be ;  i t  m a y  b e .  I g o t  t h e  i m p r e s s i o n ,  t h o u g h ,  
f r o m  t h e  J a n u a r y  d o c u m e n t s ,  t h a t  a 4 p e r c e n t  u n e m p l o y m e n t  r a t e  b y  
t h e  m i d d l e  of  1963 w a s  e x p e c t e d ,  a n d  I b e l i e v e  t h a t  t h a t  w o u l d  b e  a c -  
c e p t e d  a s  a p r e t t y  n e a r  f u l l  e m p l o y m e n t  s i t u a t i o n  f o r  o u r  e c o n o m y  a t  
t h e  p r e s e n t  t i m e .  A l s o ,  I t h i n k  t h a t  i f  t h e  p a t t e r n  of  p o s t w a r  f l u c t u a -  
t i o n  m e a n s  a n y t h i n g  to u s ,  i t  w o u l d  be  q u i t e  u n u s u a l  to  go  f r o m  J a n u -  
a r y  o r  F e b r u a r y  1961 t h r o u g h  1964 a n d  1965 on a c o n t i n u o u s l y  r i s i n g  
c u r v e .  I t  w o u l d  b e  a n  e n t i r e l y  n e w  d e p a r t u r e  a n d  I do  n o t  e x p e c t  t o  
s e e  i t .  I t h i n k  o u r  k i n d  of  e c o n o m y  is  g o i n g  to  h a v e  s o m e  of  t h e s e  
m i n o r  f l u c t u a t i o n s ,  a n d  I t h i n k  o n e  of  o u r  p r o b l e m s  in c o u n t e r c y c l e  
p o l i c y  is  h o w  m u c h  w e  c a n  e f f e c t i v e l y  d o  in  t i m e ,  t o  m i n i m i z e  w h a t  
w a s  a v e r y  m i n o r  r e c e s s i o n  t h i s  l a s t  t i m e ;  to  do  i t  q u i c k l y  e n o u g h ,  to  
do  i t  a u t o m a t i c a l l y  e n o u g h ,  a n d  to  g e t  ou t  a t  t h e  p r o p e r  t i m e .  

Q U E S T I O N :  T h e  i n t r o d u c t i o n  of  d a t a  p r o c e s s i n g  in m a n y  b u s i -  
n e s s e s  a n d  i n d u s t r i e s  h a s  e n a b l e d  t h e m  to  r e d u c e  i n v e n t o r i e s  s u b s t a n -  
t i a l l y  b e c a u s e  of  m o r e  r a p i d  r e s p o n s e  in  d e m a n d ,  w h i c h  w o u l d  c o n -  
c e i v a b l y  r e s u l t  in  a t e m p o r a r y  d e c r e a s e  in  t h e  r e q u i r e m e n t  f o r  m o n e y  
c a p i t a l .  Do  y o u  c o n s i d e r  t h i s  a s  s i g n i f i c a n t ,  a n d  w h a t  do  y o u  f o r e s e e  
a s  t h e  s o u r c e  of  f u t u r e  d e m a n d  f o r  m o n e y  c a p i t a l ?  
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D R .  H A U G E :  I t h i n k  t h e  f i r s t  p a r t  of  y o u r  s t a t e m e n t  i s  c e r t a i n l y  

t r u e .  T h e  b e t t e r  c o n t r o l  of  i n v e n t o r i e s  h a s  l e d  n o t  o n l y  to  p e r h a p s  a n  
a v e r a g e  l o w e r  l e v e l ,  bu t  t o  a m u c h  b e t t e r  t i m e  p a t t e r n  of  i n v e n t o r y  
b u i l d u p  a n d  d r a w d o w n .  Now,  a s  f a r  a s  t h e  d e m a n d  f o r  m o n e y  c a p i t a l ,  
I t a k e  i t  y o u  m e a n  b o t h  c a p i t a l  in  t h e  l o n g e r  t e r m  s e n s e  a n d  c r e d i t  in  
t h e  s h o r t e r  t e r m  s e n s e ,  t h a t  c o m m e r c i a l  b a n k s  d e a l  in .  I t h i n k  t h a t  
i s  a f a i r  a n d  v e r y  i n t e r e s t i n g  q u e s t i o n .  I a m  l o o k i n g  a t  t h e  c l o c k ,  s o  
I a m  g o i n g  to  h a v e  to  g i v e  you  a b o b t a i l e d  r e p l y .  

B a n k - e a r n i n g  a s s e t s - - t o  t a k e  t h a t  a s  a n  i n d e x  of  t h e  c r e d i t  s i d e  
of  y o u r  q u e s t i o n ,  a g a i n s t  t h e  c a p i t a l  s i d e  of y o u r  q u e s t i o n ,  w h i c h  
w o u l d  of  c o u r s e ,  r e q u i r e  t h e  i n c l u s i o n  of  p e n s i o n  f u n d s ,  i n s u r a n c e  
c o m p a n i e s ,  a n d  a l l  t h a t - - h a v e  b e e n  u n d e r g o i n g  q u i t e  a c h a n g e .  W e  
h a v e  h a d  in t h e  c o m m e r c i a l  b a n k i n g  b u s i n e s s ,  a s h i f t  r e l a t i v e l y  a w a y  
f r o m  t h i s  t y p e  of  c r e d i t - - t h e  i n v e n t o r y  t y p e  of  c r e d i t  p r o v i s i o n - - t o  
t e r m  l o a n s  f o r  b u s i n e s s ,  w h i c h  r u n  ou t  f o r  a s  l o n g  a s  s e v e n  y e a r s  a n d  
w h i c h  a r e  a l s o  s a v i n g s  b a n k s  a n d  h a v e  a g r e a t e r  s t a b i l i t y  of  t h e i r  d e -  
p o s i t s .  T h e n  t h e r e  i s  t h e  g r o w t h  of  c o n s u m e r  c r e d i t  on  a l a r g e  s c a l e - -  
m y  b a n k  a l o n e  h a s  $ 2 0 0  m i l l i o n  in  c o n s u m e r  c r e d i t .  T h a t  i s  a b i g  b a n k  
in  i t s e l f .  A n d  t h e s e  o b l i g a t i o n s  r u n  o u t  p a s t  t h e  t y p i c a l  o n e - y e a r  l i m i t  
of  a s h o r t - t e r m  i n v e n t o r y  l o a n .  

O n e  m u s t  a l s o  m e n t i o n  m o r t g a g e s ,  w h i c h ,  of  c o u r s e ,  in  m a n y  
c a s e s  r u n  ou t  20 to  25 y e a r s .  So in  t h e  l o a n  f i e l d  you  h a v e  t h e s e  d e -  
v e l o p m e n t s ,  p l u s  o t h e r  s p e c i a l t y  d e v e l o p m e n t s ,  a n d  i t  r e f l e c t s  t h e  
f a c t  t h e  s h o r t - t e r m  t y p e  of  b u s i n e s s  c r e d i t  i s  a d e c l i n i n g  a s p e c t  of  a 
c r e d i t  d e m a n d .  

C O L O N E L  B E R G A M Y E R :  D r .  H a u g e ,  I a m  s o r r y  t h a t  w e  do  n o t  
h a v e  m o r e  t i m e ,  b e c a u s e  i t  i s  o b v i o u s  t h a t  y o u r  i n t e r e s t  in  t h i s  s u b -  
j e c t  h a s  no t  w a n e d  s i n c e  y o u  w e r e  t h e  S p e c i a l  A s s i s t a n t  to  t h e  P r e s i -  
d e n t  f o r  E c o n o m i c  A f f a i r s .  On  b e h a l f  of  t h e  C o m m a n d a n t ,  t h e  f a c u l t y ,  
a n d  t h e  s t u d e n t  b o d y ,  w e  w o u l d  l i k e  to  t h a n k  y o u  v e r y  m u c h  f o r  y o u r  
s p l e n d i d  l e c t u r e .  
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