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Dr .  R o b e r t  V. R o o s a ,  U n d e r  S e c r e t a r y  of the  T r e a s u r y  fo r  
M o n e t a r y  A f f a i r s ,  was  b o r n  on 21 June  1918 at  M a r q u e t t e ,  Mich igan .  
He r e c e i v e d  h i s  A . B .  (1939); M . A .  (1940); and P h .  D. (1942) f r o m  
the  U n i v e r s i t y  of Mich igan .  F r o m  1939 to  1943 he t augh t  e c o n o m i c s  
at  Me U n i v e r s i t y  of Mich igan ,  H a r v a r d  U n i v e r s i t y ,  and the  M a s s a -  
c h u s e t t s  In s t i t u t e  of T e c h n o l o g y .  F r o m  1946 to 1961 he w o r k e d  fo r  
the  F e d e r a l  R e s e r v e  B a n k  of New Y o r k ,  r i s i n g  to the  p o s i t i o n  of 
v i ce  p r e s i d e n t ,  r e s e a r c h  d e p a r t m e n t .  He i s  the  au tho r  of n u m e r o u s  
a r t i c l e s  in such  pub l i c a t i ons  as  "The  E c o n o m i c  J o u r n a l , "  " F e d e r a l  
R e s e r v e  B u l l e t i n ,  " " H a r v a r d  B u s i n e s s  R e v i e w ,  " " R e v i e w  of E c o -  
n o m i c s  and S t a t i s t i c s ,  " and " L l o y d s  Bank  R e v i e w "  in  the  g e n e r a l  
f i e l d s  of e c o n o m i c s  and m o n e t a r y  c o n t r o l .  Dr .  R o o s a  i s  a m e m b e r  
of the  C o u n c i l  on F o r e i g n  R e l a t i o n s ,  the  C o n f e r e n c e  of B u s i n e s s  
E c o n o m i s t s ,  the  A m e r i c a n  E c o n o m i c  A s s o c i a t i o n ,  the  A m e r i c a n  
F i n a n c e  A s s o c i a t i o n ,  and the  A m e r i c a n  S t a t i s t i c a l  A s s o c i a t i o n .  T h i s  
i s  Dr .  R o o s a ' s  f i r s t  l e c t u r e  at the  I n d u s t r i a l  C o l l e g e .  
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UNITED STATES TREASURY POLICIES AND 
ECONOMIC STABILIZATION 

6 F e b r u a r y  1962 

ADMIRAL ROSE: G e n t l e m e n :  F i s c a l  and m o n e t a r y  p o l i c i e s  
a r e  i m p o r t a n t  t oo l s  in  the  m a n a g i n g  and c o n t r o l l i n g  of our  e c o n o m y .  
T h a t  is  what  we a r e  s tudy ing  at  the p r e s e n t  t i m e .  

Our  s p e a k e r  t h i s  m o r n i n g  i s  a we l l  known and h igh ly  r e s p e c t e d  
s c h o l a r  on m o n e t a r y  e c o n o m i c s .  He was  an e c o n o m i s t  on the  s taf f  
of the  F e d e r a l  l ~ e s e r v e  Bank  of New Y o r k  and c l o s e l y  c o n n e c t e d  wi th  
the  F e d e r a l  R e s e r v e  S y s t e m ' s  m o n e t a r y  p o l i c i e s .  He lef t  the  F e d -  
e r a l  R e s e r v e  Bank  of New Y o r k  as  v i c e  p r e s i d e n t  of a r e s e a r c h  
d e p a r t m e n t  to b e c o m e  U n d e r  S e c r e t a r y  of the  T r e a s u r y  for  M o n e -  
t a r y  A f f a i r s .  

In h is  p r e s e n t  h igh  p o s i t i o n  he i s  r e s p o n s i b l e  fo r  he lp ing  to 
m a i n t a i n  the  s t ab i l i t y  of the  A m e r i c a n  e c o n o m y  and,  as  a f i s c a l  
po l i cy  s h a p e r ,  he e x e r c i s e s  g r e a t  i n f l u e n c e  on the  e c o n o m i c  c o u r s e  
of  the  Na t ion .  

He i s  thus  e m i n e n t l y  qua l i f i ed  to l e c t u r e  o n " U n i t e d  Sta tes  T r e a s -  
u r y  P o l i c i e s  and E c o n o m i c  S tab i l i za t ion .  " 

It i s  an h o n o r  and a p r i v i l e g e  fo r  m e  to  w e l c o m e  Dr .  R o b e r t  V. 
R o o s a  fo r  h is  f i r s t  l e c t u r e  to  the  I n d u s t r i a l  Co l l ege  and to i n t r o d u c e  
h i m  to the  C l a s s  of 1962. 

DR. ROOSA: T h a n k s  v e r y  m u c h ,  A d m i r a l .  I a m  d e l i g h t e d  to  
be h e r e ,  and t r u s t  tha t  b e f o r e  v e r y  long I can  s top m y  p a r t  of the  
e x p o s i t i o n  and l e a r n  m o r e  f r o m  the  k inds  of q u e s t i o n s  tha t  you wi l l  
wan t  to r a i s e .  

In the T r e a s u r y ' s  p a r t  of the  o v e r a l l  A d m i n i s t r a t i o n  p r o g r a m  
f o r  e c o n o m i c  s t ab i l i t y  and the  g e n e r a t i o n  of a s t r o n g  and l a s t i n g  

• g r o w t h  for  the  e c o n o m y ,  we,  of c o u r s e ,  i n t r u d e  in  m a n y  o t h e r  
p e o p l e ' s  f r o n t  and b a c k y a r d s .  But  I ' l l  t r y  to s tay  out of at  l e a s t  
s o m e  of t h e m  today  and conf ine  m y s e l f  to  the  a c t i v i t i e s  fo r  wh ich  
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the  T r e a s u r y  i s  m o r e  d i r e c t l y  r e s p o n s i b l e .  
I ' l l  do m o s t  of the  t i m e .  

At l e a s t ,  t h a t ' s  wha t  

I would  l ike  to beg in  by s a y i n g  tha t ,  in the  p r e s e n t  s e t t i n g  and 
in  the f o r m u l a t i o n  of a c o m p r e h e n s i v e  g o v e r n m e n t a l  p r o g r a m ,  i t  h a s  
b e e n  i m p o r t a n t  to s e t t l e  two or  t h r e e  b r o a d  q u e s t i o n s  of p r i o r i t y  
w h i c h  ex t end  o v e r  a l l  of us ,  and the  r e s o l u t i o n  of t h e s e  h a s  n e c e s -  
s a r i l y  b e e n  the  d e c i s i o n  of the P r e s i d e n t .  The  c o n t i n u a t i o n  in c a r r y -  
ing  t h r o u g h  is  go ing  to r e s t  a l s o  on the  a c t i o n s  of the C o n g r e s s .  

So in what  I s ay  h e r e  at the  beg inn ing ,  I a m  t a l k i n g  about  the  
A d m i n i s t r a t i o n  b r o a d l y  and about  the a c t i o n s  of C o n g r e s s  hope fu l l y .  
Bu t  I f e e l  we should  have  tha t  m u c h  o r i e n t a t i o n  a t  th i s  s t a g e  b e f o r e  
the  d i s i l l u s i o n m e n t  of c o n g r e s s i o n a l  a c t i o n  o r  i n a c t i o n  has  s e t t l e d  
h e a v i l y  upon us .  

The p r i n c i p a l  goal ,  as  I have  a l r e a d y  i n d i c a t e d ,  i s  t ha t  we f ind 
w a y s  of so s t r e n g t h e n i n g  the d o m e s t i c  e c o n o m y  tha t  we can  s u s t a i n  
a m o r e  r a p i d  and a m o r e  b r o a d l y  d i f f u s e d  r a t e  of g r o w t h  f o r  the e n -  
t i r e  e c o n o m y ,  and t h e r e b y  b r i n g  the  l e v e l  of o v e r a l l  u n e m p l o y m e n t  
to l e v e l s  t ha t  c o r r e s p o n d  m o r e  c l o s e l y  wi th  the  l a s t i n g  and b e a r a b l e  
p e r f o r m a n c e  tha t  ha s  b e e n  a c c o m p l i s h e d  in m o s t  o t h e r  c o u n t r i e s .  

Now,  one r e a s o n  why we have  s l i pped  t h i s  f a r  b e h i n d  in ou r  
g r o w t h  r a t e - - a n d  one tha t  I a m  going  to be d e v e l o p i n g  at  l eng th  in 
j u s t  a m o m e n t - - i s  tha t ,  wi th  the  i m m e n s e  c a p a b i l i t i e s  of our  e c o n -  
o m y  s t r e t c h i n g  so f a r  a h e a d  of a l l  o t h e r s  in the  w o r l d ,  and h a v i n g  
b e e n  u n h n p a i r e d  by the  d i s l o c a t i o n s  of w a r ,  we w e r e  in  a p o s i t i o n  
f o r  10 to 15 y e a r s  to c o n c e n t r a t e ,  and to e n j o y  the  r e s u l t s  of so  c o n -  
c e n t r a t i n g ,  upon the  e x p a n s i o n  of c o n s u m e r  goods  i n d u s t r i e s  and the  
w i d e n i n g  out of c o n s u m e r  m a r k e t s .  We have  only now r e a c h e d  the  
s t age  w h e r e  the  s p r e a d  of the  A m e r i c a n  c o n s u m e r  m a r k e t  a c r o s s  
E u r o p e  and s o m e  of the  o t h e r  i n d u s t r i a l i z e d  c o u n t r i e s  i s  l e a d i n g  
t h e m  into s o m e  of the k inds  of p r o b l e m s  f r o m  w h i c h  we th ink  we a r e  
now f ind ing  a way  to e m e r g e .  

The s e c o n d  goa l  of A d m i n i s t r a t i o n  p o l i c y  now i s  to a c c o m p l i s h  
a l l  of t h i s  wi th in  the  kind of i n t e r n a t i o n a l  e c o n o m i c  f r a m e w o r k  t ha t  
wiI1 a s s u r e  the  Uni ted  S ta t e s  a b a l a n c e  of p a y m e n t s  e q u i l i b r i u m  
t h r o u g h  the y e a r s ,  an e q u i l i b r i u m  tha t  w i l l  s u p p o r t  a s t r o n g  d o l l a r  
as  the  p in ion  fo r  the c u r r e n c y  s y s t e m s  of the  e n t i r e  w o r l d .  

T h e s e  two o b j e c t i v e s  a r e  n e c e s s a r i l y  i n t e r r e l a t e d .  I m e n t i o n e d  
f i r s t  and s e c o n d ,  only b e c a u s e  s o m e  of the a c t i o n  w h i c h  i s  c r u c i a l  
f o r  the  f i r s t  m u s t  be  i n i t i a t e d  b e f o r e  the c o m p r e h e n s i v e  p r o g r a m  to  
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a c c o m p l i s h  the  s e c o n d  ob j ec t i ve  can  be fu l ly  w o r k e d  out.  22aere i s ,  
h o w e v e r ,  no o r d e r  of p r i o r i t y  in  i m p o r t a n c e .  We n e e d  g r o w t h  a t  
h o m e ,  the a b s o r p t i o n  of u n e m p l o y m e n t  h e r e .  We need  to b r i n g  t h i s  
abou t  in a way  tha t  m i n i m i z e s  the c y c l i c a l  s w i n g s  we have  s u f f e r e d  
in  the  p a s t - - w e ' l l  n e v e r  avo id  t h e m .  But  we n e e d  a l l  of t h i s  in a 
f r a m e w o r k  of r e l a t i o n s  wi th  the  r e s t  of the w o r l d  tha t  a s s u r e s  o u r  
a b i l i t y  to s e l l  e n o u g h  a b r o a d  to c o v e r  o u r  i m p o r t s ,  to c o v e r  ou r  n e c -  
e s s a r y  g o v e r n m e n t a l  d i s b u r s e m e n t s  a b r o a d ,  and to c o v e r  the  o t h e r  
c r e d i t o r  i n v e s t m e n t  c o m m i t m e n t s  w h i c h  the Un i t ed  S ta t e s  m u s t  n e c -  
e s s a r i l y  m a i n t a i n  a s  the  l e a d i n g  e x a m p l e ,  the p r o p o n e n t ,  and the 
p r o t a g o n i s t  of the  k ind of f r e e  e c o n o m y  tha t  is  now c h a l l e n g e d  by  
a n o t h e r  t h i r d  o r  ha l f  of the w o r l d ' s  popula f ion .  

So, in t h i s  b r o a d ,  e x c i t i n g ,  d r a m a t i c  f r a m e  of o b j e c t i v e s ,  we 
m u s t  t r y  to f o r m u l a t e  t h o s e  p a r t s  of a g o v e r n m e n t a l  p r o g r a m  w h i c h  
can  do two th ings :  F i r s t ,  and th i s  i s  e s s e n t i a l  when  we r e m e m b e r  
t ha t  ou r  a i m  i s  to d e m o n s t r a t e  to the w o r l d  tha t  a f r e e ,  p r i v a t e ,  
i n d i v i d u a l l y  g e n e r a t e d  and m o t i v a t e d  e c o n o m y  is  s u p e r i o r  to the 
p l anned  t o t a l i t a r i a n  f o r m ,  ou r  f i r s t  o b j e c t i v e  m u s t  be to so  f a s h i o n  
g o v e r n m e n t a l  p o l i c i e s  t ha t  t hey  p r o v i d e  the m a x i m u m  scope  f o r  the  
i n i t i a t i v e ,  the  e n t e r p r i s e ,  the c r e a t i v e n e s s ,  the  i m a g i n a t i o n ,  and 
the  d e v e l o p m e n t  c a p a b i l i t i e s  of a v i g o r o u s  p r i v a t e  s e c t o r  of the 
e c o n o m y .  V a s t  a s  the  G o v e r n m e n t ' s  r o l e  m a y  s e e m  to be ,  the  
s l i c e  we in  the  T r e a s u r y  t ake  out of the e c o n o m y  and c h a n n e l  in to  
g o v e r n m e n t a l  u s e s ,  i s  s t i l l  l e s s  t han  a f i f th  of the t o t a l .  

So tha t  wha t  we a r e  h e r e  t a l k i n g  about ,  t hen ,  i s  the  f o r m u l a t i o n  
of g o v e r n m e n t a l  po l i cy .  When  i t  i s  T r e a s u r y  po l i cy  it m e a n s  l a r g e l y  
p o l i c y  c o n c e r n i n g  the  h a n d l i n g  of the  m o n e y  f lows  tha t  go into  and 
out  of the  G o v e r n m e n t ' s  a c c o u n t s ,  so h a n d l i n g  t h e m  tha t  we m a k e  
t h e  m a x i m u m  c o n t r i b u t i o n  t o w a r d  the  e f f e c t i v e  p e r f o r m a n c e  of the  
p r i v a t e  e c o n o m y  to a c c o m p l i s h  t h e s e  goa l s  I m e n t i o n e d  a m i n u t e  ago.  

Then ,  s e c o n d ,  once  we have  g iven  due r e g a r d  to the  s t i m u l a t i v e  
c a p a b i l i t i e s  t ha t  a r e  i n h e r e n t  in  the  m e r e  f ac t  tha t  we a r e  t ak ing  so 
m u c h  m o n e y  out and pu t t ing  so  m u c h  m o n e y  b a c k  in to  the  s t r e a m ,  we 
m u s t  a l s o  so  a p p r a i s e  the  c o m p o s i t i o n  of our  r e c e i p t s  and the  c o m -  
p o s i t i o n  of ou r  e x p e n d i t u r e s  t ha t  we get  the  m a x i m u m  in t e r m s  of 
p r o d u c t  and c o n t r i b u t i o n  to w e l f a r e  f r o m  e v e r y  d o l l a r  w h i c h  the 
G o v e r n m e n t  i t s e l f  s p e n d s .  

We a r e  t r y i n g ,  t hen ,  to c o n d u c t  t h i s  l a r g e s t  en t i t y  in  a b a s i c a l l y  
f r e e - e n t e r p r i s e  e c o n o m y  so as  to give the  m a x i m u m  s t i m u l u s  and 
the  w i d e s t  e lbow r o o m  to the  r e m a i n d e r ,  the m i l l i o n s  of i n d i v i d u a l  
p r o d u c i n g  un i t s .  At  the  s a m e  t i m e  we m u s t  ge t  the  g r e a t e s t  p o s s i b l e  
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p r o d u c t  f o r  t h a t  p a r t  w h i c h  n e c e s s a r i l y  t h e  G o v e r n m e n t  m u s t  p u l l  
a s i d e  a n d  d e v o t e  t o  i t s  own  p u r p o s e s .  

N o w ,  t h i s  m e a n s  t h a t  a s  we in  t h e  T r e a s u r y  d e v e l o p  o u r  p r o -  
g r a m s  f o r  t a x a t i o n  a n d  w o r k  t h e m  t h r o u g h  t o  t h e  A d m i n i s t r a t i o n ' s  
a p p r o v a l ,  a s  we w o r k  f r o m  d a y  to  d a y  to  m a n a g e  o u r  c a s h  f l o w s ,  a s  
w e  k e e p  in  t o u c h  w i t h  t h e  a r m e d  s e r v i c e s  i n  p a r t i c u l a r  a s  t h e  p r i n -  
c i p a l  c h a n n e l  t h r o u g h  w h i c h  t he  G o v e r n m e n t ' s  r e v e n u e s  in  t u r n  f l o w  
o u t  i n t o  t h e  e c o n o m y ,  a s  in  a d d i t i o n  we a t t e m p t  t o  r a i s e  t h e  f u n d s  
n e e d e d ,  n o t  m e r e l y  to  c o v e r  a d e f i c i t ,  i f  we h a v e  o n e ,  b u t  t o  p a y  off  
o v e r  a n d  o v e r  a g a i n  t h e  m a t u r i n g  d e b t  a c c u m u l a t e d  f r o m  p a s t  y e a r s - -  
i n  a l l  t h e s e  a c t i v i t i e s  of  t h e  T r e a s u r y ,  we  h a v e  t o  b e  c o n t i n u a l l y  t r y -  
i n g  t o  b e  c e r t a i n  t h a t  t h e s e  t w o  o b j e c t i v e s  a r e ,  t o  t h e  b e s t  of  o u r  
j u d g m e n t ,  s a t i s f i e d .  

N o w  l e t  m e  t e l l  y o u  a l i t t l e  b i t  a b o u t  s o m e  of  t h e  p a r t i c u l a r  
t h i n g s  we a r e  d o i n g  p r e s e n t l y ,  w i t h  a n  e y e  on  b o t h  of  t h e s e  o b j e c -  
t i v e s ,  in  t h e  t h r e e  a r e a s  t h a t  I h a v e  j u s t  r e f e r r e d  t o - - f i r s t ,  i n  o u r  
t a x  p o l i c y ;  s e c o n d ,  i n  t h e  m a n a g e m e n t  o f  o u r  c a s h  b a l a n c e ,  a n d  r e -  
l a t e d  to  t h a t  a n d  t u c k e d  in  b e c a u s e  I w a n t  t o  g e t  t o  i t  w i t h o u t  s e e m i n g  
t o  s t r a i n  t h e  p o i n t  t o o  f a r ,  i n  t h e  i n f l u e n c e  we  h a v e  on  w h e t h e r  o r  n o t  
t h e r e  w i l l  b e  a s u r p l u s  b a l a n c e  o r  d e f i c i t  i n  t h e  o v e r a l l  a c c o u n t  of 
t h e  F e d e r a l  G o v e r n m e n t ;  a n d  t h e n ,  t h i r d ,  i n  t h e  w a y  in  w h i c h  we  c o n -  
d u c t  o u r  o w n  b o r r o w i n g  o p e r a t i o n s .  

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

W i t h  r e s p e c t  t o  t a x e s ,  t h e r e  n e v e r  w i l l  be  t h e  k i n d  of  t a x  r e -  
f o r m  t h a t  a n y  one  of  u s  m i g h t  l i ke  t o  w r i t e  on  a c l e a n  s h e e t  o f  p a p e r .  
I f  we  a l l  t r i e d  i t  y o u  w o u l d  f i n d  i m m e d i a t e l y  w h y  t h a t  r e s u l t  w i l l  
n e v e r  b e  a c h i e v e d .  T h e r e  w o u l d  be  a s  m a n y  d i f f e r e n c e s  a m o n g  y o u  
a s  t h e r e  a r e  a m o n g  t h o s e  of  u s  w h o  w a n t  t o  m a k e  r e c o m m e n d a t i o n s  
i n  t h e  T r e a s u r y .  A n d  t h e n  y o u  go f r o m  t h e r e  to  t he  C o n g r e s s  a n d  
y o u  w i l l  f i n d  m o r e .  T h e s e  a r e  t h e  d i f f i c u l t  h a r d  p r o b l e m s  of  h u m a n  
a f f a i r s  in  w h i c h  t h e r e  i s  no  i d e a l  s o l u t i o n .  

R e c o g n i z i n g  t h a t ,  a n d  r e c o g n i z i n g  t h e n  t h a t  a n y o n e  w h o  w a n t s  t o  
p i c k  a t  c o r n e r s  c a n  c e r t a i n l y  f i n d  m a n y  t h i n g s  t o  c o m p l a i n  a b o u t  in  
t h e  p a t t e r n  w h i c h  we  h a v e  e v o l v e d ,  o u r  a i m  h a s  b e e n  t o  d e v e l o p  s o m e -  
t h i n g  w h i c h  p r o d u c e s  t h e  m a x i m u m  of  c o n t r i b u t i o n  a l o n g  t h e  l i n e s  I 
h a v e  m e n t i o n e d  a n d  a l s o  h a s  t h e  m a x i m u m  c h a n c e  of  b e i n g  a p p r o v e d .  
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In  t h a t  m o r e  r e a l i s t i c  f r a m e ,  t h e n ,  we  h a v e  d e v e l o p e d  a p r o -  

g r a m  f o r  r e v i s i n g ,  o v e r  t h e  y e a r s ,  t h e  i m p a c t  of  t h e  t o t a l  t a k e  of 
o u r  t a x  s t r u c t u r e  i n  s u c h  a w a y  t h a t  we  h o p e ,  a s  p a r t s  o r  a l l  of t h i s  
b e c o m e  a c c e p t e d ,  we  w i l l  h a v e  u t i l i z e d  e v e n  m o r e  t h a n  in  t h e  p a s t  
t h e  p o w e r  t h a t  i s  b u i l t  i n t o  t h e  t a x  s y s t e m ,  t h e  p o w e r  n o t  o n l y  to  
a f f e c t  b y  t a x i n g  b u t  t o  s t i m u l a t e  b y  w i t h d r a w i n g  t a x i n g .  We w a n t  t o  
u t i l i z e  t h a t  i n h e r e n t  p o w e r  b o t h  to  g i v e  t h e  m a x i m u m  s t i m u l u s  t o  n e w  
g r o w t h  a n d  to  f i n d  t h e  s o l u t i o n  t o  o u r  b a l a n c e  of  p a y m e n t s  p r o b l e m ,  
b e c a u s e ,  a s  I m e n t i o n e d  j u s t  a f ew  m i n u t e s  a g o ,  t h e  m a j o r  d i f f e r -  
e n c e  b e t w e e n  o u r  p e r f o r m a n c e  n o w  a n d  t h a t  of t h e  a d v a n c i n g  E u r o -  
p e a n  c o u n t r i e s  i s  t h a t  t h e y  a r e  j u s t  e n t e r i n g  t h e  p h a s e  of  t h e  c o n -  
s u m e r  b o o m  a n d  we  h a v e  t o  a l a r g e  e x t e n t  b e e n  t h r o u g h  i t .  I t  c a n  
go  on ,  a n d  f r o m  t h e  v a s t  m a g n i t u d e  of  o u r  t o t a l  p r o d u c t  we  c a n  a f f o r d  
t o  h a v e  i t  go  on .  B u t  t h e  r a t i o s  h a v e  t o  c h a n g e ,  a n d  t h e  low p r o p o r -  
t i o n s  of  o u r  t o t a l  g r o s s  p r o d u c t  t h a t  h a v e  b e e n  d e v o t e d  to  p r o d u c t i v e  
n e w  i n v e s t m e n t  f o r  m a n y  y e a r s  a r e  g o i n g  t o  h a v e  to  i n c r e a s e .  We 
a r e  g o i n g  to  h a v e  t o  h a v e  m o r e  a u t o m a t i o n ,  n o t  l e s s .  We a r e  g o i n g  
t o  h a v e  to  h a v e  m o r e  e f f i c i e n t ,  l o w e r - c o s t ,  p r o d u c i n g  c a p a b i l i t i e s ,  
n o t  l e s s .  A n d  i n  t h e  p r o c e s s  we  a r e  g o i n g  t o  f i n d  t h a t  we  d o n ' t  g e t  
n e a t ,  e a s y  s o l u t i o n s .  W e  h a v e  t o  w o r k  w i t h  i n f l u e n c e s  t h a t  a r e  
b r o a d  a n d  s o m e t i m e s  c r u d e .  T h e  p l a c e  to  s t a r t  i s  w i t h  t h e  a p p l i -  
c a t i o n  of  d e p r e c i a t i o n  p o l i c y  a s  i t  a p p l i e s  t o  t h e  c o r p o r a t e  a n d  b u s i -  
n e s s  t a x p a y i n g  s e c t o r  of t h e  c o m m u n i t y .  

G r a n t e d  e v e r y o n e  w a n t s  i n d i v i d u a l  t a x  r e l i e f ,  s o m e  d a y  t h e  
e c o n o m y  w i l l  b e  s t r o n g  a n d  t h e  g r o w t h  r a t e  g r e a t  e n o u g h  t o  p e r m i t  
t h a t .  T h a t ,  i f  I w e r e  a p o l i t i c i a n ,  I w o u l d  l o u d l y  s a y  i s  in  o u r  l o c k e r ,  
t o o .  A c t u a l l y  i t  i s .  B u t ,  w h e n  a n d  w h e t h e r  a n d  h o w  w e ' l l  g e t  t o  i t  
i s  j u s t  a b i t  t o o  f a r  a h e a d  a t  t h i s  s t a g e  t o  p r e d i c t .  W h a t  we  m u s t  
s t r e s s  n o w  i s  w h a t  c o m e s  f i r s t .  W h a t  d o e s  c o m e  f i r s t  i s  t h e  r e -  
a r r a n g e m e n t  of  t h e  i m p a c t  o f  o u r  t a x  s y s t e m  s o  t h a t  t h e  p r e s e n t  
c o m p a r a t i v e  d i s c o u r a g e m e n t  of  m o d e r n i z i n g  n e w  i n v e s t m e n t ,  t h e  
d i s c o u r a g e m e n t  w h i c h  h a s  e f f e c t s  y o u  c a n  r e a l l y  s e e  a s  y o u  t r a v e l  
b a c k  a n d  f o r t h  a c r o s s  t he  c o u n t r y  a n d  v i s i t ,  n o t  j u s t  t h e  b e s t  i n s t a l -  
l a t i o n s  a n d  t h o s e  t h a t  a r e  m o s t  e f f e c t i v e  i n  g e t t i n g  g o v e r n m e n t a l  
c o n t r a c t s ,  b u t  t h e  r u n  of  t h e  m i l l ,  a n d  a s  y o u  go u p  a n d  d o w n  the  
b a c k  s t r e e t s  of  t h e  i n d u s t r i a l  c i t i e s  a n d  a s k  y o u r s e l f ,  " I s  t h i s  t h e  
w a y  t he  m o s t  h i g h l y  d e v e l o p e d  a n d  a d v a n c e d  c i v i l i z a t i o n  i n  t h e  w o r l d  
o u g h t  t o  l o o k  a n d  o u g h t  t o  b e  p e r f o r m i n g ? "  

T h e  n e e d s  a r e  c l e a r  a n d  v a s t ,  a n d  we  m u s t  u t i l i z e  t h e  c a p a b i l -  
i t i e s  i n h e r e n t  in  t h e  t a x  s y s t e m  to  g e t  s o m e  r e d i s t r i b u t i o n  of  t h e  
p r e s e n t  i m p a c t  of  t a x e s .  
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So our  a i m  f i r s t - - a n d  we have  m a d e  th i s  the c h o i c e  a s  f a r  as  
ou r  e f fo r t  i s  c o n c e r n e d - - i s  not  i n d i v i d u a l  t ax  r e l i e f ,  not  the  s t i m u -  
l a t i on  of a d d i t i o n a l  c o n s u m p t i o n  at t h i s  point  in t i m e ,  bu t  the  p r o -  
m o t i o n  of c o s t - r e d u c i n g  i n v e s t m e n t  in m o d e r n i z e d  f a c i l i t i e s  f r o m  
w h i c h  t h e s e  o t h e r  r e s u l t s  can  l a t e r  f low.  It i s  not j u s t  t ha t  we n e e d  
a g r e a t e r  r a t e  of i n v e s t m e n t  fo r  o p t i m u m  d o m e s t i c  p e r f o r m a n c e - -  
and  you  can  s p i l l  out a K e y n e s i a n  o r  a K e y s e r l i n g  m u l t i p l i e r  f r o m  i t ,  
i f  you  w i s h ,  and p r o p e r l y  s h o u l d - - b u t  a l s o  b e c a u s e  we have  a n o t h e r  
p r o b l e m ,  and we m u s t  t r y  to so lve  a l l  p r o b l e m s  t o g e t h e r .  

Tha t  o t h e r  p r o b l e m  is  tha t  the  s a m e  d i f f e r e n c e s  b e t w e e n  us  and  
the  now h igh ly  c o m p e t i t i v e  c o u n t r i e s  of E u r o p e ,  w h i c h  I m e n t i o n e d  a 
l i t t l e  wh i l e  ago,  and w h i c h  give us  s o m e  pause  f o r  c o n c e r n  abou t  ou r  
own g r o w t h  r a t e  and o u r  c a p a c i t y  fo r  a b s o r b i n g  u n e m p l o y m e n t ,  have  
led  to a s i t u a t i o n  w h e r e  now in f a r  too  m a n y  f i e l d s  the  p r o d u c t s  of 
E u r o p e a n  o r  J a p a n e s e  p r o d u c t i o n  can  be put on to  the m a r k e t s  of the 
w o r l d  a n y w h e r e  a t  p r i c e s  w e l l  be low our  own. 

Now, th i s  i s  not  n e c e s s a r i l y  t r u e ,  of c o u r s e .  E v e r y  one of us  
has  s e e n  e n o u g h  v a r i e d  e x a m p l e s  to d i s p r o v e  the g e n e r a l i z a t i o n  tha t  
we  have  to hold our  l a b o r  and our  w a g e s  in l ine  wi th  the  e x t r e m e l y  
low w a g e s  of m a n y  E u r o p e a n  c o u n t r i e s  in o r d e r  to be  ab le  to c o m -  
p e t e .  The point  i s  tha t  we a l w a y s  u s e d  to be  able  to m a k e  ou r  w a y  
f a s t e r  and f u r t h e r  b e c a u s e  o u r  c o m p e t i t i v e  a d v a n t a g e  p r o d u c t i o n -  
w i se  and t e c h n i q u e w i s e  was  so g r e a t .  We have  lo s t  the  y a r d a g e  we 
u s e d  to have  in f r o n t  of the  r e s t  of t h e m .  We n e e d  to ga in  i t  b a c k - -  
to  be in a p o s i t i o n  to  s e l l  a b r o a d  and to s e l l  in s u b s t a n t i a l  v o l u m e ,  
and  to have  a s e l l i n g  p r o g r a m  w h o s e  m o t i v a t i o n  i s  g e n e r a t e d  by an 
a g g r e s s i v e ,  f o r c e f u l  b u s i n e s s  c o m m u n i t y  i n t en t  on do ing  it  b e c a u s e  
tha t  i s  the way to m a k e  a p ro f i t .  

The difficulties of selling abroad are compounded, of course, as 
those of you who have served in Europe know only so well, by the 
fact that European nations still maintain a number of restrictions 
inherited from the period when they were so far behind. The dis- 
mantling and bending of those restrictions is still a major object 
of our effort. In the financial field the Treasury has taken a leading 
role in negotiations during the year that parallel the more dramatic 
and spectacular efforts of the State Department in the field of trade. 
I won't digress into those, but will just recognize that they are there, 
at the moment. It is obvious, though, that the most significant step 
is going to have to be the establishment of an effective bargaining 
position to work our way through and behind any tariff barriers 
erected by the Common Market. The surging performance of the 
most effective European countries has now led them to a point where 
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~hey  a r e  r i c h  e n o u g h ,  a n d  d o i n g  w e l l  e n o u g h ,  t o  be  a b l e  t o  w i t h s t a n d  
t h e  h a r s h n e s s  of  w e l d i n g  t h e i r  e c o n o m i e s  t o g e t h e r ,  b u t  b e h i n d  a p r o -  
t e c t i v e  b a r r i e r  w h i c h  i s  g o i n g  to  s c r e e n  t h e m  off  f r o m  s o m e  of t h e  
r e l a t e d  s t r a i n s  of  a g g r e s s i v e  c o m p e t i t i o n  f r o m  t h e  o u t s i d e .  

We h a v e  t o  s e e  t h a t  t h e s e  E u r o p e a n  c o u n t r i e s  a s  t h e y  j o i n  t o -  
g e t h e r  i n  a C o m m o n  M a r k e t ,  d o  n o t  s e a l  t h e m s e l v e s  off  f r o m  e x -  
t e r n a l  c o m p e t i t i o n  a s  t h e i r  c h a n g e s  a r e  b r o u g h t  a b o u t .  T h a t ' s  t h e  
r e a s o n ,  of  c o u r s e ,  f o r  t h e  P r e s i d e n t ' s  p r o p o s a l s  f o r  t h e  T r a d e  A d -  
j u s t m e n t  A c t  t h i s  y e a r .  

T h e  r o l e  t h a t  we  e n v i s a g e  f o r  t h e  t a x  s y s t e m - - a n d  t h i s  i s  o u r  
T r e a s u r y  p a r t  i n  t h i s  p i c t u r e - - w h i l e  t h e r e  w i l l  b e  f u r t h e r  s t a g e s ,  
m u s t  a t  t h i s  t i m e  t h e n  c e n t e r  on  t h o s e  k i n d s  o f  r e f o r m s  t h a t  c a n  
s t i m u l a t e - - a n d  d i r e c t l y  s t i m u l a t e  b e c a u s e  we  c a n ' t  a f f o r d  a k i n d  of  
l o o s e  s p i l l o v e r - - a d d i t i o n a l  p r o d u c t i v e  p l a n t  i n v e s t m e n t ,  a n d  t o  d o  i t  
i n  t w o  w a y s :  O n e ,  t h e  l e g i s l a t i o n  we p r o p o s e  f o r  a n  i n v e s t m e n t  
c r e d i t ,  a v a i l a b l e  o n l y  in  t h e  e v e n t  i n v e s t m e n t  h a s  o c c u r r e d ;  a n d  
s e c o n d ,  t h e  r e f o r m  of  d e p r e c i a t i o n  s c h e d u l e s ,  a v a i l a b l e  t o  e v e r y o n e  
o n  t h e  b a s i s  of  t h e  i n v e s t m e n t  a l r e a d y  m a d e ,  p e r m i t t i n g  b u s i n e s s  t o  
w r i t e  of f  t h e  i n v e s t m e n t  on  t h e i r  b o o k s  a t  r a t e s  m o r e  n e a r l y  c o m -  
m e n s u r a t e  w i t h  t h e  e n g i n e e r i n g  s t a n d a r d s  a p p l i c a b l e  t o  t h a t  e q u i p -  
m e n t  n o w ,  r a t h e r  t h a n  t h e  s t a n d a r d s  a p p l i c a b l e  20 y e a r s  a g o  w h e n  
t h e  r e g u l a t i o n s  w e r e  i n s t i t u t e d .  

A l l  of  t h e s e  I w a n t  t o  m a k e  c l e a r  a r e  n o t  i n  a n y  s e n s e  n a r r o w ,  
p a r t i s a n  p r o p o s a l s .  T h e  s t u d i e s  on  d e p r e c i a t i o n  r e f o r m  a n d  t h e  
s c h e d u l e  on  w h i c h  i t  i s  o c c u r r i n g  w e r e  i n i t i a t e d  b y  t h e  p r e c e d i n g  
T r e a s u r y  A d m i n i s t r a t i o n  t w o  y e a r s  a g o .  T h e  f i r s t  r o u n d  of  s t u d i e s  
w e r e  f o u n d  u n s a t i s f a c t o r y  a n d  w e r e  s e n t  b a c k  f o r  m o r e  i n t e n s i v e  
w o r k .  We h a v e  g i v e n  t h a t  a n  a d d i t i o n a l  i m p e t u s  a n d  h a v e  n o w  
r e a c h e d  t h e  s t a g e  w h e r e  we  w i l l  b e  a n n o u n c i n g  c o m p l e t e l y  r e v i s e d  
s c h e d u l e s  e a r l y  t h i s  s u m m e r .  In  t h e  s a m e  w a y ,  t h e  i n v e s t m e n t  
c r e d i t  i s  n o t  a n e w  t h i n g .  W h a t  i s  n e w  i s  g i v i n g  i t  t h i s  f o r m .  T h e r e  
h a v e  b e e n  a l l  s o r t s  of  p r o p o s a l s  f o r  d e p r e c i a t i o n  r e f o r m .  T h e  u n d e r -  
l y i n g  s e n s e  of  t h e  n e e d  h a s  p e r m e a t e d  t h e  t h i n k i n g  of  t h e  b u s i n e s s  
a n d  o t h e r  c o m m u n i t i e s  f o r  a l o n g  t i m e .  

T h e  d i f f i c u l t y  of  g e t t i n g  s u c h  a p r o g r a m  i s  t h a t  e v e r y b o d y  w a n t s  
t o o  m u c h ,  a n d  w e  c a n ' t  a f f o r d  t o  g i v e  a w a y  v e r y  m u c h  f r o m  t h e  t a x  
r e v e n u e s  of  t h e  F e d e r a l  G o v e r n m e n t  n o w .  So we  h a d  to  d e v i s e  a 
s y s t e m  w h i c h  w o u l d  h a v e  t h e  m a x i m u m  d i r e c t  i m p a c t  on  i n v e s t m e n t  
i t s e l f  w h i l e  a t  t h e  s a m e  t i m e  i n t r o d u c i n g  s o m e  c h a n g e s  in  o t h e r  
p a r t s  o f  t h e  t a x  l a w s  t h a t  m i g h t  i n  t h e  e n d  b e  h e l p f u l  i f  we  w a n t  t o  
b u i l d  f u r t h e r  l a t e r  on  f o r  o t h e r  k i n d s  of  c h a n g e .  In  o r d e r  t o  o f f s e t  

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

We h a v e  t r i e d  to  a v o i d  t h a t  f o r  a l o n g  t i m e .  We h a v e  t r i e d  e v e r y  
p o s s i b l e  a p p r o a c h  t h r o u g h  p e r s u a s i o n ,  b u t  t h e r e  a r e  s t i l l  a t  l e a s t  
$800  m i l l i o n  of  t a x e s  e v a d e d  o r  a v o i d e d  e v e r y  y e a r  by  t a x p a y e r s  w h o  
e a r n  t h e  d i v i d e n d s  a n d  e a r n  t h e  i n t e r e s t ,  b u t ,  b e c a u s e  of  t h e  d r i b  a n d  
d r a b  w a y  in  w h i c h  t h e y  a r e  e a r n e d  a n d  t h e  f a c t  t h a t  t h e r e  a r e  n o  r e -  
p o r t s  s u b m i t t e d  b y  t h e  p a y i n g  a g e n t s ,  go  u n r e p o r t e d  b y  t h e  i n d i v i d u a l  
a n d  e s c a p e  t a x e s .  

We a r e  s t r e n g t h e n i n g  t h e  t a x  a d m i n i s t r a t i o n  f o r c e .  We a r e  i n -  
c r e a s i n g  o u r  a b i l i t y  t o  c o l l e c t ,  b u t  n o t  a d e q u a t e l y  a n d  n o t  f a s t  e n o u g h .  
So  we  a r e  a i m i n g  t o  c o l l e c t  t he  t a x e s  t h a t  a r e  o w e d  a n d  d u e  f r o m  
t h o s e  f o r t u n a t e  e n o u g h  to  h a v e  i n t e r e s t  a n d  d i v i d e n d  i n c o m e  a b o v e  
t h e  e x e m p t i o n  l i m i t s ,  t h r o u g h  t h e  i m p o s i t i o n  of  w i t h h o l d i n g  a r r a n g e -  
m e n t s .  

A t  t h e  s a m e  t i m e ,  i n  o r d e r  to  e q u a l i z e  t h e  b u r d e n s  of  a v a s t  a n d  
h e a v y  t a x  s y s t e m  a l r e a d y  t a k i n g  52 p e r c e n t  of  t h e  e a r n i n g s  of  b u s i -  
n e s s  c o r p o r a t i o n s ,  we  h a v e  r e c o g n i z e d  t h a t  s a v i n g s  a n d  l o a n  a s s o -  
c i a t i o n s ,  a n d  m u t u a l  s a v i n g s  b a n k s ,  w h o s e  F e d e r a l  t a x  b i l l  a m o u n t s  
t o  s o m e t h i n g  in  t h e  o r d e r  of 1 p e r c e n t  o r  l e s s  of  t h e i r  t o t a l  i n c o m e  
e a c h  y e a r ,  s t a n d  ou t  a s  a n o t h e r  a r e a  w i t h i n  t h e  e c o n o m y  w h e r e  s o m e  
a d d i t i o n a l  t a x e s  a r e  d u e .  In  t h e  i n t e r e s t  of  e q u i t y ,  a n d  a t  a t i m e  
w h e n  t h e  b u r d e n s  a r e  h e a v y ,  we m u s t  d i s t r i b u t e  t h e m  f a i r l y .  

A n d  t h e r e  i s  a t h i r d  i t e m ,  w h i c h  a l l  of u s  c a n  a p p l a u d  e n t h u s -  
i a s t i c a l l y  a n d  w i t h o u t  r e s t r a i n t .  We a r e  g o i n g  to  t i g h t e n  up  on  t h e  
o t h e r  f e l l o w ' s  e x p e n s e  a c c o u n t s .  T h e  w a y  in  w h i c h  t h a t  m a y  
e m e r g e  i s  s t i l l  n o t  c l e a r - - n o r  i s  a n y  of  t h e s e - - b u t  t h e  W a y s  a n d  
M e a n s  C o m m i t t e e  h a s  n o w  g i v e n  g e n e r a l  a p p r o v a l  t o  a l l  of  t h e s e  a n d  
i s  in  t h e  p r o c e s s  of d r a f t i n g  a b i l l  w h i c h  w i l l  p r o b a b l y  be  ou t  a n d  
r e a d y  t o  m o v e  t o  t h e  R u l e s  C o m m i t t e e  a b o u t  t h e  19 th  of  t h i s  m o n t h .  

T h i s  i s  t h e  t a x  s i d e ,  in  t h e  r o u g h ,  b r o a d ,  a n d  c r u d e ,  b u t  p r e -  
s e n t e d ,  I h o p e ,  i n  a w a y  w h e r e  y o u  w i l l  s e e  t h a t  i t  i s  n o t  j u s t  a 
h o d g e p o d g e  of  h i t - a n d - m i s s  t h i n g s .  I t  i s  r e l a t e d  t o  a c o n c e p t  of  
w h a t  we  c a n  d o  p u r p o s e l y  a n d  c o n s t r u c t i v e l y  a n d  a t  t h e  s a m e  t i m e  
m a i n t a i n  t h e  f i s c a l  r e s p o n s i b i l i t y  t h a t  m u s t  b e  t h e  b y p r o d u c t  a n d  t h e  
h a l l m a r k ,  t r u l y ,  of  t h e  l e a d i n g  i n d u s t r i a l  c o u n t r y  of  t h e  w o r l d .  
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Of c o u r s e ,  i f  we  g e t  t h e s e  v a r i o u s  r e f o r m s ,  t h e  w a y  t h e n  w i l l  b e  

c l e a r .  I f  e v e r y o n e  i s  on  a r o u g h l y  e q u a l  f o o t i n g  on  e x p e n s e  a c c o u n t s ,  
a n d  y o u  c a n ' t  f i n d  m a n y  w h o  in  t h a t  w a y  e s c a p e  t h e  i m p a c t  of p e r s o n a l  
t a x a t i o n ,  a n d  i f  i n t e r e s t  a n d  d i v i d e n d  i n c o m e  i s  r e a l l y  a n d  t r u l y  
t a x e d ,  t h e n  t h e  w a y  h a s  b e e n  p r e p a r e d  f o r  s o m e  r e d u c t i o n  in  p e r s o n -  
a l  i n c o m e  t a x  r a t e s .  We a r e  n o t  g o i n g  to  p r o p o s e  n o r  p r o m i s e  t h i s  
u n t i l  we  a r e  s u r e  t h a t  t h i s  n e c e s s a r y  p r e p a r a t o r y  a c t i o n  h a s  b e e n  
s a t i s f a c t o r i l y  c o m p l e t e d .  

I h a v e  s a i d  a l l  a l o n g  t h a t  t h e  a p p r o a c h  to  t a x a t i o n  m u s t  e n v i s a g e  
t h e  m a i n t e n a n c e  of a n  a p p r o p r i a t e  f i s c a l  s t a n c e .  T h i s  m e a n s  t h a t  
t h e r e  a r e  t i m e s ,  of c o u r s e ,  w h e n  an  o v e r a l l  F e d e r a l  b u d g e t  d e f i c i t  
i s  e n t i r e l y  a p p r o p r i a t e .  We h a v e  j u s t  c o n c l u d e d  s u c h  a y e a r .  A t  
t h e  m o m e n t ,  a s  y o u  p r o b a b l y  k n o w ,  a l t h o u g h  t h i s  f i s c a l  y e a r  e n d i n g  
in  J u n e  i s  a d e f i c i t  y e a r ,  t h e  d e f i c i t  i s  o v e r .  We a r e  n o w  i n  b a l a n c e ,  
a n d  f r o m  h e r e  on  a t  l e a s t  u n t i l  t h e  e n d  of J u n e  we  w i l l  be  b o u n c i n g  
a r o u n d  w i t h  a d e b t  c l o s e  t o  t h e  c e i l i n g  of  $298 b i l l i o n ,  b u t  by  t h e  e n d  
of  t h e  f i s c a l  y e a r  w e  w i l l  r e d u c e  t h a t  d e b t  b a c k  t o  $295 b i l l i o n ,  s o  we  
w i l l ,  f o r  a l i t t l e  t i m e  a t  l e a s t ,  h a v e  e n t e r e d  a p h a s e  of b a l a n c e  a n d  
s u r p l u s .  A n d  we  h a v e  p l a n n e d  f o r  a b a l a n c e d  o v e r a l l  F e d e r a l  b u d g e t  
in  f i s c a l  y e a r  1963 .  

T h i s  m e a n s  t h a t ,  p r e s u m i n g  o u r  b a s i c  e c o n o m i c  p r o j e c t i o n s  
a r e  b o r n e  ou t ,  we  a r e  e m e r g i n g  f r o m  t h e  p e r i o d  w h e n  a d e f i c i t  w a s  
a p p r o p r i a t e  a s  a s t i m u l u s  a n d  a s  a b y p r o d u c t  of t h e  f a c t  t h a t  g r e a t e r  
e c o n o m i c  d i s l o c a t i o n  w o u l d  be  c r e a t e d  b y  t r y i n g  to  r e t r e n c h  t e m p o -  
r a r i l y  t h e  v a s t  a n d  c o n t i n u i n g  p r o g r a m s  of g o v e r n m e n t  i n  t h e  f a c e  of 
a n y  t e m p o r a r y  s w e r v e .  In  f a c t ,  t h e  g e n e r a t i o n  of  a d d i t i o n a l  i n c o m e  
a t  s u c h  a s t a g e  h a s  m u c h  to  d o  w i t h  t h e  a p p r o p r i a t e  p r i m i n g  of t h e  
s p e n d i n g  p u m p  t h a t  h e l p e d  v e r y  q u i c k l y  in  t h e  l a s t  r e c e s s i o n ,  r e -  
m a r k a b l y  q u i c k l y ,  t o  t u r n  a r o u n d  t h e  c u m u l a t i v e  p r o c e s s e s  w h i c h  
o f t e n  a c c o m p a n y  a n e c e s s a r y  h e s i t a t i o n  in  t h e  b u s i n e s s - c y c l e  p a t -  
t e r n ,  

T h e  r e a l  p r o b l e m ,  of  c o u r s e ,  i s ,  a s  I s a i d  a t  t h e  b e g i n n i n g ,  n o t  
t o  e l i m i n a t e  r e c e s s i o n s .  H e s i t a t i o n s  a n d  p h a s e s  of a d j u s t m e n t  w i l l  
a l w a y s  be  n e c e s s a r y  i n  a c o m p l e x  e c o n o m y .  B u t  we  h a v e  t o  c h o k e  
off  t h e  c u m u l a t i v e  d o w n w a r d  f o r c e s  t h a t  t e n d  t o  c a r r y  t h e  a d j u s t m e n t  
f a r  b e y o n d  i t s  p r o p e r  r o l e .  A n d  t h a t ' s  t h e  p l a c e  w h e r e  F e d e r a l  d e f -  
i c i t s  c o m e  in  a s  a c u s h i o n i n g ,  r e s i s t i n g  f o r c e ,  a n d  w h e r e  t h e y  a r e  
a p p r o p r i a t e .  

We h a v e  p a s s e d  t h a t  s t a g e  n o w .  We a r e  e n t e r i n g  t h e  s t a g e  w h e r e  
b a l a n c e  i s  a p p r o p r i a t e .  We m a y  h o p e f u l l y  f u r t h e r  on  r e a c h  t h e  s t a g e  
w h e r e  s u r p l u s  i s  a p p r o p r i a t e .  

291  
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T h e  r e a s o n  I w a n t  t o  f o c u s  on t h i s  p a r t i c u l a r l y  h e r e  i s  t h a t  

t h e r e  i s  a d i r e c t  r e l a t i o n  b e t w e e n  t h e  w a y  i n  w h i c h  we  h a n d l e  t h e  
c a s h  f l o w s  t h r o u g h  t h e  T r e a s u r y  a n d  t h e n ,  b y  d e r i v a t i o n ,  t h e  w a y  in  
w h i c h  t h i s  l e a d s  u s  t o  n e e d s  f o r  a d d i t i o n a l  b o r r o w i n g .  ~Ihen t h e r e  i s  
a d i r e c t  r e l a t i o n  b e t w e e n  t h a t  a n d  t h e  s t a t e  of t h e  c a p i t a l  m a r k e t s  i n  
t h e  e c o n o m y  a s  w e l l .  Y o u  r e m e m b e r ,  I h a v e  b e e n  s t r e s s i n g  a l l  
a l o n g  t h a t ,  f o r  p u r p o s e s  of g r o w t h  a n d  t o  g e t  b a l a n c e  of  p a y m e n t s  
e q u i l i b r i u m ,  we a r e  g o i n g  to  h a v e  t o  s t i m u l a t e  n e w  p l a n t  i n v e s t m e n t .  
I t  i s  a l s o  i m p o r t a n t  t h a t  t h e r e  b e  n o  f i n a n c i a l  i m p e d i m e n t  t o  f i n a n c i n g  
t h a t  i n v e s t m e n t  w h e n  i t  o c c u r s .  T h i s  i s  one  i m p o r t a n t  r e a s o n  w h y ,  
a t  t h i s  s t a g e ,  h a v i n g  r e c o v e r e d  a s  f a r  a s  w e  h a v e ,  a n d  a s s u m i n g  t h a t  
o u r  m o m e n t u m  w i l l  c a r r y  u s  f u r t h e r ,  we  m u s t  t a k e  t h e  F e d e r a l  
G o v e r n m e n t  ou t  a s  a n e t  u s e r  o f  t h e  a v a i l a b l e  s u p p l y  o f  a d d e d  s a v -  
i n g s ,  k e e p  i t  i n  b a l a n c e ,  n e u t r a l ,  n e i t h e r  t a k i n g  f r o m  n o r  a d d i n g  t o ,  
a n d  l e a v e  f o r  t h e  n e c e s s a r y  e x p a n s i o n  i n  t h e  p r i v a t e  s e c t o r  o f  t h e  
e c o n o m y  t h o s e  f u n d s  w h i c h  up  u n t i l  n o w - - S 7  b i l l i o n  of  t h e m  in  t h e  
r e c e n t  m o n t h s - - h a v e  b e e n  t a k e n  o u t  of  t h e  p o o l  of  a v a i l a b l e  c r e d i t  
a n d  s a v i n g s  a n d  c h a n n e l e d  i n t o  t h e  f i n a n c i n g  of  a G o v e r n m e n t  d e f i c i t .  

In  t h e  p e r i o d  a h e a d ,  a n d  w i t h  t h e  e f f o r t  t h a t  m u s t  b e  m a d e  
a h e a d ,  i t  i s  t h e n  a p p r o p r i a t e  t h a t  i n  t e r m s  of  b o r r o w i n g  a n d  s p e n d -  
i n g  t h e  F e d e r a l  G o v e r n m e n t  be  i n  a b a l a n c e d  p o s i t i o n .  

T h a t  l e a d s  t h e n  on t o  t h e  t h i r d  a s p e c t .  I ' d  b e t t e r  p e r o r a t e  on  
t h a t  a l i t t l e  f i r s t ,  b y  e x p r e s s i n g  t h a t  t h i s  b a l a n c e d  b u d g e t  i s  
c l e a r l y ,  a n d  in  t h i s  p h y s i c a l  s e n s e ,  d i r e c t l y ,  a w a y  i n  w h i c h  we  
a l s o  e n c o u r a g e  t h e  o b j e c t i v e s  I m e n t i o n e d  a t  t h e  s t a r t - - t h e  w a y  in  
w h i c h  we  c a n  u s e  t h i s  v a s t ,  i n h e r e n t  p o w e r  t h a t  l i e s  i n  t h e  m e r e  
e x i s t e n c e  of  t h i s  F e d e r a l  G o v e r n m e n t  of  o u r s ,  t o  c r e a t e ,  f i r s t ,  a n  
e n v i r o n m e n t  i n  w h i c h  t h e  m a x i m u m  s t i m u l a t i o n  of  t h e  p r i v a t e  s e c t o r  
o f  t h e  e c o n o m y  i s  a c c o m p l i s h e d ,  a n d ,  s e c o n d ,  t o  a s s u r e  t h e  o p t i m u m  
u s e  of t h e  f u n d s  w h i c h  t h e  F e d e r a l  G o v e r n m e n t  h a s  f o r  t h e  v a s t  a r -  
r a y  of  p u r p o s e s  i t  m u s t  a t t e m p t  t o  f u l f i l l .  

There is another aspect of this balanced budget, before I go on 
to the debt-management side, which is also important, and that is 
that, because the United States is the banker for the world, much 
depends upon the confidence generated around the world in the way in 
which we handle our own affairs. It's not only what the foreigner 
thinks; it's what the American investor, financier, manufacturer, 
yes, even labor pension-fund manager, thinks about the fiscal respon- 
sibility of his own Government. 

W h e n  w e ' v e  r e a c h e d  t h i s  l e v e l  of  e x p a n d i n g  e m p l o y m e n t  a n d  
g r o w i n g  i n c o m e s ,  i f  we  c a n ' t  m a k e  t h e  e f f o r t  t o  b a l a n c e  o u r  a c c o u n t s ,  
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w h e n e v e r  w i l l  we 7 And how,  then ,  can  we j u s t i f y  the  i m p l i c i t  r e -  
q u e s t  we m a k e  f o r  the c o n f i d e n c e  of a l l  h e r e  and a b r o a d  who have  i t  
w i th in  t h e i r  c a p a b i l i t y  e a s i l y  to m o v e  m o n e y  f r o m  the Uni ted  S t a t e s  
in to  the b a n k s ,  the  f i n a n c i a l  m a r k e t s ,  and the d i r e c t  i n v e s t m e n t  
o p p o r t u n i t i e s  of o t h e r  c o u n t r i e s ?  

So, f r o m  the  s t andpo in t  of c o n f i d e n c e  in  o u r s e l v e s  in  a w o r l d  
w h e r e  we a r e  e x p o s e d  t h r o u g h  the b a l a n c e  of p a y m e n t s  to a kind of 
v u l n e r a b i l i t y  of w h i c h  we have  long b e e n  i g n o r a n t  in t h i s  c o u n t r y ,  but  
of w h i c h  our  f o r e i g n  c o l l e a g u e s  a r e  v e r y  we l l  a w a r e ,  we t hen  f ace  
t h i s  a d d i t i o n a l  r e a s o n ,  w h i c h  I have  j u s t  b e e n  d e s c r i b i n g ,  f o r  
m a i n t a i n i n g  the  b u d g e t  b a l a n c e  in the  good,  s t r o n g  y e a r s .  

Now jus t  a couple  w o r d s  on the  d e b t - m a n a g e m e n t  s ide  of t h i s ,  
and the way  t h e s e  a c t i v i t i e s  r e l a t e  to a n o t h e r  i m p o r t a n t  r o l e  of 
g o v e r n m e n t ,  w h i c h  I i m a g i n e  you  wi l l  have  b e e n  s t u d y i n g  and h e a r i n g  
abou t ,  the  r o l e  of the F e d e r a l  R e s e r v e  in  c o n t r o l l i n g  the  supply  of 
m o n e y  and i n f l u e n c i n g  the  o v e r a l l  a v a i l a b i l i t y  of c r e d i t .  T h e s e  
r o l e s - - t h a t  of the  F e d e r a l  R e s e r v e  on the  one s ide ,  and the  i s s u a n c e  
and r e i s s u a n c e ,  and the  fund ing  of the  T r e a s u r y  d e b t s - - a r e  o b v i o u s l y  
v e r y  c l o s e l y  t i ed  t o g e t h e r .  I a m  not  go ing  to t r y  to give you  a 
s k e t c h  of wha t  we do t h e r e  in the  b r o a d ,  but  a g a i n  h i g h l i g h t  the  
t h i n g s  tha t  have  c o m e  to the s u r f a c e  a s  of c r u c i a l  i m p o r t a n c e  th i s  
y e a r ,  and w h e r e  we have  had  to  i n i t i a t e  a n u m b e r  of n e w  t u r n s  in  
old d e v e l o p m e n t s .  

Aga in  we f ace  th i s  dua l  p r o b l e m :  How can  we get  our  b a l a n c e  of 
p a y m e n t s  a c c o u n t s  in o r d e r  and at  the s a m e  t i m e  s t i m u l a t e  and e n -  
c o u r a g e ,  f i r s t ,  r e c o v e r y  and t h e n ,  n e w  e x p a n s i o n  and g r o w t h  in the  
h o m e  e c o n o m y ?  F o r  t ha t  p u r p o s e  we have t r i e d  to s t and  on ou r  
h e a d  and wa lk  on ou r  f ee t  at  the  s a m e  t i m e ,  in the  v i e w  of m o s t  of 
o u r  c r i t i c s ,  but  we have  so f a r  c o m e  t h r o u g h  r e a s o n a b l y  w e l l .  What  
we  have  t r i e d  to do h a s  had v a r i o u s  s l o g a n s  app l i ed  to i t ,  bu t  in 
e s s e n c e  i t  i s  th i s :  F i r s t ,  to  m a i n t a i n  s h o r t - t e r m  m o n e y  m a r k e t  
r a t e s  in t h i s  c o u n t r y  a t  l e v e l s  tha t  w i l l  d i s c o u r a g e  the  out f low of 
c a p i t a l  and in tha t  way  the  a c c u m u l a t i o n  of d o l l a r s  by  f o r e i g n  g o v e r n -  
m e n t s  and c e n t r a l  b a n k s ,  who in  t u r n  can  buy  gold f r o m  us  and 
g e n e r a t e  the  gold ou t f lows  of the  kind we w e r e  s u f f e r i n g  in  the  
a u t u m n  of 1960. Second ,  and  at  the  s a m e  t i m e ,  to  m a i n t a i n  c o n d i -  
t i o n s  of r e a d y  a v a i l a b i l i t y  of funds  f o r  p r o d u c t i v e  i n v e s t m e n t  of a l l  
k i n d s  in  the  Un i t ed  S t a t e s .  

T h i s  i s  a n e a t  t r i c k ,  if  you  c a n  do i t ,  and we have  b e e n  u s i n g  
m i r r o r s  so f a r .  But  so f a r  i t  ha s ,  c o m p a r e d  to pas t  r e c e s s i o n  e x -  
p e r i e n c e ,  w o r k e d  out qui te  w e l l .  We have  m a i n t a i n e d  s h o r t - t e r m  
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m o n e y - m a r k e t  r a t e s  a t  l e v e l s  w h i c h  have  choked  up, and d r i e d  off, 
any  of the  n o r m a l ,  o l d - f a s h i o n e d  k inds  of i n t e r e s t - r a t e  a r b i t r a g e .  
Of c o u r s e ,  i n v e s t o r s  a r e  i n v e s t o r s .  T h e y  know wha t  we know,  and 
t h e y  f ind new w a y s  and new p o s s i b i l i t i e s ,  and we n e v e r  qui te  c a t c h  
up wi th  new i n s t r u m e n t s  and new t e c h n i q u e s .  Bu t  we a r e  h a r d  a t  i t  
a l l  the  t i m e ,  and it has  r e q u i r e d  us  to d e v e l o p ,  as  I s ay ,  a n u m b e r  
of new a p p r o a c h e s .  

B e f o r e  I get  in to  the  ones  tha t  app ly  s p e c i f i c a l l y  to  the  f o r e i g n  
e x c h a n g e  m a r k e t s  and r e l a t i o n s  wi th  the c e n t r a l  b a n k s  and t r e a s u r i e s  
of o t h e r  g o v e r n m e n t s ,  l e t  m e  t e l l  you  a w o r d  about  how i t  h a s  a l s o  
a f f e c t e d  ou r  own deb t  m a n a g e m e n t  h e r e .  What  we have  had to do in  
o r d e r  to r e i n f o r c e  t h i s  F e d e r a l  R e s e r v e  e f f o r t  i s  to s e e  to  it t ha t  we 
h e l p e d  to keep  v e r y  s h o r t - t e r m  m o n e y - m a r k e t  r a t e s  c o m p a r a t i v e l y  
h igh  whi le  at the s a m e  t i m e  m e e t i n g  the h o u s e k e e p i n g  r e q u i r e m e n t s  
to keep  a r e a s o n a b l e  p a r t  of our  F e d e r a l  deb t  p l a c e d  l o n g - t e r m ,  so 
tha t  we don ' t  have  i t  a l l  t u m b l i n g  a r o u n d  ou r  e a r s  f o r  r e f i n a n c i n g  
e v e r y  y e a r  o r  e v e r y  two y e a r s ,  but  w i thou t  i n t e r f e r i n g  wi th  the  f low 
of c a p i t a l  and s a v i n g s  into  p r o d u c t i v e  i n v e s t m e n t  in the p r i v a t e  s e c t o r .  

J u s t  a s  the  F e d  has  had i t s  d i f f i cu l t y  and n e e d e d  a few m i r r o r s  
so  have  we .  But  the  o v e r a l l  r e s u l t  in  the f i r s t  y e a r - - a n d  h e r e  I a m  
s h o r t e n i n g  a long  s t o r y  of l e g e r d e m a i n - - h a s  b e e n  tha t ,  wi th  an i n -  
c r e a s e  of about  $10 b i l l i o n  in o u t s t a n d i n g  T r e a s u r y  b i l l s  and o t h e r  
i n s t r u m e n t s  in one y e a r ,  we have  m a i n t a i n e d  and s u b s t a n t i a l l y  
r a i s e d  r i g h t  t h r o u g h  a r e c e s s i o n  p e r i o d ,  the  v e r y  s h o r t - t e r m  m o n e y -  
m a r k e t  r a t e s  of i n t e r e s t .  We have  n e u t r a l i z e d  the  i n t e r e s t  a r b i t r a g e  
i n c e n t i v e ,  m a i n t a i n i n g  l o n g e r - t e r m  r a t e s  of i n t e r e s t  and,  m o r e  
i m p o r t a n t l y ,  the  a v a i l a b i l i t y  of funds  in the l o n g - t e r m  m a r k e t ,  c o n -  
t i n u a l l y  at  the  l e v e l s  w h i c h  p r e v a i l e d  and w e r e  a p p r o p r i a t e  at  the  
v e r y  b o t t o m  of the r e c e s s i o n .  

So tha t  we have  b e e n  able  to e n c o u r a g e ,  t h r o u g h  the way  in w h i c h  
F e d e r a l  R e s e r v e  po l i cy  and d e b t - m a n a g e m e n t  po l i cy  have  b e e n  c o m -  
b i n e d ,  the k inds  of o b j e c t i v e s  tha t  I m e n t i o n e d  in the b e g i n n i n g .  Wi th  
a l l  of t h i s  l e g e r d e m a i n - - w h e n  I s ay  l e g e r d e m a i n  I a m  not b e i n g  d i s -  
r e s p e c t f u l  of t hose  who p u r c h a s e d  the s e c u r i t i e s - - t h e y  h e l p e d  to i n -  
ven t  the  t e c h n i q u e s  and exp l a in  the t e c h n i q u e s - - w e  have  b e e n  ab le  to 
e m e r g e  at  the end of t h i s  p e r i o d  wi th  an a v e r a g e  m a t u r i t y  of the deb t  
a s  long as  i t  w a s  when  we began .  We have  done t h i s  wh i l e  a d d i n g  $7 
b i l l i o n  to the t o t a l  and wh i l e ,  of c o u r s e ,  a l l  of the  o u t s t a n d i n g  debt  
w a s  ge t t i ng  one m o n t h  s h o r t e r  e v e r y  m o n t h .  So tha t  we have  of f se t  
the  ful l  e f f ec t  of the  p a s s a g e  of t i m e  as  w e l l .  
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We only hope we can go on, but, at any rate, for one year it 
has worked. These are things that have to be taken into account in 
the Treasury debt-management side of this effort, to stimulate 
growth at home and the conditions which will help assure a balance 
in our international accounts. 

The other thing that we have done has been on the side of direct 
contact and negotiations with foreign central banks and governments. 

You may have noticed--because this was a kind of thing that attracted 
a little interest in the newspapers--that when the German debt was 
being repaid last May, we arranged to take some of the proceeds 

not in dollars but in marks. Of course they are all in dollars now. 
What we did was take them in marks and, with a little bit of trading 
sense, sell them against dollars whenever the dollar was unduly 
weak against the mark in the foreign-exchange market. We had a 
lot of forward operations on the mark, things that had not been tried 
in this respect since the grand old man of Wall Street, named 
Leffingwell, was in the Treasury back in 1917, 1918, and 1919. We 
stumbled on his precedents and utilized them to the full. 

Since then, we have extended these operations to trading in 
Swiss francs, and now--I think it was in the papers today--to 
Italian lira, and to one or two others that haven't been in the papers 
but will be when they reach a larger scale. 

In all of this we have had to develop new trading skills, sensi- 
tivity, and techniques, and new relations including much closer con- 
tact with the foreign official financial community than it has been 
necessary to maintain in the past. I think while it imposes terrific 
wear and tear on the commuting airlines the result so far in this 
area, too, has been reasonably gratifying. 

It doesn't mean that we have come anywhere near solving the 
balance of payments problem. The figures that will be released in 
a few weeks on the fourth quarter are going to be reported by all the 
newspapers as just awful. They aren't that bad, but certainly they 
make very clear that the problem is far from over. We will have 
cut last year's overall balance of payments deficit by a third. We 
are going to have to go on cutting, if we possibly can, that same 
amount again in 1962, and do our darndest to get down to zero and 
balance by 1963. That's the target. It's not a promise. It's harder 
every inch of the way from now on, and it won't be done without a 
mammoth new effort to sell American goods abroad on the basis of 
competitive prices, and meanwhile it is going to continue to require 
a lot of abstinence on the part of all the rest of us in the way in which 
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g o v e r n m e n t a l  and o t h e r  funds  a r e  f r e e l y  d i s b u r s e d  a b r o a d ,  u n l e s s  
t h o s e  d i s b u r s e m e n t s  can  in s o m e  way  be d i r e c t l y  t i ed  e i t h e r  to the 
d i r e c t  e x p o r t  of goods  or  to a c o m p e n s a t i n g  a g r e e m e n t  on the  p a r t  
of the  c o u n t r i e s  r e c e i v i n g  those  goods  to p u r c h a s e  in the Un i t ed  
S t a t e s .  

Now, of c o u r s e ,  we a r e  a l l  h a r d  at  w o r k - - t h e  D e f e n s e  D e p a r t -  
m e n t  i n c l u d e d - - o n  a l l  of t h o s e  a s p e c t s .  

A d m i r a l ,  I have  t a l k e d  a long t i m e .  I have  c o v e r e d  e v e r y  s u b -  
j e c t  so swi f t ly  tha t  I a m  s u r e  I have  left  on ly  a dul l ,  g r a y  b l u r .  I 
would  v e r y  m u c h  l ike  to a n s w e r  any  q u e s t i o n s  tha t  I c a n ' t  e i t h e r  
e s c a p e  o r  s u g g e s t  t ha t  t hey  be s u b m i t t e d  in w r i t i n g .  

DR.  P O P P E :  G e n t l e m e n ,  Dr .  R o o s a  is  r e a d y  f o r  y o u r  q u e s -  
t i o n s .  

QUESTION: M r .  S e c r e t a r y ,  m y  q u e s t i o n s  c o n c e r n  the  r e l a t i v e  
i n d e p e n d e n c e  of the F e d e r a l  R e s e r v e  f r o m  the T r e a s u r y .  Is i t  t r u l y  
i n d e p e n d e n t  in y o u r  v i ew ,  or  has  i t  b e e n  o v e r  the p e r i o d  of y e a r s ,  
and why is it n e c e s s a r y  f o r  the P r e s i d e n t  to p r o p o s e  tha t  the  t e r m  of 
the  C h a i r m a n  now be c o - t e r m i n o u s  wi th  the P r e s i d e n t i a l  t e r m  ? 

DR.  ROOSA: As f a r  as  the  f u n d a m e n t a l  r e q u i r e m e n t  i s  c o n -  
c e r n e d ,  tha t  i s  tha t  the a g e n c y  of the G o v e r n m e n t  w h i c h  has  p r i m a r y  
r e s p o n s i b i l i t y  f o r  c o n t r o l  o v e r  the m o n e y  supp ly  can  n e v e r ,  and 
shou ld  n e v e r  be wi th in  the r e a c h  of the c o r r u p t i n g  i n f l u e n c e  of the  
people  who want  to b o r r o w  and spend  the m o n e y .  It has  to be an 
a r m s - l e n g t h  r e l a t i o n s h i p .  But ,  f o r  a n u m b e r  of r e a s o n s  tha t  I w a s  
a l s o  r e f e r r i n g  to h e r e  e a r l i e r ,  the  da i ly  a f f a i r s  of bo th  a g e n c i e s  
a r e  r e a l l y  i n t e r l o c k e d .  I u sed  to spend  at  l e a s t  ha l f  of the t i m e  
when  I w a s  in the F e d e r a l  R e s e r v e  Bank  of N e w  Y o r k  w o r k i n g  on 
T r e a s u r y  b u s i n e s s .  We w e r e  t h e i r  f i s c a l  a g e n t s  and t h i n g s  had to 
pa s s  t h r o u g h  the s a m e  h a n d s .  So tha t  the m a i n t e n a n c e  of th i s  i n -  
d e p e n d e n c e  i s  p a r t l y  the r e s u l t  of the c i r c u m s t a n c e s  we a r e  in.  

D u r i n g  t h i s  pas t  y e a r  I th ink  the i n d e p e n d e n c e  has  b e e n  t h e r e ,  
f i r m l y - - e v e r y  once  in a whi le  if I, if a l l  peop le ,  b e g a n  to t r a n s g r e s s ,  
I got  m y  k n u c k l e s  r a p p e d ,  a l l  r i g h t - - b u t  the  s i t u a t i o n s  in w h i c h  t h e r e  
would  be  a d i f f e r e n c e  b e t w e e n  us w e r e  v e r y  few.  When we w e r e  
w o r k i n g  out the  new a p p r o a c h  we w e r e  in fac t  w o r k i n g  tha t  out t o -  
g e t h e r .  

T a k i n g  t h i s  l i t t l e  s l i c e  of h i s t o r y ,  I would  s ay  tha t  the F e d  
would  have  b e e n  i n d e p e n d e n t  if i s s u e s  r e q u i r i n g  it  a r o s e .  T h e r e  
j u s t  d idn ' t  have  to be tha t  kind of t e s t  in t h i s  p e r i o d .  
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Now, how i s  th i s  m a i n t a i n e d  and how can  you  m a i n t a i n  i t ?  It 

c a n ' t  of c o u r s e ,  be p e r f e c t l y  done .  In t r y i n g  to se t  one a g e n c y  tha t  
i s  w i th in  the  G o v e r n m e n t  off in a s e p a r a t e  way  in s o m e  f a s h i o n ,  you 
a l w a y s  r u n  the  r i s k  tha t  t hey  wi l l  ge t  h e a d s t r o n g  and t r y  to push  the 
w h o l e  G o v e r n m e n t  a r o u n d  to t h e i r  way  of t h ink ing ,  too .  T h e r e f o r e ,  
i t  has  to be  an i n d e p e n d e n c e  which  is n o n e t h e l e s s  a s s u r e d  of a sa fe  
and c e r t a i n  c h a n n e l  of c o m m u n i c a t i o n  wi th  the A d m i n i s t r a t i o n .  
A s s u r a n c e  tha t  i n d e p e n d e n c e  can  in f ac t  be p r e s e r v e d  is  p r o v i d e d  
by  hav ing  a B o a r d  and an Open  M a r k e t  C o m m i t t e e  of m e m b e r s  
w h o s e  a p p o i n t m e n t s  a r e  so a r r a n g e d  tha t  no P r e s i d e n t  can  e v e r  
appo in t  a m a j o r i t y ,  no P r e s i d e n t  u n d e r  the  p r e s e n t  c o n s t i t u t i o n a l  
l i m i t a t i o n s  of h is  s t r e t c h  in o f f ice .  

T h e n ,  s i n c e  you  a r e  a s s u r e d  of tha t ,  the  only o t h e r  a s p e c t  i s  
t ha t  it i s  h igh ly  d e s i r a b l e  tha t  t h e r e  be  e s t a b l i s h e d  a f r e e  f low of 
c o m m u n i c a t i o n s  b e t w e e n  the A d m i n i s t r a t i o n  and the F e d e r a l  R e s e r v e ,  
not  fo r  the  p u r p o s e  of d o m i n a t i o n  but  fo r  a s s u r a n c e  tha t  t h e r e  wi l l  
be  s y m p a t h e t i c  u n d e r s t a n d i n g .  If t h e r e  is  a l w a y s  only  one p e r s o n ,  
and only  one ,  who in a s e n s e  has  the  fu l l  c o n f i d e n c e  of the P r e s i d e n t ,  
be  s u r e  he i s  in the  pos i t i on  of C h a i r m a n ;  but  he i s  only one p e r s o n  
a m o n g  e q u a l s ,  and he has  on ly  one vo te .  

The  f e e l i n g  i s  t ha t  the  r i s k s  w h i c h  have  s o m e t i m e s  o c c u r r e d  in 
the  pa s t  of hav ing  s c h i s m s  d e v e l o p  b e c a u s e  t h e r e  w a s  th i s  k ind of 
a l m o s t  a r t i f i c i a l  f r e e z i n g  of the  s e p a r a t i o n  at  the po l i cy  l e v e l  would  
be  m i n i m i z e d  if the  C h a i r m a n  w e r e  s o m e o n e  appo in ted  by the  
P r e s i d e n t  h i m s e l f .  

In t h i s  r e s p e c t  t h e r e  a r e ,  of c o u r s e ,  d i f f e r e n t  v i e w s  wi th in  the 
F e d e r a l  R e s e r v e  S y s t e m ,  bu t  t h i s  i s  a c t u a l l y  a point  o f  v i ew  wh ich  
w a s  s u g g e s t e d  by  C h a i r m a n  M a r t i n .  I d o n ' t  s u p p o s e  anybody  would  
have  n e c e s s a r i l y  thought  about  do ing  it  at  t h i s  s t age ,  e x c e p t  tha t  
t h e r e  w a s  a t h r e e - y e a r  s tudy  of the  F e d e r a l  R e s e r v e  S y s t e m  by an 
i n d e p e n d e n t  g roup ,  the  C o m m i s s i o n  on M o n e y  and C r e d i t .  T h e y  
p r o d u c e d  a r e p o r t ,  a v o l u m i n o u s  th ing  w h i c h  c o v e r e d  about  150 r e c -  
o m m e n d a t i o n s ,  and the  P r e s i d e n t  a s k e d  us  to go t h r o u g h  i t  and see  
w h i c h  of t h e m  w e r e  m e a n i n g f u l  and ought  to be  a c t e d  on. A f t e r  a 
lot  of  g o v e r n m e n t a l  s tudy  it w a s  d e c i d e d  tha t  t h i s  would  m a k e  s e n s e ,  
p a r t l y  b e c a u s e  the  F e d e r a l  R e s e r v e  C h a i r m a n  though t  i t  ought  to be  
d o n e .  So i t  b e c a m e  p a r t  of the  P r e s i d e n t ' s  l e g i s l a t i v e  p r o g r a m  f o r  
t h i s  y e a r .  

QUESTION:  You spoke  at  c o n s i d e r a b l e  l eng th  about  y o u r  r e -  
v i s i o n  of the  tax  b i l l  to i nduce  i n d u s t r y  to m a k e  m o r e  i n v e s t m e n t  in 
p r o d u c t i v i t y .  It a p p e a r s  t o d a y  f r o m  m a n y  a s p e c t s  of i n d u s t r y  tha t  
t h e y  a r e  not  w o r k i n g  at  fu l l  c a p a c i t y  at  the  p r e s e n t  t i m e .  Wi th  th i s  
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i n c r e a s e  in c a p a c i t y  fo r  p r o d u c t i o n ,  wha t  d o e s  c u r r e n t  g o v e r n m e n t  
p o l i c y - - p o s s i b l y  not  in  y o u r  f ie ld  of the  T r e a s u r y  D e p a r t m e n t - -  
i n t end  to do to t ake  c a r e  of t h i s  i n c r e a s e d  p r o d u c t i v i t y ,  o r  u t i l i z i n g  
i t  once it i s  in e x i s t e n c e  ? 

DR.  ROOSA: T h e r e  a r e  two m a i n  r e s p o n s e s  to t h i s  po in t .  The  
f i r s t  i s  tha t  the  e x c e s s  c a p a c i t y  now, in the  b r o a d ,  t a k i n g  the  c o u n -  
t r y  o v e r ,  is  i n e f f i c i e n t  c a p a c i t y .  It ought  to be  r e p l a c e d .  T a k e  the  
s t e e l  i n d u s t r y .  T h e r e  m a y  not  be any  p a r t i c u l a r  f u r n a c e s  i d l e ,  but  
t h e r e  a r e  whole  p lan t s  a n t i q u a t e d  by any s t a n d a r d s  a r o u n d  the  r e s t  
of the  w o r l d ,  and in  t i m e  ought  to be  r e p l a c e d .  T h a t ' s  one r e s u l t  
we e x p e c t  to get  f r o m  a l l o w i n g  new s h o r t e r ,  m o d e r n i z e d  d e p r e c i a -  
t i on  r a t e s ,  so tha t  an awfu l  lot of p lant  w h i c h  i s  r e l a t i v e l y  i n e f f i c i e n t  
and is  not u s e d  but  i s  j u s t  b e i n g  kept  a r o u n d ,  s o m e  of i t  in  m o t h -  
b a l l s ,  can  be w r i t t e n  off. S ince  i t  i s  not  e c o n o m i c a l l y  p r o d u c t i v e  
i t  w i l l  in  f ac t  d i s a p p e a r ,  and the  c o m p o s i t i o n  of p r o d u c i n g  p lant  in  
the  e c o n o m y ,  m o r e  and m o r e  of i t ,  w i l l  be a h igh ly  e f f i c i e n t ,  h igh ly  
t oo l ed ,  r e a l l y  m o d e r n  v a r i e t y .  T h a t ' s  one p a r t .  

The o t h e r  r e p l y  i s  tha t ,  to the  e x t e n t  t ha t  wha t  I have  sa id  
d o e s n ' t  fit  in p a r t i c u l a r  c a s e s - - a n d  t h e r e  a r e  i n s t a n c e s  of h igh ly  
e f f e c t i v e  i n s t a l l a t i o n s  tha t  a r e  j u s t  not  b e i n g  fu l ly  u s e d - - o f  c o u r s e  
t h e r e  wi l l  a l w a y s  be  s o m e  of t h o s e  as  p a r t  of the p r o c e s s  of a d y -  
n a m i c  e c o n o m y .  As  a m a t t e r  of f ac t ,  we u s e d  to p r o d u c e  buggy  
wh ips ,  and we d o n ' t  need  t h e m  any  m o r e .  H o w e v e r  e f f i c i e n t  s o m e  
p lan t s  a r e ,  t h e y  wi l I  j u s t  go out.  But ,  a p a r t  f r o m  tha t ,  the  o v e r a l l  
n a t i o n a l  s p e n d i n g  p o w e r ,  the  t o t a l  i n c o m e ,  the  t o t a l  v o l u m e  of c o n -  
s u m p t i o n - - a n d  I hope I was  c a r e f u l  to say  tha t  we a r e  not  p r o p o s i n g ,  
c o n t e m p l a t i n g ,  o r  v i s u a l i z i n g  tha t  t h e r e  wi l l  be  any  a c t u a l  r e d u c t i o n  
in c o n s u m p t i o n - - w i l l  go on r i s i n g ,  but  the r a t i o s  wi l l  c h a n g e .  The  
p r o p o r t i o n  of t o t a l  g r o s s  p r o d u c t  d e v o t e d  to  i n v e s t m e n t  m u s t  b e g i n  
to r i s e .  In tha t  p r o c e s s  the m e r e  g e n e r a t i n g  of a d d i t i o n a l  i n v e s t -  
m e n t  and the  e m p l o y i n g  of a d d i t i o n a l  c r e d i t  and s a v i n g s ,  and the  
m u l t i p l i e d  e f f e c t  w h i c h  t h e s e  th ings  have  on the  who le  s p e n d i n g  
s t r e a m  wi l l  in  t u r n  c r e a t e  a s u b s t a n t i a l  i n c r e a s e  in c o n s u m e r  b u y -  
ing  p o w e r ,  w h i c h  wi l l  t hen  b e c o m e  the  m a r k e t  fo r  s o m e  of the  
p r o d u c t s  of the  i n v e s t m e n t  i t s e l f ,  o r  of the p r e s e n t l y  id le  i n v e s t -  
m e n t .  

Th i s  i s  a p r e t t y  s c h e m a t i z e d  and l i q u e f i e d  d e s c r i p t i o n  and 
d o e s n ' t  sound p l a u s i b l e ,  but  in t e r m s  of the s i n e w s  of the  e c o n o m i c  
p r o c e s s  I th ink  tha t  is  the  way it  w i l l  w o r k  out .  So tha t  we wi l l  f ind,  
u n d e r  the c h a n g e s  tha t  c o m e  about ,  t ha t  t h e r e  wi l l  be  a g r e a t e r  r a t e  
of o b s o l e s c e n c e .  I t  w o n ' t  cos t  i n d u s t r y  any th ing .  It  w i l l  be t a k e n  
c a r e  of in the way  t h e i r  t a x e s  a r e  a s s e s s e d ,  so t h e y  can  a f f o r d  to 
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w r i t e  o l d  p l a n t  of f  f a s t e r .  T h e n  t h e  p l a n t  w h i c h  m a i n t a i n s  i t s  h i g h  
a b i l i t i e s  w i l l  i n  t u r n  b e  u t i l i z e d  m o r e  f u l l y  a s  t h e  e c o n o m y  c o n t i n -  
u e s  t o  g r o w .  I t  w i l l  g r o w  p a r t l y  on  t h e  b a s i s  of  t h e  s t i m u l u s  t o  
s p e n d i n g  t h a t  i s  i t s e l f  c r e a t e d  b y  t h e  a d d i t i o n a l  c r e d i t .  

QUESTION: M r .  S e c r e t a r y ,  a s  I u n d e r s t a n d  i t ,  a f t e r  t h e  
r e c e s s i o n  in  1959 one  r e a s o n  f o r  r e c o v e r y  w a s  t h e  s h a r p  c h a n g e  
f r o m  t h e  d e f i c i t  p o s i t i o n  to  t h e  s u r p l u s  p o s i t i o n ,  I t h i n k ,  on  t h e  
o r d e r  o f  m a g n i t u d e  of  $12 o r  $13 b i l l i o n .  N o w  we h a v e  b e e n  in  a 
d e f i c i t  c a s h  p o s i t i o n  a n d  y o u  s a y  we  a r e  c o m i n g  t o  a s u r p l u s  c a s h  
p o s i t i o n  of I g u e s s  a b o u t  t he  s a m e  o r d e r  of  m a g n i t u d e .  W o u l d  n o t  
t h i s  o f f s e t  t h e  i m p a c t  of t h i s  s i t u a t i o n ?  

D R .  R O O S A :  T h i s  i s  t r u l y  a c a s e  w h e r e  I c a n  s a y  I a m  d e -  
l i g h t e d  y o u  a s k e d  t h i s  q u e s t i o n .  I w o u l d  s a y  t h a t  t h e  d i f f e r e n c e  we  
a r e  m o s t  p r o u d  of  i n  w h a t  i s  p a r t l y  t h e  a c c i d e n t a l  b e h a v i o r  of  f i s c a l  
p o l i c y  ( b u t  w h i c h  we  w o u l d  l i k e  t o  s a y  w a s  e n t i r e l y  p l a n n e d )  i s  t h a t  
t h i s  t i m e  we  n e v e r  r e a c h e d  a d e f i c i t  of t h e  m a g n i t u d e  of  1959,  a n d  
w e  d o  n o t  t h i n k  we h a v e  h a d  s u c h  a r a p i d  t u r n a r o u n d  of t h e  d e f i c i t  
t o  a s u r p l u s  p o s i t i o n ,  w h i c h  in  1 9 5 9 - 1 9 6 0 ,  i n  o u r  j u d g m e n t ,  g a v e  
t h e  e c o n o m y  s u c h  a r e a l  s h o c k  t h a t  i t  h e l p e d  h a l t  a l o t  of  t h i n g s  
t h e r e  w e r e  u n d e r  w a y ,  a n d  r e a l l y  m a d e  i t  u n l i k e l y ,  i f  n o t  i m p o s s i b l e ,  

f o r  t h e  e c o n o m y  to  e x p a n d .  

We w o u l d  l i k e  t o  t h i n k  i t  h a s  b e e n  a v o i d e d  t h i s  t i m e .  W h e n  y o u  
s e e  i t  i n  t h e  q u a r t e r l y  f i g u r e s ,  a n d  w h e n  i t  g e t s  t r a n s l a t e d  i n t o  t h e  
i n c o m e  a n d  p r o d u c t  a c c o u n t ,  and  f r o m  t h e r e  i n t o  t h e  m o n e y  f l o w  
a c c o u n t s - - w e  a r e  o n l y  g u e s s i n g  now, b e c a u s e  t h e s e  d a t a  c o m e  u p  
w i t h  a v e r y  l o n g  l a g ,  s o  l o n g  a f t e r w a r d  t h a t  i t  d o e s n ' t  h e l p - - y o u  
w i l l  s e e  t h a t  we  h a v e  n o t  o n l y  s t u d i e d  t h e  e a r l i e r  p e r i o d  v e r y  c a r e -  
f u l l y ,  b u t  h a v e  d o n e  e v e r y t h i n g  w i t h i n  o u r  c a p a b i l i t i e s  t o  a v o i d  t h a t  
k i n d  of s u d d e n  c h a n g e .  

T h e r e  w e r e  d i f f e r e n c e s  i n  t h e  A d m i n i s t r a t i o n  a b o u t  t h i s ,  a n d  
t h e r e  a l w a y s  w i l l  b e .  T h e r e  w e r e  a lo t  of  p e o p l e  l a s t  A p r i l  w h o  
w a n t e d  to  h a v e  a t a x  c u t  a n d  r u n  u p  a m u c h  h i g h e r  d e f i c i t .  T h e  
P r e s i d e n t  d e c i d e d  n o t  t o  do  i t .  One  r e a s o n  he  d i d  w a s  b e c a u s e  he  
w a s  g i v e n  t h i s  r e c o r d  a n d  s a w  t h a t  t h e  l a s t  t i m e ,  w h e n  t h e y  r a n  up  
s u c h  an  e n o r m o u s  d e f i c i t ,  i t  h a d  b o t h  t h e  r e s u l t  o f  s e t t i n g  off  a l o t  
o f  t h i n g s  w h i c h  t h e n  h a d  t o  b e  c a u g h t  up  s h o r t  r a t h e r  s o o n  a s  t h e  
e c o n o m y  t u r n e d  a r o u n d ,  b e c a u s e  t h e y  w e r e  a p p l y i n g  t o o  m u c h  m e d i -  
c i n e  f o r  t h e  n a t u r e  o f  t h e  p r o b l e m .  T h e n ,  in  a d d i t i o n  to  t h a t ,  t h e  
F e d e r a l  R e s e r v e  h a d  f o u n d ,  w h e t h e r  i t  h a d  i n d e p e n d e n c e  o r  n o t  
t h a t  i t  w a s  g e n e r a t i n g  a lo t  o f  n e w  m o n e y  to  f l o a t  t h e  $12 b i l l i o n  
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d e f i c i t  of 1959, so tha t ,  once  the  t u r n a r o u n d  o c c u r r e d ,  and t h e y  had 
to b e g i n  to app ly  a l i t t l e  r e s t r a i n t ,  t h e r e  was  so m u c h  l i q u i d i t y  in  
the  b a n k s  tha t  t hey  b e g a n  to see  s igns  of an i n f l a t i o n a r y  p a t t e r n  
d e v e l o p i n g ,  b e c a u s e  t h e r e  w a s  j u s t  a l l  of t h i s  m o n e y  a r o u n d .  T h e y  
had to b e g i n  r e s t r i c t i n g  the  m o n e y  supp ly  and pu l l ing  i t  b a c k  long  
b e f o r e  the e c o n o m y  had e v e n  r e a c h e d  the  p r e v i o u s  peak  l e v e l s .  So 
the  e x a g g e r a t e d  T r e a s u r y  o p e r a t i o n s  had s u p e r i m p o s e d  on the  
F e d e r a l  R e s e r v e  a b u r d e n  w h i c h  w a s  in i t s e l f ,  as  it  w a s  b e i n g  u n -  
wound,  c o n t r i b u t i n g  to a n o t h e r  s t age  of c y c l i c a l  i n s t a b i l i t y .  

We m a y  not have  d i a g n o s e d  th i s  r i g h t ,  and,  as  I s ay ,  in a n -  
o t h e r  y e a r  we wi l l  know m o r e  about  i t .  But  ou r  e f f o r t  ha s  b e e n  to 
w a t c h  tha t  r e c o r d  v e r y  c a r e f u l l y .  As you say ,  a $12 b i l l i o n  d e f i c i t  
wen t  o v e r  in to  a s u r p l u s .  T h a t  i s  what  h a p p e n e d .  The  swing  was  
f r o m  the g e n e r a t i o n  of i n c o m e  at  an  a n n u a l  r a t e  of $12 b i l l i o n  o v e r  
and above  t a x e s  to a b a l a n c e  only two q u a r t e r s  l a t e r ,  and to a s u r -  
p lus  at  an a n n u a l  r a t e  of a lxnost  $8 b i l l i o n  in a f u r t h e r  two q u a r t e r s .  
The  a c t u a l  s w i n g  was  a l m o s t  $20 b i l l i o n  a n n u a l  r a t e  o v e r  a f i v e -  
q u a r t e r  i n t e r v a l .  T h i s  g i g a n t i c  s h o c k  to the  e c o n o m y  w a s  r e a l l y  
s e v e r e .  

Now,  t h e r e  have  b e e n  no s i m i l a r  s h a r p  q u a r t e r - t o - q u a r t e r  
c h a n g e s  th i s  t i m e ,  s e a s o n a l l y  a d j u s t e d ,  as  t hose  f i g u r e s  w e r e .  

QUESTION: M r .  S e c r e t a r y ,  I r e a l i z e  the  m a j o r  p o r t i o n  of the 
fund,  p r o b a b l y ,  fo r  the m o d e r n i z a t i o n  w h i c h  you  a d v o c a t e ,  wou ld  
c o m e  f r o m  the  d e p r e c i a t i o n  a l l o w a n c e s .  U n d e r  the c i r c u m s t a n c e s ,  
f o r  e x a m p l e ,  tha t  we r e c e n t l y  m e t  in ou r  t r i p  to the W e s t  C o a s t  and 
our  t a l k s  to peop le ,  a p r e s e n t  p i e c e  of e q u i p m e n t  would  cos t ,  s ay  
$10 ,000 ,  and a r e p l a c e m e n t  p i ece  of e q u i p m e n t  m a y  c o s t  $100 ,000 .  
Wi l l  it  not be n e c e s s a r y  to do s o m e t h i n g  to g e n e r a t e  a d d i t i o n a l  
s a v i n g s  and i n v e s t m e n t s  to t ake  c a r e  of t h i s ?  Should  we not ,  a s  a 
r e s u l t  of tha t ,  r e d u c e  the  52 p e r c e n t  tax  on c o r p o r a t i o n s  to e n c o u r -  
age  people  to put t h e i r  s a v i n g s  in the i n d u s t r y ,  tha t  i s ,  to i n c r e a s e  
d i v i d e n d  p a y m e n t s ,  w h i c h  would  p e r h a p s  m a k e  up the d i f f e r e n c e  ? 

DR.  ROOSA: T h e r e  a r e  r e a l l y  two q u e s t i o n s  t h e r e .  The  f i r s t  
i s  tha t  the r e p l a c e m e n t  cos t  of i d e n t i c a l  o r  s i m i l a r  e q u i p m e n t  i s  so 
m u c h  h i g h e r  tha t  s i m p l e  p r o v i s i o n  of a d d i t i o n a l  d e p r e c i a t i o n  w o n ' t  
be  e n o u g h .  T h a t  i s  a v e r y  t a n g l e d  s t o r y .  I c o v e r e d  two p a r t s  of i t  
by  i n d i c a t i n g  tha t  the d e p r e c i a t i o n  r e f o r m  at  l e a s t  g i v e s  y o u  the  i n -  
d u c e m e n t  to t ake  on the  c o m m i t m e n t ,  b e c a u s e  you  know tha t  the  n e w  
one,  the m o r e  c o s t l y  one,  can  be w r i t t e n  off m u c h  f a s t e r  a g a i n s t  
i n c o m e .  But  then ,  s e c o n d l y ,  I sa id  tha t  we w a n t e d  to m a k e  s u r e ,  
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t a x  r a t e s .  I g u e s s  we  h a v e  s a i d  t h i s  p u b l i c l y .  O u r  h o p e ,  i n c i d e n -  
t a l l y ,  w a s  t h a t  a l l  t h e  t a x  p a c k a g e  I d e s c r i b e d  t h i s  m o r n i n g  w a s  
g o i n g  t o  b e  p a s s e d  l a s t  y e a r .  I f  t h a t  h a d  o c c u r r e d ,  one  t h i n g  we  d i d  
h a v e  p r e p a r e d  w a s  a r e d u c t i o n  i n  t h e  c o r p o r a t e  t a x  r a t e  t h i s  y e a r ,  
to  49 o r  50 p e r c e n t .  T h a t  h a s  n o w  b e e n  s c r a p p e d .  F o r  t h e  f u t u r e  
w e  d o n ' t  k n o w  j u s t  h o w  t h a t  w i l l  c o m e  o u t  i n  r e l a t i o n  to  i n d i v i d u a l  
t a x - r a t e  t h i n k i n g .  

C e r t a i n l y  o u r  t h i n k i n g  i s  a l o n g  y o u r  l i n e .  

QUESTION: M r .  S e c r e t a r y ,  w e  h a v e  h e a r d  a n u m b e r  o f  v i e w s  
e x p r e s s e d  f r o m  t h e  p l a t f o r m  a b o u t  t h e  d e s i r a b i l i t y  o f  t e r m i n a t i n g  
t h e  20 o r  25 p e r c e n t  g o l d  r e q u i r e m e n t  i n  o u r  n a t i o n a l  c u r r e n c y .  
W e ' v e  h a d  a b a n k e r ' s  v i e w ,  w e ' v e  h a d  a p h i l o s o p h i c  v i e w ,  a n d  r e -  
c e n t l y  we  h a d  a f r e e  m a r k e t  v i e w .  I w o n d e r  i f  y o u  w o u l d  a s s a y ,  
f r o m  y o u r  p o s i t i o n  in  t h e  T r e a s u r y ,  a t r u l y  n a t i o n a l  v i e w  a b o u t  w h a t  
w e  s h o u l d  do  a b o u t  g o l d .  

D R .  R O O S A :  W h a t  we  s h o u l d  do  a b o u t  g o l d  i s  a n  e v e n  b i g g e r  
q u e s t i o n  t h a n  t h e  one  o n  t h e  25 p e r c e n t  r e q u i r e m e n t .  I w o u l d  l i k e  
t o  t h i n k  t h a t  a t r u l y  n a t i o n a l  p o i n t  o f  v i e w  r e f l e c t s  t h e  t h i n k i n g  of  a l l  
t h o s e  y o u  m e n t i o n e d - - a  b a n k e r ,  a p h i l o s o p h e r ,  a n d  t h e  f r e e  m a r k e t  
o n e ,  a s  y o u  p u t  i t .  I a m  m a k i n g  a s p e e c h  t o m o r r o w ,  t h i s  t i m e  o n e  
t h a t  I h a v e  w r i t t e n  ou t ,  i n  w h i c h  I ' v e  g o t  a l m o s t  an  a n s w e r  to  t h a t  
q u e s t i o n .  

T h e  b a s i c  p o i n t  i s  t h i s .  We m u s t  i n  t h e  U n i t e d  S t a t e s  m a i n t a i n  
a l a r g e  s u p p l y  o f  g o l d .  We m u s t  m a i n t a i n  t h e  $35 p r i c e ,  b e c a u s e  
t h i s  i s  t h e  b u l w a r k  on  w h i c h  a l l  o t h e r  c u r r e n c i e s ,  h i t c h e d  to  t h e  
d o l l a r  t h r o u g h  f i x e d  e x c h a n g e  r a t e s ,  r e s t .  So i t  i s  f u n d a m e n t a l  t h a t  
w e  t a k e  t h e  a c t i o n  to  p r o t e c t  a l a r g e  g o l d  r e s e r v e .  

W h e t h e r  i t  h a s  25 p e r c e n t  a s  a r e q u i r e m e n t  i s  r e a l l y  i r r e l e v a n t .  
T h e  f a c t  o f  h a v i n g  s u c h  a r e q u i r e m e n t  h a s  i n  t h e  p a s t ,  m a n y  y e a r s  
a g o ,  b e e n  r e g a r d e d  a s  a r e s t r a i n t  on  t h e  e x t e n t  t o  w h i c h  t h e  F e d e r a l  
R e s e r v e  w o u l d  c r e a t e  n e w  m o n e y .  S i n c e ,  w h e n  we  h a d  p l e n t y  o f  
g o l d - - a n d  we  a r e  s t i l l  i n  f a i r  s h a p e - - t h e  F e d e r a l  R e s e r v e  n e v e r  
f e l t  t h a t  t h a t  l i m i t  w a s  an  e f f e c t i v e  r e s t r a i n t  o n  i t  a n d  i t  i m p o s e d  
r e s t r a i n t s  f a r  b e f o r e  i t  e v e r  r e a c h e d  t h a t  p o i n t ,  t h e r e  i s n ' t  a n y  r o l e  
s e r v e d  b y  t h e  25 p e r c e n t  a s  a l i m i t  o n  t h e  F e d e r a l  R e s e r v e .  We 
a r e  r e l y i n g  on  t h e i r  j u d g m e n t  a n d  t h e i r  r e s t r a i n t  in  a b r o a d e r  p a t -  
t e r n  of  r e s p o n s i b i l i t y .  

So y o u  c o m e  d o w n  to  t h i s :  T h a t  25 p e r c e n t  r e q u i r e m e n t  i s  a n  
i n h e r i t e d  f a c t  of  e x i s t i n g  l e g i s l a t i o n ,  i n i t i a l l y  i m p o s e d  f o r  a r e a s o n  
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w h i c h  no l o n g e r  e x i s t s .  But  gold i s  s u r r o u n d e d  by m o r e  e m o t i o n s ,  
a s  w e l l  as  m o r e  s h i b b o l e t h s ,  than  any  o t h e r  c o m m o d i t y  o r  a s p e c t  
of  ou r  e c o n o m i c  l i fe .  T h e r e f o r e  I would  say  tha t  you  canno t  t ake  
tha t  r e q u i r e m e n t  off u n l e s s  the people  a s  a whole  th ink  tha t  i t  
d o e s n ' t  m a t t e r .  It i s  going  to take  a wh i l e  b e f o r e  we r e a c h  tha t  

s t a g e .  

DR.  P O P P E :  D r .  R o o s a ,  in b e h a l f  of the C o m m a n d a n t ,  the  
f a c u l t y ,  and the  s t u d e n t s ,  I t hank  you  f o r  a v e r y  f ine p r e s e n t a t i o n  

t h i s  m o r n i n g .  
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