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THE-A-MEB16AK

18 December 1962

ADMIRAL ROSE: Gentlemen:

We started QU.-F ee«-si0Br<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 have, 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 also served in the Government.

Incidentally 3 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. f

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

I find that history repeats itself. I have in fro.nt 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-

I thought ttet-bef-Qpe-^geing-ahe'a-d-te where we -might %e-geittg from- here I would

take a few parts of Bay-stat-esB-eHts ̂ to you of-Bec ember 2O of last year to- »ee what

we said in the light of the l-ast 12 months-and eoispare them ^with where-we are.

I went first through the question of our GNP, our gross national product, as to

where we had been over the year 19&1, and where •we found ot̂ pse-lves at the begin-

ning of this Administration, with a GNP of $§01 billion, -based, of course, at the

annual rate in that first quarter ©f last year. I carried us through and rather stupid-

ly predicted that by the second quarter of this year, 19&2, 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 to some slowing of confi-

dence during the earlier part of the year. It would appear that this has been in a

considerable part restored—I believe more than restored, and I should think that

in the course of the next six months anyone in the economics end of the Government

would agree that we should be headed toward $575 billion, which is3 of course, a

considerable difference from what it was at the annual rate at the beginning of last

year.

There remain certain consMerable- maladies-. Qee- of these is our rate of

employment which, despite the current trend, still is at 5.S 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.

I 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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••~'Aa-yeBH»eU-teftoy,--fee--United k4ag^eBa~teg---&^fitie4-Jor--^atry into the-Common

Market. This cause alter the-eoa&ide-Fabie fiftaReiarl-erisis-which the U. K. went

through earlier this- year. rl Thi«-wa«- t£&l. "The U. ~K. -learned,- and rather pain-

fully so, that it could not -stay out of that-economic atlianee that ie-te^wn as the

Common Market. Its growth rate, the only one i» tfee-wortd, of any industrial

nation, lower than our own. And, «s the economies of the Common Market coun-

tries improved, that of the U. K. remained relatively-static. "

I then went on ̂ ad-said that in-my judgment by^he^end of 1&&1 ae the numer-

ous problems were settled and worked 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, I am afraid,

were a bit wrong-.

Comiag-dowa to our-own -situation, in the great tapestry of history-which is

beiagjmiit, 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

owa minds.

This is something, of & -par-adox-ia.a.-way, because, for so many years we have
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iQ^'"& Jmr4ke--g-eeei*d -war, and con-

timaia-g through- the-^rtod ̂  4-84gy- the begiaai»g ef the ^Marsha 11 -Plan, to aid, not

only financially and militarily, 4wi -also -heavily from the standpoint -of t*»ade 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. I

refer not to that ©f aiay-siagte- party-, feeea«ee-aet-aally-very much of tfee--subs4antial

tariff adjustments downward that have %een made were made during the eight years

ending the 20th of January la«t year.

TJae p©fi4t«re, therefore, -©£ t^-UjH^-edHStefcee hare- been ©ae- in^which we have

deliberately eaeeai^ged 4he development -af-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

herajnthe 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 I find-that I was fairly accurate on that.

I missed it very, very slightly, as to the length of time in, which the adjustments

could be made. I said 7 to 10 years. Actually it will come within 5 years, which

is the life at the Act,

The United States, therefore, Jhas readie4 itself in the passage of that Act for

the establishment of ourselves x»n an even more important world basis as a partner,

a trading partner in an expanded world trade pattern. All of you know very well
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of

f»ere Hapertaatlf , where

80 percent of world trade is -done -between the EEC, OF the European Common Mar-

ket, as constituted, at the time that- the adjustment is made, and ourselves, that

the tariff may be rediaeed- to aero.

With- this vGm-e, ©f-e©tt**se, very-great complexities. -T-he~**egotiations -for such

tariff adjus4meHt-s- will be made in-t&e eo«*»se of the aext-year, after a period of

considerable ^preparation. There ie a third part of the Act which provides- for

economic adjustment, social adjustment, in the cases of those industries- -where it

is clearly proven that they have fallen by the-wayside as the result of such changes

in trade.

The more cyaieai -of American industry would regard t-hat ae- payiag for the

funeral after the event. However, I think it may broadly be stated that nothing

in Q©d's world, including our own military and what it is< doing, stands s-till in

today's world, and there may have to be a 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 important thing is that -this be negotiated , as we all pray that it will

be, by Mr. Herter and his new associates, in s.uch a way that the interests of the

United States be preserved, and that as a .hard trading 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 Western Europe or is at ail familiar with- Western

European and. even Japanese mader,n -industry- that we are faced with a: factor of
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competition that-i?©e*»;v«^4y~beyead that-e£>ar lowe-r-wage-gea-te, that in much of

Western Europe, -and-particularly t^y^ fe Ge î»a»y-««4 40»a~&©J»ewhstt4eseer extent

in France a-nd Belgium, and to-agoed-dea44ess-er extent in -the-United Kingdom,

unhappily, and in Italy, a considerable part-of the industrial plant of these nations--

and I should also mention a geed part in Japan—is quite comparable to our own.

As I said to your group -last year, here at hoi»e we have been in the past until

the very recent past inclined toward & bit too much complacency with regard to our

domestic industrial economy. This does not «jean that , enormous-advances, as

you so well know, in scientific and -technological progress, have not been made.

They have been made. The only question in my mind is-: Have they been made

enough ? Have we done all that we could have done with respect to RM>, outside of

projects that have been directly related to military ac&agaa&e ̂ endeavor ? The answer

is probably, no. The ansVser, I think, the President gave last- week, better than

any man has 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- social strides ahead in

the world, not only in this country but for other countries outside of the country,

^nd-we have had to act .as the shield and the-defense of the free workd at^reat 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 system.

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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Let me

illustrate. -Eased ^aeft^ee«-*iefe-^^^ave,™we-are running at the rate,

cm corporate profit* at an adjusted *eafi©aat tafia, of $S<J.biUioa a- garter. In the

-second quarter of 105®, with the preview hi-gfe, ^e- were at f§£ billion. The second

quarter e£ 1958 was^loee to exactly 3-1/a years ago. In-other words, -with an ex-

panded plant since that time, aad with aa expanded eossuming public, the profits of

industry are running behind what they were as of that time>

Tab® sU^ktly political abet*. thier-I-dea * Relieve it-is-dae to any .great problem,

each as that, tor -example, there might ha^ fceen a misunderstanding between the

United States"£4eel Corporation and 4&e~ President earlier last year. I think the

issue is much broader than thte, beea«*e, if Ai^rioan ^m^in^Sfi can have the oppor-

tunity of earateg an adequate return, particularly in venture growth, which i» where

so 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- 1 said Ias4 year to your predecessor group,

the big battle of 1942 will be the battle of the Trade Act. The battle of 19€3 will be

the big battle on how much aad to wfeat^xtent 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 im-aot so long ago, within the lifetimes of

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

^^ encrus±ed--witit obsolescence and also

wl±b special interests and special privileges. Although, I am sure, like all of us in
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aa -lay-tefr-M affects fn-e/-aeveytteele&g we

have t© tfemte-4a4er-B3H3--ei t-he oveyatt-geed -ef -4he~€e^atyy .- i-de™hepe,~ therefore, that

there will be reform as well-as- reduction, «fe«t- feas4cally -theape-has- to- be ^-eduction,

and this reduction ha-s to be bigger than it -was in the last year in the form of the

incentive.

t*ast year I -e@vea»e4 Ja4&JH^y^e4a4te-4we--^reag"9a iaee«y*e, incentive for in-

vestment in ind^s-try •&& t-hat-we ̂ >©«14 Binadei?ai*e, ~&Q that -we could increase the

narrowing gap of the historic iiadas4riai -superiority of the United States as opposed

te Western Europe. Let me repeat— ©nly %y that-eystem, ©nly by -a- system of

greater R&D, only by ̂  system of greater new development, can that historic gap

be maintained and, if possible, increased.

Haw do yow do it ? Ye«-d©~4t fey incentive, the only thing I ka@w ^which is a

carrot under the feil^w-% nose, as tongas we live in the capitalistic system, and

I hope to God we do all our lives.

I^ast year I mentioned 4w^ tteings-tfeat were going- to come up. The first was a

form of incentive in the tax bill. The tax bill was one of the most controversial

issues in the last Congress. It was cluttered with a lot of stuff thfct in the light of

history- -and not being in the Treasury Department I can afford to say so — probably

should have never been there in the first place.

This particular feature- was Inadequately explained. It would have provided a

credit to American industry 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.
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rather

significant ehaxtge& in ~Sehe<fele-~F. ;-- ̂ ekectele-F, «& you fcaew, 4s -the depreciation

table that is drawn up by the Treasury. There-have been ne reductions or changes

in the rates ©f depreciation i» that table fr<*ro-4442 until the calendar year 1962.

This is what I mean by encri^trati0Jta^~Qb«aie#cence.

There were Eaajar «ha»gee~«9ade^ J«h4r0 '̂-wfeiehrwef»e, I hope, merely har-

bingers of where we go from here ©a™as t-e- this -tax cut. But again I want to empha-

size that a tax cut, j»st for the sake of a tax cut, could be like a fellow who is

feeling pretty pooriy taking a shot 0f-sonae pep«\ap drug in order to make him feel

a little temporarily better.

What we -ae@d -is a ~ma«sive injection ©f -plant, equipment, machinery, and know-

how, and R&B. That 4e what w<& hope wi 14 be heavily included in this bill. Because

we live in a democracy and becato&e there are great invested interests which have

grown up over many years, which are not neces-sarily confined to the industrial

complex of the country 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

.significance to-aid ia some incentive,- and that that shall be coupled with a special

program on, R&£Msrhich would maker 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 .a re applicable.

-What is In the lo^juin^xather-alariaiiiig-^ without this, or -without the further

development of our industrial plant, not merely for the creation of plant, because
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ia Bsaay 4»e[«fi*«4e6»"we ha^e-teo-~HH*eh- 'pteartr-%^4a-ith<» developimeRt «f -«ew products

and- of ne-w 4ad*is4ries", aad™ what- zeatees- impei^iw-tfee-aeeesslty for that, is- put-

ting, it- -and I must do it in aea^e»ie4e«aas, although I am anything but an academ-

, iciaa— as what we call oar -sl**ggisfe growth rate. When you contrast our growth

rate, which has- averaged over tbe-past deeade something- lees than 3 percent, with

what is going on in the EEC in ̂ geaerarl, and in certain of the more progressive

countries of the EEC in particular, or -with Japan, and-evea- granted that they start-

ed at a very much lower base, the1 contrast is Startling. The EEC this la,st year

will have run slightly above 5 percent in the average. That^s for all-six of them.

Japan will continue right about 0 percent, despite some tapering. I am talking,

of course, of annual growth rate. T&e Canadians 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 w© can look confidently at the gap between

us -and Ihe East, and say that ^ap la .going to be maintained or is going to be in-

, we .simply have to increase this rate, and there is no other -way of in-

creasing lhi«~r-ate except by pilling coirwilves up continuously i»y our own bootstraps

in the form of such new development and new industrial activity, including, might I

add, some -disixdtmiion refox»» that, alsja^tre, Jieeded and,. I, think, gradually are in

process of unfolding. Our 4istribution still costs much too much in relation to our

total economy. It is interefting, fa*1 example, as we .have .had a continuance of
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«jttcfe-feeHtevets-«f tfee-4as4;-4hp«e -years-, that our retail

pr-ieee- fea^e«e*~f®ae^®w^^popeHi«aft*ety.- T-his I thiak-is H^^art-'Wroag, although,

of course, it can fee ar gaed thak ser-viees -have become ia©w a very ma jor part of

our national economy, ^ven th©«gh tfee-y-a-re not directly productive.

That I woald thi&k"W»s the major ^eeaeaaie fe-peafc-through or attempted push

in the year to come. If we can achieve that, and -if we can have a continuance of

our -general buildup of confidence of 4he las* 4- to 5 months, then I should think

that our general economy should pz»©fi»es-s~well during the course of the year.

But we have to in turn equate that with a number of other problems quite apart from

the larger political field in an international sense.

The first ie tfe©«g3?ave pr«felem-4fea4-ie- faeett by the Unite4 Kingdom, feeing for

the moment left oat of the European Common Market. The reason I-wa$ late in

getting here was that I^e©4de4't© have a profitable weekend, and I went up into

the Midlands. I spoiled a lot of EJaglifch ^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, try the Midlands 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 these lellows aksoxne considerable' leaagth. These were in the

main the fellows that owned- the businesses. I found a *ote of discouragement on

their part~which was in, rather marked contrast -with, for example, the happy sum-

mer of 1&5S, when, you remember, there was in general such a feeling of revived
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tbart~E«g4aa4"wag" makin g an aeteqiaatc ̂ e^wayd in ovc . I fetwa^ a feel-

ing of frasfepatioiv a~geeMag-Qf~¥f^adey4a^ whether 4hey oan peatiy make the grade.

GATT-wiee their feeliag^ that the -British-^everHi»€fit has probaMy -©vet»<Jone it,

that they have pulled down their tariffs to© ra^Mly, that they have permitted too

large an inundation. I ran into a number <rf iadastriefi where , to my considerable

surprise and -some pleasure, I found that we were making economic penetrations

that I hadn't anticipated. Bat, nevefthe-iees, these penetrations in themselves,

without an offset of continued export from the U. K. in terms of hard currency,

set; up major pro&lems.

I will i^ive you -ju-st one illustration. Oae company which makes motors, good

ones, in 1950, running at capacity, produced 3, &QO engines- a week. Currently

the capacity is 7, 000. They are running at-4yO0Q and losing at the annual rate of

2 million pounds a year. In other words* they had built up for something that was

larger than the U. K. market. They had built up particularly in the las-t two years

in anticipation of the EEC, particularly in anticipation of exports into Germany,

where certain of their types of engines- «re not produced in great volume. The

German, tariff Jaaa.actually goae 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 is apparently not a market in the United
produces

Kingdom, plus minor exports to X Dominions, / not more than 4, 000 engines per

week, c because- any increases in the U, K. are substantially harried by compar-

able reductions in U. K. tariffs in the course 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--stounke«r-doaaae^ie"market and-a very lim ited poaaibility of-sale to the EEC.

I cite-4his~a«-a parM«ula^exa*»f»iey -a-nd-M 4e «ot untypical-of the total picture. In

other words, the U. K. is temporarily, at 4eaet, in -something of a box. It is neither

fish nor fowl. It is- neither empire, ia the grand old lion-roariag-s-ense, nor is it

yet part of Europe, which, is, of course, where it logically beta&gfi in this stage of
*

its development.

As- -Secretary *MeifeKja*>a ve*y-properly-pofete^-out to them, the «tey of inde-

pendence, jteF-esEample, -•ars-iar-^&"Wor4d~fK!»wer ter-the-sease of today's military

significance 4s concerned, is a thing-of the pas-t.

To a certain-exteat, ~this™is«H®W'--a4ee-feeco«nteg true ijad»s4rially, with certain

great exceptions, su-ch as oil in the Middle East, and that sort of thing.

Therefore, not yet being part of Europe, 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, and 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 ae-w« have.

I have gone same distance out of m,y~way to describe the problem in the U. K.

which I have just witnessed with my own eyes again, or refreshed my recollection,

because this is what could in a slightly different sense happen to us if we are caught

in a vise between trade to -Western Europe which we luope will be resolved by our

new trade act and a- lack of adequate-Jt&D within our-own country to-develop new indus-

tries, new products, and new iadustriftl activities.
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K >•& a pe4 flag *©- me.-~ ~T^sH*~yea~pfi~a!g% nap 4fepee~^e€t«^Hager~e^e», - I-would have

said that ttet& probably -wouldn't h«rve-ha^pe«ed in the U. K., that the-fpeat 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, and we are not,

which may in part change this -situation. That is that the U. K. has not yet learned,

nor has the EEC, that for all their problems and difficulties there are asiil great

advantages to the growth of the total economy by the existence of the antitrust laws

or their equivalent.

Ja&t one more quiek 4-l4»s-trat4®«-so tean--eh©w -you how this works-. I said to

this fellow, "I -am a bwsijae&s man myself, and a manufacturer. You say you can

sell only 4, 000 engines a week. All right. Now, let's--go over what you 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 stuff, new, or essentially sew, and a

great deal of it German, by the way. We figured out 2 or 3 applications that

might be rather interesting. Essentially the&e were the manufacture of certain

types of automotive parts for the growing British automotive industry* I hit on one,

and I said, "How about valves?" He said, "You know, that's very interesting. In

the last 5- years, .all of the_ salve companies have disappeared in the U. K. except

one. That one has bought up all the others. " I asked, "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. I said, "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 G©4 4fea*-leti©w*.give&-i4"4© the***?--We4a-4hie"ee»atry, I th4«te,~-have-learned that

les-s«n- a long time ag©, >aad it *aay- aet~as~ e©H*ething of a ̂ 0u«terbalaH©e to this

other problem that I have given.

-MLr-igfeti -^^e*-w^a^*«^a~^k •&©»«-, -probable continuing ~£*ew*i «f tfee- national

product; modest increases ia industrial profite; probably higher personal income,

disproportionately to GNP; probably not too great a change in the unemployment

rate—this year in one month we got down to 5.3, which was- rather exceptional;

4#e are now at 5.8; I would- guess that if we do §. 5 for the year that will be remark-

able, in 19B3--a great and grave battle over the tax structure, -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 oaatianaJLdebate, 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 464 question of how we plan out and map our own downward

axLjus.tm.ents, with perhaps a very-few upward ones, in our own tariffs during the

course of 1963, Or in other words how that is tr-aded 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 industry-to sell abroad, particularly to the EEC in those

types and with those products ta-whieh our exports-are best adapted.

I^ast, how do.es the U. K. fit into the world picture ? la it-going to Jaecome a

European state in the larger "sense?-,- What will happen if there is a further delay
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in the™ob^e»s™teie4oFie -feet 4-hat it-sfrtt&t become a-^ayepeaa stated How will the

Commonwealth, and I refer -s-pecif icaily 40 -Canada, -Australia, and New Zealand,

the agrarian economies of these e«a»tfiee, adjust?

Next, -what wall happen te-wsHkere ©n ©af-ewn farm program in the course of

adjusting here particularly to the Ear^peaa s-ya-tem or, like a magnet, we would

hope, attracti ng some of the Europe-am -systesa to us?

tfee-4ss«e«. ea the fe*'©a4e*~-ee©n©Hiie frost which must be decided

or at least the course determined dwring the course of 19 63-.

I personally &tti 4maaease4y«eae®«p€tged, looking 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 coup&e, touched ̂ n aaarea that is- not mine, -witfe-which you

are more familiar, and that is- the momentous-, perhaps, change in the tide of

history when we stood firm on Cuba. But td63 sbould mark for «& a year of con-

siderable improvements, marked by decisions on the great fronts that I have just

outlined. I think it is going to be a good year.

Now I am quite free for any questions 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 5?

MR. PRICE: Well, 5 is one of those things we have to dream about. For the
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^ -By 4fee»-wayr We«%-*»eaa- 4fea4~-fH**»eJy, ~ "jas4~*s- -a figure. In
!

-other-w^4fir--whether ii-i&"3-"€Hp«whe*feep-4Ms^ I mean

•is- that we have -to.-refteai^-owselves-Hfester-4ha»-we a®w are, particularly if we

. take into consideration our pre«eat^^ birth ra4eiW-hi€h-ie~««M9aetfeia^tfeat too few

people are thinking about in the fwward part of their min4sv- When you consider

what the population intteie coiantry-is-geinf 4^%e in 50 years-, -we are «ot doing

enough for that, particularly in relation t® our relative p©siti<»"With the rest of the

world.

: I tfeisk 4fee-"a«.4iene«-4s--ioBatMaa? -wife the s««4e«- ̂ -eempetition as

to..R»te-S-©f-4be-"G®E»i®®®~l$a*'-tee4;.- •&& you feel that Europe, per=

haps5.-lei's-say> -will truly'-foe-able .t-o-eafemje-tfeeee'rules-of competition, or will

the present national cartels just beeorae international cartels^ with a «eope of six

">»
nations instead of one ?

MR. rBBJGE: I touched on that fleetiaglyj a-s-you-sa-w. So far it tes not come

off. -However,* 4here is- feeing-d*vei©pe4 in the--EEC-a -type• ©i-p«tklie-servant 4hat is a

rather new development. Most of theia have had GATT trAiniEHg in varyiij-^ forms,

either with the GATT secretariat or working for their countries-with the GATT.

This -.has- teen both -gg>«^-apd-b-9-^. It. .iias^Jaeen-bad .in the sense that it has forced

sO2ne-coi«itrije*.be¥Oad their time. It has been--good in that it has certainly speededv 7^

up,ihe .whole progress of .the .wtfrMto*®^ woi?,l4 tradfi^

The philo&ophy af these-peopte i» pretty--deeply i «gr-ai»e4. YOU see thgt in each

of the coantries, e^en-including^-Prance,-~which wsed to be one of the most protec-

tionist countries of the world*- Jhave seen saaoe of the Erejach current bureaucracy.
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These are yoaagip-pfs. *¥faese -age"fpaye--40 yeaps-old or 45 years, not old people like

me. I have seen them force the French industry, for-example, into a position that

10 years ago was unthinkable. M@w far this^will go against the great -power of money

and vested interests, only time can tell. I don't know. I think they are going to need

a hell of a lot more legislation.

QUE&TIQN: Sir, s-ome -af -©tw-speakeps Baeatieaed thai-deficit -spending was the

only way to have a grew-ing -domestic economy, aad others have-said that we would

have to have a balanced budget. WMch side &f this -debate are you on, air, and which

is the correct side?

MR. PRICE: I afn iathe middle. I d^a't think I said, or it-was-not my intent

to say, that I am ia- fav«** ©f-deficit-e^&nding. What I am in favor of is a reduction

of the percentage of taxes being paid by bus-ines-s, or by the economy of the country

as a whole. This percentage is at a level which is- acting 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--w-e certainly should do

so. I can. think of .a, number of areas where that is passible, and heavily so, and even

though equated to the military expenditure it still is peanuts.

Did. I-answer yoii,quite directly? IdonJt think I quite rang the,bull's eye. Let

me try it again. This year ^we will run in round figures $7 to.$S billion. It was

planned oaa relatively balanced Jaasis. 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 not give you a
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figure, beeaw&e it'-s all being worked on. But it is fairly major. Therefore, you

might -well feave , provided that the Congress approves, a larger total deficit

in, let us say,- fiscal 4944, tout, 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 COUFSC of this decade,

and heavily -so.

Puttiag- it 4Mfei^at-l^,™-s^^etiHie«~I4feiiy«-^e look a little bit too much at the

immediate trees instead of the overall forest. If we follow the theory of-balanced

budgets to the nth degree, we would probably *l©w our selves-down to the point of

dessication. I don't jnean that in the sense of heresy or going away out on the

limb. I am not that kind of guy.

QUESTION: Sir, U. S-. industry seems 4© be intrigued by the possibility of

investing in the Common Market at the present time. What effect will this have

or does it have on the economic health of the United States ?

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. S. 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 Aaaerican-

owned company against a German-owned company. But the time simply has to
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. I -fea^e a©- very

situation, wMeh JdidaH f^t a ehaaeet©~get inte-^oday. twill 4n a~ second, though,

if you will allow Hie. It is- interesting-.

I "don't 4hiiafc-we cam give 44-«i^4a*-4w«ea&*kevie that which ^t-doaaes tic company

That in

-Might L-Jiast-say ©H'tfee~bate«€!e'-^~fay^«ra*0»-'q«es-t4ea tfeat I t*eeall-go4ng back

~tas-t year to tfee -deficit^ calendar yeety- t9€-0/"©f-$8.^ billioa, ^r eaU"i&44'<bi;Llion.

I rjeB*emb®p «etitt)«tlng tihat we would -run ar0«ad"«$2. § billion lor 1961. The pic-

ture thie-yea-r-iey of -eoaree, -&®B*ewha4-%etter. -Over the ofteKt-g-eaMr years this

probiem does not appear t-o be a-s -acute as- it appfiared to be in the past. Part of

thte is coaliitewe, if -we e*Ha-^*s4 fceeja af>-43»is small" degree of confidence that is

partially fee lag restored.

•Q;¥ESilI^Js- .Wi:fefe"«!e«^ee-t-tO""ttei&- ias*'̂ ^̂ *!!® ,̂ -©ver- *fee past-few years we

have been- running a favorable balance -of trade with an overall bad balance dollar-

wise. The Administration i»baarag its-defeas® -af the .dollar aver tke next several

years on a continuing and increasing fa^owable balsance of trade. In view of this

increased industrialization of the EEC and of the emerging countries, is this

real ius-tincl?

-ME, PRIC&5 Fir&t let me~qualify~ycmr^iateraent, if Ijaaa^, that a II ^f the hope

of diminishing; the deficit ia -based upon a -continuing favomble trade -balance. That
1 that

is not wholly &o, Benaenaber that our cosis-abroad/more than- offsjet that balance

have, in a significant part, in the couyf e of the last IS months, been reduced
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foyei-ga-'powo r &, -particularly 4feese in the

EEC, as -to- tfeei3?~sharing--a somewhat- Larger -part-of- the total eoet of, for example,

the carrying of troops abroad ,™wMeh Is-ifeseW-is-the ©iie-Mggeet-single item.

The rest of the problem, -as to whether or &et -essport-s-are going to continue

to rise higher than imports, -depends on a tremendous compleKity of problems,

many of which I have touched on today. My Reeling is-^they are not. My feeling

is that the present favorable balance percentagewise to the total trade will continue

at about the p-resent level or decline very, very slightly. The reason I~say that is

that it 4s 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 somewhat the import levels-.

-If you-are interested, afte-Fwa*»4s I-will give you-some current figures on it.

QUUSTlONj- Mr. Price, you mentioned the hesitancy in the Common Market

toward antitrust 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. S. 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&O under its military project. Will you comment on this reverse

trend ?

MB. PRICE: Well, we~get-teto a great philosophical area here. I think I

would put it this way: The Antitrust Act of the 90's--the Shermaa--.and the Clayton
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of the early l-SOO'e-, did not, of co«s*ee, ««tieipa*e-eeHje -of ttee -great problems of

today's world of i-Bamens-e capital 4we«4ment, capital liaveetm-eiit alt out of propor-

tion. Get into the field of transportation and you «tpe in one that is colossal. How

anybody is 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 <beteg haitle-d i« by 4fe«~Attoraey General, I don't think you

are going to solve that one by antitrust procedures, 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»te©w 4;hat so far we probably have done better by having

3 or 4 companies in that area than had we had only one.

Moreover, in ttee whole fi-eld-of-©vi&^eea-s ©per-ati©%-4h©se»Aet-s 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 &orne adjustments. But I think most of all that there

bas 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

1 am arguing, more than the other way. Eventually, and probably too-slowly, we

may solve some of oar own--At the risJc^gain of the Justice Department--obso-

lescence problems in the Antitrust Act.

jQUESTION: Sir, in the coraJaug debate on the tax reduction the top economists

are battling -among- themselves about which is the better stimulant- - reducing per-

sonal income taxes or reducing corporate taxes. I believe you earlier indicated
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in favor -e£ -4he-cer^era%e-beoR-. I wonder 4£-yew**F©wMHW$ou«d, par-

ticularly t<^ give us what yew-see-to%e4he p*»«e -aad-the~e©as 0f-each course.

MR. PRICE: Admiral, these gentlemen don't want a modest pipsqueak 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 to 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.

QtJESTION: 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 yen -give-tts a~feel ler-what inter-gev«rm»ental coordination is

going en behind Mr.

MR. PRICE: - T-he ^&i&~ea^-&b»&lvAe-p&ffef'^f ^fee-negotiation 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 process of forming

3, staff, I am 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 d&&s, «ad, -we hope, will get into the act,

enough to say, J'Look, let«-s- be a little careful about this fellow, or this fellow,

we think, could stand it a little more, " -essentially the- power 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. I am going to cut that out of the script, by the way.

May I say that I aitt also going to cut this out. I think- that one of the great&>

problems this country has faced over the pas-t 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 questions as tariff, and have operated very largely in a vacuum. They have

: not sat dow-n 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. I am not critical when I say that. It is simply

one of those things that develop, like Topsy, over the years, as with so many things,
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-of 4he war.

I am -sayi»§ is, let- --as- liepe ̂ tha4-4fei&4iHje,™'>whe«-we -e-0K»e-«tewn 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 thare of the world market has declined

over the last 7 years, that is, from about "46 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. 5. 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 industry, 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 Japanese 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 steel- -.ami this -is true In a ^r eat many indus-

tries --should be reduced in a corresponding ratio to the rise of local industry.

This is, of course, another reason why we have to get so damn modern here

25



and -why we have to obsolete our -stuff a-s f-aet-a&-we possibly can.

COLONEL WIKEN: -Mr. Secretary, you certainly 4»ve~-stiniulated our think-

ing this morning, and I speak for the group. Thank you very much for an inter-

esting presentation.

26


