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THE-AMERICAN INDUSTRIAL-COMPLEX

18 December 1962

ADMIRAL ROSE: Gentlemen:

We started our session a week.ago on the Material Management Unit. We

- have been looking into military procurement and research and development. This
morning we turn our attention to another very important part of the study, and
that is industrial production. As you know, we will be considering this for some
time.

To start this series we hawve, I think, the best speaker we could get for this
kickoff part, Our speaker has served overseas. He served as a member of a
large commercial firm in several places. He has alsc served in the Government.

Incidentally, he just got in last night from a conference in London, where
he has been for some time. We are glad the plane was not any later than it was.

Anyway, without further ado, it is a great pleasure to introduce the Honorable
Hickman Price, Jr., the Assistant Secretary of Commerce for Domestic Affairs,
who will speak to us on the subject of the American Industrial Complex.

Mr. Price, [

MR, PRICE: Thank you, Admiral Rose. Good morning, gentlemen.

I find that history repeats itself. Ihave in front of me some remarks that I
made from this platform in this excellent auditorium to your predecessors of last
year. Perhaps it is just as well that the Admiral has asked me back again, because

in going through I could see those few places where I was right and the many places




where -was wrong,

1 thought that before-going-ahead-to-where-we might be-going from here I would
take a few paris of my-statements-to you eof -December 20 of last year to see what
we said in the light of the last 12 months and eompare them with where we are,

I went first through the question of eur GNP, our gress national product, as to
where we had been over the year 1981, and where we found ourgelves at the begin-
ning of this Administration, with a GNP of $501 billion, based, of course, at the
annual rate in that first quarter ef last year. I carried us through and rather stupid-
ly predicted that by the second quarter of this year, 1962, we would be at $560 bil-
lion. The figure for that quarter was $652 billion. In the third quarter it was slightly
higher, at the annual rate of $555 billion. This-was due {0 some glowing of confi-
dence during the earlier part of the year. It would appear that this has been in a
congiderahle part restored--1 believe more than restored, and I should think that
in the course of the next six monthe anyone in the eeenemics end of the Government
would agree that we should be headed toward $575 billion, which is, of course, a
considerable difference from what it was at the annual rate at the beginning of last
year,

There remain certain considerable maladies. One of these is our rate of
employment which, despite the current trend, still is at 5.8 percent, seasonally
adjusted. Nor, can I say frankly, do I see any very great possibility of a material
improvement in that, There are many reasons for this, which I will come to later.

1 also made another mistake, and that was that in a rather considerable discus-
sion of the Common Market, which I also will like to touch on briefly today, I said:
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~!Ag- you-well-know,~the-United-kingdom-has-epplied-for-entry into the- Common
Market. This came after the-considerable financial-erisis-which the U. K. went
through earlier this year.' This-wae 1961, ''The U, K. -learned; and rather pain-
fully so, that it could not stay out of that-econemic allianee that is-knewn as the
Common Market. Hs growth rate, the only one in the-world, of any industrial
nation, lower than our own. And, as the economies of the Common Market coun-
tries improved, that of the U. K. remained relatively-static. "

1 then went on and-said that in-my judgment by the -end of 1961 ag the numer-
ous problems were settled and werked out, including the wide differences in agri-
cultural policy, particularly involving the Commonwealth, the U. K. would parti-
cipate in the Common Market.

I was wrong, I regret to say. A great many other people also, Iam afraid,
were 3 bit wrong,

Coming down to our.own situation, in the great tapestry of history-which is
being built, of which you are such an important part, in the global fabric of our
world struggle and our world development--perhaps we might even go father than
global; we might even say terrestrial--our own domestic economy remains of
great and continuing importance. I think it is obvious that it will be some years
before we will be able to assume that all of the free world can be able to trade
together on the basis of total equality and that, if our free world is to have the
total strength that it must have, our own domestic economy must come first in our
own minds,

This is something of a paradox. in.a way, because, for so many years we have
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made -grave-and-long-efforis, -going-bavk to-hend-Lease in-the-seecond war, and con-
tinuing through the-period of 1848,—-the-beginning of the Marshall-Plan, to aid, not
only financially and militarily, but -alseo heavily from the standpeint -of trade devel-
opment of Western Europe and much of the rest of the-world, This has taken the
form of our active participation in the GATT, in the principles of free trade. 1
refer not to that of any-single party, beeause-aetunlly very much of the-substantial
tariff adjustments downward that have been made were made during the eight years
ending the 20th of January last year,

The posture, therefore,.of the United-Btetes has-been one in-which we have
deliberately encourgged the development of the free-enterprise system to the maxi-
mum possible extent elsewhere in the world and making that system able to trade
not only with itself but with us and with the rest of the free world. We have con-
tinued to proceed on that course during the history of the past year, There was passed
herein the United States what was perhaps the most significant piece of legislation
in this whole area since the time of the Marshall Plan, namely, the Trade Expansion
Act of 1962,

In reading my remarks of last year 1 find that I was fairly accurate on that,

I missed it very, wvery slightly, as to the length of time in which the adjustments
could be made, Isaid 7 to 10 years. Actually it will come within 5 yearsg, which
is the life of the Act.

The United States, therefore, has readied itself in the passage of that Act for
the esiablishment of ourselves on an even more important world basis as a partner,
a trading partner in an expanded world irade pattern, All of you know very well
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- the--provigions-of-the-Aet.- -There-are-two-prineipal-ones. -One-ig-a-reduction of
50 percent over five years. -The-other-is, -and-mueh more importeantly, where
80 percent of world trade is-deone-between the EEC, or the Eurepean Common Mar-
ket, as congtituted, at the time that the adjusiment is made, ard curselves, that
the tariff may be reduced to gero.

With this eome, of-eourse, verygreat complexities, The-negotiations for such
tariff adjustments- will be made in the course of the next-year, after a period of
congiderable preparation. There is a third part of the Act which provides-for
economic adjustment, social adjustment, in the cases of those industiries where it
is clearly proven that they have fallen by the-wayside as the result of such changes
in trade.

The more cyaieal of American indusiry would regard that as paying for the
funeral after the event. However, I think it may broadly be stated that nothing

in Ged's world, including our own military and what it is. doing, stands still in
today's world, and there may have to be a2 word that I completely dislike to apply
to industry or people--there may have to be some degree of expendability in the
course of this great change,

But the imporiant thing is that this be negotiated, as we all pray that it will
be, by Mr. Herter and his new associates, in such a way that the interests of the
United States be preserved, and that as a hard irading question we simply not give
away those remaining advantages that we may have, because it is, I think, quite
clear to anyone who operates in Wesiern Europe or is at all familiar with- Western
European and even Japanese modern .indusiry that we are faced with a factor of
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competition that goes-vasily beyond that of-a-lower-wage-geate, that in much of
Western Europe, -and-particularly {rue in Germeny-and {o-a-semewhat legser extent
in France-and Belgium, and to-a-good-deal-lesser-extent in the-United Kingdom,
unhappily, and in Italy, a considerable part of the indusirial plant of these nations--
and I should also mentien-a goeod part in Japan--is. quite comparable to our own.

As I said to your group last year, here at home we have been in the pas{ until
the very recent past inclined teward a bit teo much complacency with regard to our
domestic industrial economy. This does not mean that . enormous-advances, as
you go well know, in scientific and technologieal progress, have not been made.
They have been made. The only guestion in my mind is: Have they been made
enough? Have we done all thet we could have done with respect to R&D, outside of
projects that have been directly related to military or.gpace endeavor ? The answer
is probably, no. The aunswer, I think, the President gave last week, better than
any man hag ever put it. The answer is that we have attempted really to do two
things at the same time, We have attempted to make great gocial strides ahead in
the world, not only in this country but for ather countries outside of the country,
and we have had to act as the shield and the.defense of the free workd at great cost,
with the result that we are paying, we the American people, which means the Amer-
ican industry, vastly more out of our total income in the form of taxes than we should
pay, with the result that we come to an imbalance, so to speak, as to incentive with-
in our gystem.

In the first place, our industrial profits-are, in my judgment, not adequate,
and, while we are having currently some considerable increase in the amount of
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investment in-new business,- thig-gtill continues-at en-unsatisfactory rate. Let me
illugtrate. -Based on the -latest-figures-whieh-we-have, -we are running at the rate,
on corporate profite at an adjusted seasonal bagis, of $50.billion & quarter, In the
§econd quarter of 1958, with the previous high, -we- were at $52 billion. The gecond
quarter of 1959 was close to exactly 3-1/2 years ago. In-other words, with an ex-
panded plant gince that time, and with an expanded eonsuming public, the profits of
industry are running behind what they were as of that time,

To be slightly political abeout this,—I-don' believe it-ig-due to any-great problem,
such as that, for example, there might haye been a misunderstanding between the
United States-8teel Corporation and -the- Preeident earlier last year., I think the
issue is much broader than this, beeause, if American business can have the oppor-

t-unity of earning an adequate return, particularly in venture growth, which is where
§0 much of our future lies, clearly it will make the investment regardless of whether
it personally likes the President of the United States or otherwise.

Therefore, the time has come, and as I said last year te your predecessor group,
the big battle of 1982 will be the t;attle of the Trade Act. The battle of 1963 will be
the big battle on how much and to what extent there will be tax reduction, and also
what form of overall reform can be put into such a bill, Like anything that has grown

up over the years, in this case since 1913--not so long ago, within the lifetimes of

' very many of us in this room--and very little changed except added to over the years,

. Such a tax structure can become enormously encrusted with cbsolescence and also

with gpecial interests and special privileges. Although, Iam sure, like all of us in
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thie-room, Iam all-for-speeial-privilege-as-far-as-it-effeets-me,—nevertheless we
have te think-in-terme-of the-everall-good of the-country.- I-de-hepe, therefore, that
there will be reform as well as reduetion, -but basically there hae te be reduction,
and this reduction has to be bigger than it-was in the last year in the form of the
incentive.

Last year 1eovered in-this-little-talk-two-areas-on incentive, incentive for in-
vesgtment in industry so that-we could modernize, -s0 that-we could increase the
narrowing gap of the historic industrial superiority of the United States as opposed
te Western Europe. Let me repeat--enly by that-system, only by a system of
greater R&D, only by & system of greater new development, can that historic gap
be maintained and, if pessible, increased.

Heow do you do it? Yeu-de-it by ineentive, the only thing I knew which is a
carrot uader the fellew!s noge, as leng as we live in the capitalistic system, and
I hope to God we do all our lives.

Last year I mentioned twe things-that were going to come up. The firet was a
form of incentive in the tax bill, The tax bill was one of the most eontroversial
issues in the last Congress. It wae cluttered with a lot of stuff that in the light of
history--and not being in the Treasury Depariment I can afford to gay so--probably
should have never been there in the firgt place.

This particular feature was-inadequately explained. It would have provided a
credit to American indusiry in the amount of something of the range of $3 billion
for this purpose only. It did not come off in that form; not only that but it was mat-

erially cut.




- The -second small progresticetion-that 1 attempieod-to-make-would be rather
significant ehanges in Sehedule-F, - Sehedule-F, -as you knew, is-the depreciation
table that is drawn up by the Treasury. There-have been ne reduetions or changes
in the ratee of depreciation in that table from-1842 until the calendar year 1962,
This is what I mean by encrusiration and -obsolescence,

There were major changes-meade in-1862-whieh-were, 1 hope,- merely har-
bingers of where we go from here on-as te this tax cut. But again I want to empha-
gize that a tax cut, just for the sake of a tax cut, could be like a fellew who is
feeling pretty poorly taking a shot of -some pep-up drug in order to make him feel
a little temporarily better.

What we-need is a-massive injection of plant, equipment, machinery, and know-
how, and R&D. That-is what we hope will be heavily included in this bill, -Because
we live in a democracy and because there are great invested interests which have
grown up over many years, which are not necessarily confined to the industrial
complex of the couniry but to labor as well, it is clear, I would think, that such
tax cuts would have to include, heavily and importantly, also personal incomes,
but it is to be hoped that the reduction in the corporate tax rate .will be of sufficient
gignificance to.aid in some incentive, and that that shall be coupled with a special
program on R&D-which would make, as for example, a double allowance for depre-
ciation for every dollar spent, or some similar formula--and there are a number of
such formulae that.are applicable,

What is in the long runrather alarming without this, or without the further
development of our industrial plant, not merely for the creation of plant, because
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in many industries-we have-too-muech plant;-but-in-the-development of new products
and of new -indusiries, and-what-makes-imperative-the neeessity for thai, is put-
ting it--and I must do it in academic-terms, although I am anything but an academ-
ician--as what we call our sluggish Brewth rate, When you contrast our growth
rate, which has-averaged over the-pasti deeade something less than 3 percent, with
what is going on in the EEC in gemeral, and in certain of the mere progressive
countries of the EEC in particular, er -with Japan, and-even granted that they start-
ed at a very much lower base, the contrast is startling. The EEC this last year
will have run slightly above 5 percent in the average. That's for all-gix of them,
Japan will continue right about 9 percent, despite some tapering. Iam talking,

of course, of annual growth rate. The Canadiang are in a position similar to our-
selves, rather worse off, and badly need a considerable amount of adjustment them-
selves. The sickest of all, long term, is the U, K. This one is a very special
problem, and I will come back to it in a few minutes.

But, fundamentally, for our whole system to survive and to go forward in the
course of our lifetimes, to a point where we can look confidently at the gap between
us and the Easgt, and say that gap is going to be maintained or is going o be in-
creased, we simply have to increase this rate, and there is no other way of in-
creaging thig rate except by pulling ourselves up continuously by our own bootstraps
in the form of such new development and new industrial activity, including, might I
add, some disiribution reforms that.also.are needed and,.I think, gradually are in
process of unfolding. Our distribution still costs much too much in relation to our
total economy, It is interegting, for example, as we have had a continuance of
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wholesale-prieces-at preity much-the-levels-of the-lasi-three-years, that our retail
prices hawve not-gone down propeortionately. This I think is in pert-wreng, although,
of course, it can be argued {hat servieces -have become new a very major part of
our national economy, -even theugh they-are not directly preductive.

That I would think was the major economiec break-through or attempted push
in the year to come. If we can achieve thai, and-if we can have a continuance of
our general buildup of confidence of the last 4 to 5 months, then I should think
that our general economy should pregress-well during the courge of the year.

But we have to in turn equate that with a number of other problems quite apart from
the larger peolitical field in an international sense.

The firet ie the.grave problem-that-is faced by the United Kingdom, being for
the moment left out of the Eurepean Common Market, The reason I.wag late in
getting here was that I-deeided-to have a profitable weekend, and I went up into
the Midlands. I spoiled a lot of English weekends for a lot of English industrial-
ists. I went through a lot of plants which I hadn't been through in-some 3 or-4 years.
If you want to go through a cold, dreary weekend, iry the Midiands in the rain in
late December in factories where they turn the heat off over the weekend. But
having grown up in the manufacturing end of the business, this is something that I
can understand.

I talked with thege fellows at.some congiderable length. These were in the
main the fellows that owned the businesses. I found a note of discouragement on
their part which was .in rather marked contrast with, for example, the happy sum-
mer of 1959, when, you remember, {here was in general such a feeling of revived
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confidenee-and that-Englend-wes-meking-en-edequate-forward move, I found a feel-
ing of frustration, a-feeling-of-wondering-whether they can really make the grade.
GATF~wige their feeling is- that the British-gevernment has probably everdone it,
that they have pulled dewn their tariffs tee rapidly, that they have permitted too
large an inundation. I ran inte a number of industries where , {0 my congiderable
gsurprige and some pleasure, I found that we were making economic penetrations
that I hadn't anticipated. But, nevertheless, these penetrations in themselves,
without an offset of continued export frem the U, K. in terms of hard currency,
set; up major preblems,

I will give you just ene illustration. One company which makes motors, good
ones, in 1850, running at capacity, produced 3, 000 engines a week. Currently
the capacity is 7, 000, They are running at-4;000 and losing at the annual rate of
2 million pounds a year. In other wards, they had built up for something that was
larger than the U. K, market. They had built up particularly in the last two years
in anticipation of the EEC, particularly in anticipation of exports into Germany,
where certain of their types of engines are not produced in great volume. The
German tariff has.actually gone up as a result of the leveling of all of the tariffs of
the six countries under the provisions of the Treaty of Rome. Consequently that
particular company, simply because there ig apparently not a market in the United

produces

Kingdom, plus minor exports to X Dominions, / not more than 4, 000 engines per
week, « because any increases in the U. K. are substantially harried by compar-
able reductiens in U. K. tariffs in the eourse of the last two years on this particular
type of engines, with resulting shipments from the United States. They therefore
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face a-shrunken-domestic market-and-a—very limited-possibility ef-saele to the EEC,

I cite-this-as- a particular-example; and-it is not untypical -of the total picture. In
other werds, the U. K. is temperarily, at-leasi, in something of a box. It is neither
fish nor fowl. R is neither empire, in the grand old lion-roaring-sense, nor is it
vet part of Europe, which is, of course, where it logically belengs in this stage of
its development,

Ag Secretary -MeNamara very properly-peointed-out to them, the day of inde-
pendence, fer-example,- as-for ag-world-power in-the-sense of teday's military
signifieance is concerned, is a thing of the past,

To a certain-extent, -this-is-new-algo-becoming true industrially, with certain

great exceptions, such as oil in the Middle East, and that sort of thing,

Therefore, not yet being part of Eurepe, they are-between the devil and the
deep, blue sea. This in turn is going to make grave problems of adjustment for us
and for Europe, anrd it is something that I hope very much, with the selfishness of
the agricultural situation in the EEC~and may I add they are not unique in that field;
we share it--will not stand forever in their way, because they still constitute, spir-
itually speaking, at least, about as close a potential ally as -we have.

I have gone some distance out of my.way to describe the problem in the U, K.
which I have just witnessed with my own eyes again, or refreshed my recollection,

b ecause this is what could in a slightly different sense happen to us if we are caught
in a vise between irade to Western Europe which we hope will be resolved by our
new trade act and a lack of adeguate R&D within our own country to.develop new indus-
tries, new products, and new industrigl activities,

13




H's & red flag t0 me. Two-years-age; or three-yeors-ago,—even, - -would have
said that this probably wouldn't have-heppened in the U. K., that the-great line.of
improvement which had been shown would continue. May I-also parenthetically say
that there is one thing from which they are currently suffering, ard we are not,
which may in part change this situatien. That is that the U. K. has not yet learned,
nor has the EEC, that for all their preblems and difficulties there are agill great
advantages to the growth of the total economy by the existence of the antitrust laws
or their equivalent.

Just one more guiek iHustration-so I ean show you how this works. I saidto
this fellow, "I am a business man myself, and & manufacturer. You say you can
sell only 4, 000 engines a week. All right. New, let's.go over what youn can do
with the rest of this machinery and equipment. I'll walk out with you real fast and
we'll have a look at it. ' It's pretty good siuff, new, or essentially new, and a
great deal of it German, by the way. We figured out 2 or 3 applications that
might be rather interesting. Essentially these were the manufacture of certain
types of automotive parts for the growing British automotive industry. 1 hit on one,
and I said, '"How about valves 2?' He said, ""You know, that's very interesting. In
the last 5 years. all of the wvalve companies have disappeared in the U, K. except
one, That one has bought up all the others."”" Iasked, '"What kind of product do
they make?'" He said, '"You know, it really isn't as good as it should be." He's a
pretty knowledgeable fellow. Isaid, "How are their prices?" He said, '"Only
supported by one thing. They so far have been .able to maintain an adequate tariff, "
The answer was very simple. What they needed was a little competition, and I hope
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to God that fellow gives- it 1o them—We-in-this-eountry, I think, -have-learned that
lesson a long time ago, -and it may act-as- something of a counterbalanee to this
other preoblem that I have given,

- -AlL right. -A-fagt wrap up--at heme, probeble centinuing-groewh of the national
product; modest increases in industrial prefils; probably higher personal income,
disproportionately to GNP; probably not oo great a change in the unemployment
rate--this year in one month we got down to 5.3, which was rather exceptional;
we are now at 5.8; I would guess that if we do 5.5 for the year that will be remark-
able, in 1983--a great and grave battle over the tax siructure, .which cuts right
straight across our whole economic life, including the future of the dollar, or, in
other words, the confidence in the dollar; as part of that battle a great controversy,
a national debate, as to the extent of the deficit, what effect that deficit will have on
our total economy over the long pull, and as to the extent to which a tax reduction
will constitute over perhaps a longer period the question of an offset, or more than
an offset; next, the $64 guestion of how. we plan out and map our own downward
adjustments, with perhaps a very.few upward ones, in our own tariffs during the
course of 1963, or in other words how that is traded out--if it is just traded out
blindly in great globs; perhaps some unnecessary degree of erosion in weaker
industries here, and at the same time perhaps not taking adequate advantage of the
opportunity of American indusiry.io sell abroad, particularly to the EEC in those
types and with those products to.which our exports.are best adapted.

Last, how does the U, K. fit into the world picture ? -Is it-going to hecome a
European state in the larger sense 2. What will happen if there is a further delay
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in the-obvious-histerie feet that it -must-beeome a-Buropean state? How will the
Commonwealth, and I refer-specifically to-Canada, -Australia, and New Zealand,
the agrarian economies of thege countries, adjust?

Next, -what will happen to-us-here on our-6wn farm program in the course of
adjusting here particularly to the European sygtem or, like a magnet, we would
hope, attracting some of the European-gystem to us?

These-are the-issues on the breader-econemic front which must be decided
or at least the course determined during the course of 1963,

I personally am iramensely-encouraged, leeoking back to a year ago the day
after tomorrow, in this room , about what happened in the course of 1962,

It was not all that everybody would want, but it was a year in very great general
direction.

I haven't, of course, touched en an‘area that is-net mine, with-which you
are more familiar, and that is the momentous, perhaps, change in the tide of
history when we stood firm on Cuba. But 1963 should mark for us & year of con-
siderable improvements, marked by decisions on the great fronts that I have jusgt
outlined, I think it is going to be a good year.

Now I am quite free for any gquestions which you might care to ask.

QUESTION: Sir, you mentioned the sluggish growth rate. What do you con-
sider as being, say, a good growth rate in the United States?

MR, PRICE: Over 4 percent.

STUDENT: Over 4 and less than §?

MR. PRICE: Well, 5 is one of thoge things we have to dream about. For the
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_time being; -let's.get-4. By the-way; I-don't-mean that-purely, just-as a figure. In
other words; whether it-is-3-or-whether -H-ig-4-i8-an-aeademic-term., ~What I mean
is that we have to-replenish ourselves-fester then-we now are, particularly if we
take into cengideration our present birth rate; whieh-is-something that too few
people are thinking about in-the forward part of their minds. --When you consider

. what the population in-this country-is-geing to-be in 50 -years, -we-are not doing
enough for that, particularly in relation to ocur-relative pesition-with the rest of the
world,

. QUESTION: 1 think the-audience-ig familiar with the rules-of-competition as
they are laid out in Rule-3-of the -Common-Market, Do you feel that Europe, per-
haps; - let's-say, will truly be able to-enforce-these rules of competition, or will

. the present national cartels just become international cartels, with a-scepe of six
nations instead of one ? o
MR, -PRICE: Itouched on ihat,.ﬂeet.in:gly-,,..a:swyau'aaww. .80 far it has not come
off. However, there is being developed in the EEC a type of publie-servant that is a
rather new.development, -Most of them have had GATT training in vvaryi:}g forms,
either with the GATT secretariat or working for their couniries-with the "‘GATT.
This.has been both good. and bad, . It.has been.bad in the sense that it hag forced
some. countries.beyond their time, It has been.good in that it has certainly speeded
up the whole progress. of the world toward world trade,
The philosophy of these people is-pretty deeply ingrained. You see that in each
of the countries, even.including France, -which used to be one of the most protec-
tionist countries of the world.-.Ihave seen some of the French current bureaucracy.
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These are young guys. TFhesge are-guys-40-yeers-old or 45 years, not old people like
me, I have seen them force the French indusiry, for-example, into a pesition that

10 years ago was unthinkable., Hew far this will go against the great power of money
and vested interests, only time can tell, Idon't know. I think they are going to need
a hell of a lot more legiglation,

QUESTION: B8ir, some of our-speakers mentioned that-deficit-spending was the
only way to have a growing demestic economy, and others have-said that we would
have to have a balanced budget. Which side of this debate are you on, gir, and which
is the correct side?

MR. PRICE: Iam in the middle. 1 den't think I said, or it-was not my intent
to say, that I am in faver eof deficit-spending, What I am in favor of is a reduction
of the percentage of taxes being paid by businees, or by the economy of the country
as a whole, This percentage is at a level which is Qcting as a brake on the totality
of the economy. I was not attempting to equate that to deficit or otherwise, If it
were possible to cut out--and privately I think it is-~a very great deal of spending
on the nonmilitary side~--and that I have to leave to experts--we certainly should do
s0. I can think of a number of areas where that is pogsible, and heavily so, and even
though equated to the military expenditure it still is peanuts.

Did I.answer you.quite directly? Idon't think I quite rang the bull's eye. Let
me try it again, This year we will run in round figures $7 to.$8 billion, It was
planned on a relatively balanced basis. A number of factors threw it out, the larger
part of them being military and space. If we are going to have a significant tax
reduction, this must be in the range of--well today I would rather nof give you a
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figure, because it's all being worked on. But it is fairlymajor. Therefore, you
might well have , provided that the Congress approves, a larger total deficit

in, let us say,- figeal 1964, but, if what is almost certain to happen does happen,
namely, that the investment that is made by that tax reduction in turn pays off

in the form of profits, you start getting that back during the course of this decade,
and heavily so,

Putting it differently,-sometimes I-think we look a little bit too much at the
immediate irees instead of the overall ferest. If we follow the theory of balanced
budgets to the nth degree, we would probably slow ourselves-dewn to the point of
dessication. I don't mean that in the sense of heresy or going away out on the
limb. I am not that kind of guy.

QUESTION: 8ir, U. 8. indusiry seems {0 be intrigued by the pessibility of
investing in the Common Market at the present time., What effect will thig have
or does it have on the econemic health of the United $tates ?

MR. PRICE: That is one of the best questions you can imagine, and it's one
that I covered rather fully last year here, You will recall that under the old tax
law which was in part but not wholly changed in the course of the last Congress,
we encouraged that growth overseas in general, Actually it happened to work out
in the EEC countries. We encouraged it by a special tax situation, including the
retention without payment of U, 8, corporate taxes of profits.abroad.

I don't think that we can do that any more beyond a point, I realize that that does
create an artificial situation of competition in, say, Germany, by an American-
owned company against a German-owned company. But the time simply has to
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come- when-we-have got t6-leek out-afier -our-own-interesis-here. 1heve no very
strong-feeling against-investment-abroad-other-than thet-of-the-balanee—of-payments
situation, which I didn't get a chanece te-gel inte-teday, +Lwill.in a-second, though,
if you will allow me. It is interesting.

I.don't think-we can give it-any-{ax-break-above that which a-domestic company
has. 'Fhat in itself is-io some-degree-a-deterrent.

Might 1-just-eay on the-balanee-~of-payments-question that I recall-going back

~last year to the -deficit-of calendar year 1960, of-$3.9 billion, or call-it-$4 billion.
I remember estimnating that we would run around-$2. 5 billion for 1861, The pic-
ture this year is; of course, semewhat-better. Over the .newt-3 er-4 years this
problem dees not appear-te be-as-acule as- it -appeared to be in the past. Part of
this is confidenece, ii: e cen just keep up-this small-degree of confidence that is
partially being restored.

QUESTION: With-respect-to this last-question, over the past-few years we
have been running -a faverable balance of trade with an overall bad balance dollar-
wise. The Adminisiratien is basing ils-defense eof the dollar over the next several
years on a continuing and increasing favorable balance of trade., In view of this
increaged industrialization of the EEC and of the emerging countries, is this
real instinct ?

MR. PRICE: First let me.gqualify. your statement, if I.may, that all of the hope
of diminishing the deficit is :&})«ased upon a gnntinuj,n% é‘:zmxmble trade balance. That
is not wholly so, Remember that our costs.abraad/more than offget that balance
have, in a significant part, in the courge of the last 18 months, been reduced
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semewhat-by negotiations-with-various-fereign-powers, -particularly these in the
EEC, as io their-sharing -a-pomewhet larger pari-of the total eost of, for example,
the carrying of treeps abreead;-which in-iteelf is the one-biggest gingle item.

The rest of the problem, -as to whether or net-exports-are going to continue
to rise higher than imports, -depends on & tremendous complexity of preblems,
many of which I have touched on teday. My feeling is-they are not, My feeling
is that the present faverable balance percentagewise to the total trade will continue
at about the present level or decline very, very slightly. The reason I-say that is
that it -is going to take at least some 2 or 3 years before there can be significant
changes under the Trade Act in our favor that will be of great importance. Mean-
while there will continue to rise semewhat the import levels,

~K you are interested, afterwards I will give you-some current figures on it,

QUESTION:- Mr. Price, you mentioned the hesitancy in the Common Market
toward antifrust legislation or hopes in that direction. I am concerned about the
reverse trend of accommodating ourselves to this competition. We are running in
the other direction. For example, in this race for the next generation of transport
aircraft, it is obvious, I think, from what I have read in the business press, that
no U. 8. aircraft firm can afford the risk of supersonic transport. The choice
seems to be to bless: the U. S. type of cartel or for the U, S. Government to
sponsor the R&D under its military project. Will you comment on this reverse
trend ?

MR. PRICE: Well, we-get-into a great philosophical area here, I think I
would put it this way: The Antitrust Act of the 90's-~-the Sherman--and the Clayton

21




of the early 1800's, did net, of course, anticipate-some of the great problems of
today's world of immense capital investment, capital investment all out of propor-
tion. Get into the field of transportation and you are in one that is cologsal. How
anybody ie going to unravel the transportation problem of this country over the
next decade, I'm a Chinaman’'s uncle if I know, I am afraid it is going to get worse
rather than better,

Now, at the risk of being hauled in by the-Attorney Gereral, I don't think you
are going to solve that one by antitrust precedures, nor do I think that you are going
to solve probably your airplane manufacture question in that form, although paren-
thetically you know and I-knew that so far we probably have done better by having
3 or 4 companies in that area than had we had only one.

Moreover, in the whole field of-overseas operation;-these- Aets did not antici-
pate that American companies would be operating in the home ground abroad of
companies which are in many cases, for practical purposes, cartels. I think
there are going to have to be some adjustments. But I think most of all that there
has to be adjustment made on their side as well,

There is, as you know, a provision within the Treaty of Rome providing grad-
ually, with some rather loose language, for such adjustments, It is for this that
I am arguing, more than the other way. Ewventually, and probably too-slowly, we
may solve some of our own--at the risk.again of the Justice Department--obso-
lescence problems in the Antitrust Act,

QUESTION: Sir, in the coming debate on the tax reduction the top economists
are battling among themselves aboui which is the better stimulant- -reducing per-
sonal income taxes or reducing corporate faxes. Ibelieve you earlier indicated
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that- yow-are in favor of-the corporetepoon,—I-wonder if-you-would-expiound, par-
ticularly.to give us what you-see-to be the pros and-the-econs of-each course,

MR. PRICE: Admiral, these gentlemen don't want a modest pipsquesk of an
Assistant Secretary of Commerce, They want Solomon.

Well, there is the argument in favor of as large a percentage of tax reduction
as possible

[ being made {0 individual taxpayers, particularly at the lower income levels. The
principal argument is that this increases spending prodigiously. If you increase
spending prodigiously, you therefore increase production proportionately. If you
increase production proportionately, you fill up all sorts of unused capacity in
basic industries--steel for example. That in turn acts as a propellent to the thing
that I want, which is new development, new processes, new techniques.

Argument the other way is that that's all very well and good and very true,
but you don't get it fast enough, and if you have material reductions in taxes by
massive reduction--and by '"massive"” I mean perhaps 5 and the maximum 7 or 8
percentage points--on corporate taxes, you then give the immediate carrot under
the nose of the people who make the forward planning and the forward programing
of how you invest for your future development.

Those are the two arguments. Which one is right? Nobody knows. The probable
answer is some combination of the two. Politics being politics, that is probably
what will happen, with a little bit more emphasis on the first.

QUESTION: You spoke of the need for trading out rather than throwing out

our powers under the Trade Adjustment Act as though you and the Department of
Commerce were not going to have very much to do about it and it is in the lap of
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other gods. -Could you give us a-feel fer-what intergovernmental coordination is
going on behind Mr. Herter's-trade-negotiation?

MR, PRICE: - The sole-and-absolute power-of the-regotiation of the-Trade
Expansion Act is vested in the ''Special Representative for Trade Negotiation, "

the Presidential appointee and his deputies. He is now in the proecess of forming
a staff, Iam reliably informed, This organization will, however, not only nego-
tiate. Negotiation is only part of the total battle. It will also be doing planning
for negotiation.

While the Commerce Department dees, and, -we hoepe, will get into the act,
enough to say, !Look, let's be a little careful about this fellow, or this fellow,
we think, could stand it a little more, "' -essentially the pewer of determination is
that of the Trade Negotiater and his organization. You know the history of all these
people. Therefore, it is very much to be hoped that business advice will be follow-
ed. Iam going to cut that out of the script, by the way.

May I say that I ard also going to cut this out. I think that one of the great
problems this country has faced over the past several years is that we have had an
extremely capable group of diplomats, experienced and able in their field, who
have operated, of necessity, very often in the economic field in, for example,
such questionsas tariff, and have operated very largely in a vacuum. They have
not sat down with competent industry people and have not been able to get into depth
into what you do and what you don't do so as to trade out the situation of any given
group of industry and industries. Iam not critical when I say that. It ig simply
one of those things that develop, like Topsy, over the years, as with so many things,
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-with such rapidity,-sinee the-end of the war,

All I am saying is, let-us hope that-this-time,-when-we come-down to the end
of the grab bag--and we are darned near there right now--the rest of it will be
traded out on a sound basis. Fifty years from new it isn't going to make a hell
of a lot of difference, but it could over the next decade.

QUESTION: We've noticed that steel's ghare of the world market has declined

over the last 7 years, that is, from about 48 percent to 25 percent in 1961, Also
their bonded indebtedness has gone up about 450 percent over the same time
period., Can you comment on whether or not this indicates that the U, S. steel
industry is a sick industry?

MR. PRICE: First, let's equate the 450 to the total private debt, I don't
recall the figure exactly, but that 450 is within range of the ball park as to the
increase of the total private debt of the United States since the end of the war.

As for their decline in world markets, I would say that this was not due,
really, so much to a question of lack of efficiency as it was to a question of the
rise of other steel industries. If you will consider what has happened, for example,
in the rise of the German steel indusiry, from zero or virtually so at the end of
the war, of France, of even the United Kingdom, with substantial new capacities
in Wales, of the Japalese who have gone up geometrically rather than arithmeti-
cally, you will see that exports that were a normal and logical thing for us 10 years
ago or 12 years ago , in the case of sfeel--and this. is true in a great many indus-
trieg--should be reduced in a corresponding ratio fo the rise of local industry.

This is, of course, another reason why we have to get so damn modern here
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and why we have to obsolete our stuff as fast as-we possibly can.
COLONEL WIKEN:--Mr, -Secretary, you certainly have-stimulated our think-
ing this morning, and I speak for the group. Thank you wvery much for an inter-

esting presentation,
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