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CAPTAIN HARROLD: Admiral Rose, General Quill, G e n t l e m e n :  
T h i s  m o r n i n g  we  s t a r t  o u r  s e c o n d  w e e k  of  the un i t  c o n c e r n e d  w i th  
e c o n o m i c  s t a b i l i z a t i o n .  M a n y  of the  c o m m e n t s  and  m u c h  of  the  d i s -  
c u s s i o n  c o n c e r n i n g  e c o n o m i c  m a t t e r s  a r e  r e l a t e d  to the  v a r i o u s  f a c e t s  
of  e c o n o m i c  d i s e q u i l i b r i u m .  

O u r  s p e a k e r  th i s  m o r n i n g  w i l l  t r e a t  t h o s e  a s p e c t s  of  e c o n o m i c  
s t a b i l i z a t i o n  w h i c h  p e r t a i n  to e c o n o m i c  g r o w t h .  We a r e  f o r t u n a t e  to 
h a v e  w i th  us  an  o l d  f r i e n d  of  the  I n d u s t r i a l  C o l l e g e ,  M r .  L e o n  H.  
K e y s e r l i n g .  

M r .  K e y s e r l i n g  w a s  C h a i r m a n  of  the  C o u n c i l  of  E c o n o m i c  A d v i s e r s  
u n d e r  P r e s i d e n t  T r u m a n .  P r e s e n t l y  he  i s  P r e s i d e n t  of  the  C o n g r e s s  on  
E c o n o m i c  P r o g r e s s  and  i s  a r e c o g n i z e d  a u t h o r i t y  in  the  v e r y  c o m p l i -  
c a t e d  f i e l d  of  e c o n o m i c s .  H e  w i l l  s p e a k  to us  t o d a y  o n " T h e P o t e n t i a l o f  
the  A m e r i c a n  E c o n o m y . "  

M r .  K e y s e r l i n g ,  i t  i s  a g r e a t  p l e a s u r e  to w e l c o m e  y o u  b a c k  to  
t h i s  p l a t f o r m  f o r  the  e i g h t h  t i m e  a n d  to i n t r o d u c e  y o u  to the  C l a s s  of  
1962 .  

M R .  K E Y S E R L I N G :  F i r s t  of  a l l ,  I w a n t  to t h a n k  w h o e v e r  m a y  be  
r e s p o n s i b l e  f o r  the  c o r d i a l i t y  i n v o l v e d  in  h a v i n g  m e  b a c k  h e r e  s o  m a n y  
t i m e s .  I h a v e  n e v e r  q u i t e  k n o w n  the  r e a s o n .  I don~t k n o w  w h e t h e r  i t  
i s  b e c a u s e  a n  a u d i e n c e  h a s  the  f o r t i t u d e  to g e t  u s e d  to  a n y t h i n g ,  o r  
w h e t h e r  i t  i s  b e c a u s e  y o u  f e e l  t ha t  y o u  c a n ' t  t e a c h  a n  o l d  d o g  n e w  t r i c k s .  
B u t  I t h i n k  t h a t  b e y o n d  t h i s ,  i t  r e p r e s e n t s  an  a p p r e c i a t i o n ,  no t  n e c e s -  
s a r i l y  t ha t  I a m  r i g h t ,  b u t  t h a t  a t  l e a s t  t h a t  I s a y  w h a t  I t h i n k ,  w h i c h  
i s  v a l u a b l e .  

W h e n  w e  t a l k  a b o u t  t he  p o t e n t i a l  of  the  A m e r i c a n  e c o n o m y ,  w e  m u s t  
r e a l i z e  t h a t ,  j u s t  a s  the  p o t e n t i a l s  of  a m a n  a r e  no t  r e a l l y  m e a s u r a b l e  
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e x a c t l y ,  and  d e p e n d  upon not  on ly  h is  h e i g h t  and  h is  w e i g h t  but  a l s o  
upon  h i s  e d u c a t i o n ,  h is  t r a i n i n g ,  h i s  a t t i t u d e s ,  h i s  s e n s i t i v i t y ,  the en -  
v i r o n m e n t  in w h i c h  he l i v e s ,  and m a n y  o t h e r  i m p o n d e r a b l e s ,  and e v e n  
a c c i d e n t s ,  th is  m u s t  be e v e n  m o r e  t r u e  of a g r e a t  e c o n o m y  of m o r e  
than 180 m i l l i o n  p e o p l e  wh ich  h a s  s o  m a n y  f a c t o r s  in it .  

The  A m e r i c a n  e c o n o m y  h a s  no one p o t e n t i a l .  We l e a r n e d  in w a r -  
t i m e  tha t ,  e v e n  wi th  15 m i l l i o n  of o u r  m o s t  e f f e c t i v e  p r o d u c e r s  w i t h -  
d r a w n  f r o m  the p r o d u c t i v e  p r o c e s s e s  and b r o u g h t  in to  the A r m e d  F o r c e s ,  
w h e r e  t hey  s e r v e d  a n o t h e r  u s e f u l  p u r p o s e  if  no t  an e c o n o m i c  p u r p o s e ,  
o u r  e c o n o m y  g r e w  by  9 p e r c e n t  a y e a r ,  wh ich  w a s  a b o u t  t w i c e  wha t  we 
think of a s  the o p t i m u m  p o t e n t i a l  in r e l a t i v e  p e a c e t i m e ,  and,  a s  we  a l l  
know,  a l m o s t  f o u r  t i m e s  a s  f a s t  a s  we h a v e  b e e n  go ing  in the y e a r s  
s i n c e  1953. 

So i t  m i g h t  be  s a i d ,  w i th in  r e a s o n a b l e  b o u n d s - - a n d  t h o s e  b o u n d s  
e x c e e d  w h a t  we h a v e  a c t u a l l y  d o n e - - t h e  p o t e n t i a l  of  the A m e r i c a n  
e c o n o m y  i s  w h a t e v e r  we  wan t  to m a k e  i t ,  and  how f i r m l y  we r i s e  to the 
c h a l l e n g e  of d o m e s t i c  n e e d s  and w o r l d w i d e  c o m p e t i t i o n .  We can  g r o w  
a t  a l m o s t  any  r e a s o n a b l e  r a t e  we wan t  to. B u t  we w a n t  to g r o w  a t  a 
r a t e  w h i c h  m a i n t a i n s  o t h e r  v a l u e s - - t h e  v a l u e s  of  not  b e i n g  u n d e r  too  
m a n y  f o r c e d  p r e s s u r e s  a t  any  one t i m e ,  the v a l u e s  of no t  h a v i n g  s o  
m u c h  c e n t r a l i z a t i o n  that  we l o s e  s o m e  of  the f l e x i b i l i t y  and wha t  we c a l l  
f r e e d o m  in an e c o n o m i c  s e n s e .  

So t h e r e  a r e  m a n y  c h o i c e s  and  m a n y  v a l u e s  i n v o l v e d  in th is  p r o b -  
l e m  of e c o n o m i c  g r o w t h .  B u t  a n y h o w ,  l e t  m e  s e t  down a f ew  t h e o r e m s .  
In the f i r s t  p l a c e ,  l e t  us s a y  tha t  e c o n o m i c  g r o w t h  i s  g r o w t h  in o u r  
t o t a l  n a t i o n a l  p r o d u c t ,  o r  g r o s s  n a t i o n a l  p r o d u c t ,  a s  the e c o n o m i s t s  c a l l  
i t - - t h e  t o t a l  o u t p u t  of  g o o d s  and  s e r v i c e s  u s e d  f o r  a l l  p u r p o s e s .  L e t  us  
s a y ,  s e c o n d ,  tha t  how it  i s  u s e d  is  qu i t e  a s  i m p o r t a n t  a s  how m u c h  it  
g r o w s .  The o b v i o u s  e x a m p l e  i s  tha t  o u r  g r o s s  n a t i o n a l  p r o d u c t  c an  
g r o w  at  a v e r y  s a t i s f a c t o r y  r a t e ,  but ,  i f  we u s e  too l a r g e  a p a r t  of  i t  f o r  
t i n s e l  and g l o s s ,  we can  b e c o m e  l ike  C a r t h a g e ,  of  w h i c h  I h a v e  b e e n  
r e a d i n g  the h i s t o r y  aga in ,  w h i c h  g i l d e d  the r o o f s  of i t s  h o u s e s  wi th  
gold  and w o u l d n ' t  a l l ow  any  e l e p h a n t s  to H a n n i b a l ,  and  w a s  u l t i m a t e l y  s o  
d e s t r o y e d  tha t  n o b o d y  k n o w s  e v e n  wha t  the e x a c t  s i t e  of the c i t y  w a s .  

In the nex t  p l a c e  we  h a v e  to r e a l i z e ,  w h a t  i s  e v e n  m o r e  i m p o r t a n t  
and wha t  i s  f a r  l e s s  s t r e s s e d  by  m a n y  e c o n o m i s t s ,  no t  on ly  tha t  g r o w t h  
is  i m p o r t a n t  a c c o r d i n g  to how we u s e  the p r o d u c t ,  bu t  a l s o  tha t  how we 
u s e  the p r o d u c t  a f f e c t s  the a m o u n t  of g r o w t h .  Th i s  i s  the p r o b l e m  of 
e c o n o m i c  e q u i l i b r i u m ,  to w h i c h  a l l u s i o n  w a s  m a d e  in the g e n e r o u s  



i n t r o d u c t i o n  I r e c e i v e d .  B a s i c a l l y ,  i f  we u s e  o u r  e c o n o m y  in the 
w r o n g  way ,  it  d o e s  not  g row as  w e l l  n o r  as  f a s t  as  i t  shou ld .  The  
g r e a t  p r o b l e m  of e c o n o m i c  e q u i l i b r i u m  bo i l s  down to a s i m p l e  p r o p o s i -  
t i o n - - t h e  r e l a t i o n s h i p  b e t w e e n  the a m o u n t  of o u r  r e s o u r c e s  tha t  we put 
i n to  the i n s t r u m e n t s  of p r o d u c t i o n  and  the a m o u n t  of o u r  r e s o u r c e s  t ha t  
we put in to  wha t  I ca l l  the u l t i m a t e  d e m a n d s  f o r  p r o d u c t s ,  the u l t i m a t e  
d e m a n d s  f o r  p r o d u c t s  b e i n g  both p r i v a t e  and  publ ic ,  b e i n g  r e p r e s e n t e d  
p r i v a t e l y  by the s p e n d i n g  of the A m e r i c a n  f a m i l y ,  by a l l  the th ings  tha t  
i t  buys  and  u s e s ,  and  b e i n g  r e p r e s e n t e d  p u b l i c l y  by wha t  g o v e r n m e n t s  
do, w h e t h e r  f o r  e d u c a t i o n  o r  n a t i o n a l  d e f e n s e  o r  r o a d s  o r  a n y t h i n g  e l s e  
tha t  g o v e r n m e n t s  e x e r c i s e  d e m a n d s  f o r .  S o m e t i m e s  the g o v e r n m e n t  
o u t l a y s  a r e  c a l l e d  i n v e s t m e n t s ,  but  I th ink  this  i s  a l i t t l e  c o n f u s i n g ,  b e -  
c a u s e  the G o v e r n m e n t ,  m a i n l y  s p e a k i n g ,  does  not  i n v e s t  in  p r o d u c t i v e  
f a c i l i t i e s ,  e x c e p t  in r a r e  i n s t a n c e s .  

I th ink  the s i m p l e s t  m e t h o d  of c l a s s i f i c a t i o n  is  to ta lk  abou t  i n -  
v e s t m e n t  in the m e a n s  of p r o d u c t i o n  on the one h a n d  and  d e m a n d  f o r  
u l t i m a t e  p r o d u c t s ,  both  p r i v a t e  and  pub l i c ,  on the o t h e r  hand .  If the 
i n v e s t m e n t  g r o w s  too f a s t  r e l a t i v e  to the u l t i m a t e  d e m a n d ,  we ge t  a 
low and  u n s a t i s f a c t o r y  r a t e  of g r o w t h ,  b e c a u s e  we get  u n u s e d  p lan t  
c a p a c i t y  in  g r e a t  v o l u m e  and  u n u s e d  l a b o r  f o r c e  in g r e a t  v o l u m e ,  and  
th i s  c a u s e s  d e l i b e r a t e  c u t b a c k s  wh ich  t u r n  the e c o n o m y  d o w n w a r d .  If 
the d e m a n d  f o r  u l t i m a t e  p r o d u c t s  g r o w s  too f a s t  r e l a t i v e  to the i n v e s t -  
m e n t  in p r o d u c t i v e  c a p a c i t y ,  we ge t  i n f l a t i o n  r a t h e r  than  g r o w t h - - t h e  
c l a s s i c  type  of i n f l a t i on ;  too m u c h  m o n e y  c h a s i n g  too few g o o d s - - b e -  
c a u s e  the d e m a n d  c a n  t r a n s l a t e  i t s e l f  only  in to  b idd ing  up the p r i c e  
r a t h e r  than  in to  e f f e c t i v e  s e r v i c i n g  b e c a u s e  the p lan t  c a p a c i t y  i s n ' t  
t h e r e  to m e e t  the s o - c a l l e d  d e m a n d .  T h i s  is  the c e n t r a l  p r o b l e m  of 
e c o n o m i c  e q u i l i b r i u m .  

What  a r e  o u r  p o t e n t i a l s  of g r o w t h ,  s u b j e c t ,  of c o u r s e ,  to the 
r e s e r v a t i o n  I m a d e  tha t  t h e r e  is  no one  f i x e d  f i g u r e ?  I ' l l  g ive  y o u a  r a t h e r  
s i m p l e  f o r m u l a  w h i c h  s u i t s  m o s t  p u r p o s e s .  B a s i c a l l y ,  o u r  p o t e n t i a l  
f o r  g r o w t h  is  b a s e d  upon  two th ings :  F i r s t ,  the g r o w t h i n  the l a b o r  f o r c e ,  
tha t  i s ,  p e o p l e  a v a i l a b l e  f o r  e m p l o y m e n t .  Th i s  i s n ' t  on ly  e m p l o y m e n t  
in o v e r a l l s  o r  e m p l o y m e n t  in wh i t e  s h i r t s .  I t ' s  the to t a l  n u m b e r  of 
peop le  g a i n f u l l y  e m p l o y e d  on the f a r m  as  w e l l  as  in  the  f a c t o r y ,  in  m a n -  
a g e r i a l  c a p a c i t i e s  a s  w e l l  as  in w o r k  c a p a c i t i e s - - i t ' s  a l l  w o r k ,  but  y o u  
know wha t  I m e a n - - p e o p l e  e m p l o y e d  f o r  s a l a r i e s  a s  w e l l  as  f o r  w a g e s ,  
and  e v e n  peop le  e m p l o y e d  f o r  i n c o m e  w h i c h - t h e y  e a r n  t h e m s e l v e s .  
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The g r o w t h  in the l a b o r  f o r c e  p o t e n t i a l l y  is abou t  1 to 1 .75  p ~ r c e n t  
a y e a r ,  d e p e n o i n g  upon the b i r t h  r a t e  in the p r e c e d i n g  p e r i o d ,  s a y ,  
18 to 20 y e a r s  ago.  But ,  whi le  the p o t e n t i a l  g r o w t h  of the l a b o r  f o r c e  
is  wi th in  a r e l a t i v e l y  n a r r o w  r a n g e ,  the a c t u a l  g r o w t h  in the l a b o r  f o r c e  
d e p e n d s  m u c h  m o r e  than we u s u a l l y  t h i n k - - a n d  I b e l i e v e  that  th i s  is  one 
of the g r e a t  o v e r s i g h t s  in e c o n o m i c  t h i n k i n g - - i t  d e p e n d s  g r e a t l y  upon 
the e c o n o m i c  e n v i r o n m e n t .  

To  t ake  the v e r y  s i m p l e s t  e x a m p l e ,  to wh ich  I~Ii r e f e r  a g a i n  l a t e r ,  
the l a b o r  f o r c e  in J a n u a r y  1962 was  a b o u t  1 0 0 , 0 0 0  l o w e r  than in 
J a n u a r y  1961. The  l a b o r  f o r c e  in D e c e m b e r  1961 w a s  the s a m e  as  in 
D e c e m b e r  1960, when  i t  s h o u l d  have  g r o w n  by m o r e  than a m i l l i o n ,  
b e c a u s e  the e c o n o m i c  e n v i r o n m e n t  w a s  o p e r a t i n g  to d i s c o u r a g e  p e o p l e  
f r o m  e n t e r i n g  the l a b o r  f o r c e ,  and to p r o m p t  p e o p l e  to w i t h d r a w  f r o m  
the l a b o r  f o r c e .  The l a b o r  f o r c e  d o e s n ' t  i n c l u d e  e v e r y b o d y  who i s  
ab le  to w o r k  and wi l l i ng  to w o r k .  The l a b o r  f o r c e  is  m e r e l y  the m e a s -  
u r e  of the p e o p l e  who e i t h e r  a r e  w o r k i n g  o r  a r e  a c t i v e l y  looking  f o r  j o b s .  
So that  wimn you  b e c o m e  d i s c o u r a g e d  and s t o p  l ook ing  f o r  a job ,  o r  
when  yo u  don~t e n t e r  the l a b o r  f o r c e ,  you  a r e  not  c o u n t e d  a s  in it. 

Now,  the s e c o n d  f a c t o r  in e c o n o m i c  g r o w t h  is  p r o d u c t i v i t y ,  o r  ou t -  
put p e r  m a n - h o u r  w o r k e d .  T h e r e  a r e  m e a s u r e s  of p r o d u c t i v i t y  not  only  
f o r  the p e r s o n  w o r k i n g  in the f a c t o r y  and on the f a r m  but  a l s o  in the 
o f f i c e .  T h e r e  is  a l s o  a m e a s u r e  of p r o d u c t i v i t y ,  a l t h o u g h  it  i s  h a r d  to 
m a k e ,  of p e o p l e  w o r k i n g  in the pub l i c  s e r v i c e .  

I s a y ,  f o r  p u r p o s e s  of  r o u g h  a p p r o x i m a t i o n ,  tha t  ou r  p r o d u c t i v i t y  
p o t e n t i a l  g r o w t h  r a t e  is  s o m e w h e r e  b e t w e e n  3 and 4 p e r c e n t  a y e a r ,  in 
o t h e r  w o r d s ,  that  u n d e r  c o n d i t i o n s  of r e a s o n a b l y  ful l  u t i l i z a t i o n ,  ou tpu t  
p e r  m a n - h o u r  wi l l  g row  s o m e w h e r e  b e t w e e n  3 and 4 p e r c e n t  a y e a r .  
B u t  p r o d u c t i v i t y  is  a l s o  a f f e c t e d  by the e c o n o m i c  e n v i r o n m e n t .  I t ' s  not  
an a u t o m a t i c  t e c h n o l o g i c a l  th ing,  and I ' l l  c o m e  to tha t  in a m i n u t e .  

So, if  y o u  add up the g r o w t h  in the l a b o r  f o r c e  p o t e n t i a l  and the 
g r o w t h  in the p r o d u c t i v i t y  p o t e n t i a l ,  you  h a v e  an e f f e c t i v e  n o r m a l ,  
c u r r e n t ,  c o n t e m p o r a n e o u s  g r o w t h  p o t e n t i a l  in the to t a l  n a t i o n a l  p r o d u c t  
s o m e w h e r e  b e t w e e n  4 and 5 . 7 5  p e r c e n t  a y e a r ,  w h i c h  you  wi l l  no te  is  
v e r y  m u c h  l o w e r  than the f o r c e d  g r o w t h  r a t e  of a b o u t  9 p e r c e n t  tha t  
we had in w a r t i m e  but  v e r y  m u c h  h i g h e r  than the g r o w t h  r a t e  tha t  we 
h a v e  b e e n  ge t t i ng  s i n c e  1953. 
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Now,  wha t  h a s  b e e n  the a c t u a l  g r o w t h  r a t e  s i n c e  the end of the 
X o r e a n  w a r ,  s i n c e  the t ime  when  we w e r e  r e l i e v e d ,  if  you  want  to put  
i t  tha t  way ,  of a l l  the p r e s s u r e s  wh ich ,  d u r i n g  a p e r i o d  of w a r ,  e v e n  
l i m i t e d  war ,  c o n s p i r e  to m a k e  us  t r y  h a r d e r  to g r o w ?  I u se  that  p h r a s e -  
olog-y a d v i s e d l y .  I : l l  have  s o m e t h i n g  to s a y  abou t  that  a l i t t l e  l a t e r .  

S i n c e  the end of the K o r e a n  w a r  in e a r l y  1953, o r  d u r i n g  the p a s t  
nine y e a r s ,  a l t hough  we have  b e e n  c o n f r o n t e d  by w o r l d  c i r c u m s t a n c e s  
w h e r e  we a r e  toId,  and told we l l ,  tha t  the r e a l  c h a i l e n g e s  c o n f r o n t i n g  
us and the r e a l  n e e d  f o r  high e c o n o m i c  g r o w t h  a r e  v e r y  u r g e n t ,  we~ve 
g r o w n  on ly  a b o u t  2 . 5  p e r c e n t  a y e a r  on the a v e r a g e  d u r i n g  t h e s e  nine 
y e a r s .  

One  poin t  wh ich  it  i s  v e r y  i m p o r t a n t  to r e c o g n i z e  is  tha t  th i s  2. 5- 
p e r c e n t  g r o w t h  has  not  b e e n  the p r o d u c t  of the a c t u a l  g r o w t h  in the 
l a b o r  f o r c e  and the a c t u a l  g r o w t h  of p r o d u c t i v i t y .  L e t ' s  t ake  a v e r y  
s i m p l e  e x a m p l e .  I'~ll j u s t  u se  r o u n d  n u m b e r s  to s i m p l i f y  the e q u a t i o n .  
S u p p o s e  the l a b o r  f o r c e  g r e w  by 1 p e r c e n t  a y e a r  and p r o d u c t i v i t y  g r e w  
by 1 .5  p e r c e n t  a y e a r .  Th i s  wou ld  a v e r a g e  the 2. 5 - p e r c e n t  a v e r a g e  
e c o n o m i c  g r o w t h  r a t e .  But ,  if th is  was  wha t  had  a c t u a l l y  b e e n  h a p p e n -  
ing  to the l a b o r  f o r c e  and p r o d u c t i v i t y ,  the a c t u a l  e c o n o m i c  g r o w t h  r a t e  
of 2. 5 p e r c e n t  a y e a r  wou ld  have  u t i l i z e d  the annua l  i n c r e a s e  in the 
l a b o r  f o r c e  and in p r o d u c t i v i t y  and,  t h e r e f o r e ,  a 2. 5 - p e r c e n t  g r o w t h  
r a t e  w o u l d  not  h a v e  y i e l d e d  a l o n g - t e r m ,  c h r o n i c  i n c r e a s e  of  s e r i o u s  
s i z e  in u n u s e d  p lan t  and m a n p o w e r .  Th i s  i s  r e a l l y  o b v i o u s ,  and the 
on ly  r e a s o n  I m e n t i o n  the o b v i o u s  i s  that  i t  i s  s o  f r e q u e n t l y  n e g l e c t e d .  

The  f a c t  tha t  the 2 . 5  a v e r a g e  a n n u a l  e c o n o m i c  g r o w t h  r a t e  h a s  
y i e l d e d  o v e r  the y e a r s  s i n c e  1953 a c h r o n i c a l l y  r i s i n g  l e v e l  of un-  
e m p l o y e d  m a n p o w e r  m e a n s ,  v e r y  s i m p l y ,  tha t  the g r o w t h  r a t e  in the 
l a b o r  f o r c e  and  in p r o d u c t i v i t y ,  e v e n  whi le  too low,  e v e n  whi l e  ad -  
v e r s e l y  a f f e c t e d  by  the bad  e c o n o m i c  c l i m a t e ,  ha s  n o n e t h e l e s s  b e e n  
m u c h  l a r g e r  than the g r o w t h  in g r o s s  n a t i o n a l  p r o d u c t .  

T h i s  i s  v e r y  i m p o r t a n t  to r e a l i z e  w h e n  we c o m e  to the m a t t e r  of  
p o l i c y  and when  we c o m e  to the m a t t e r  of  wha t  to do a b o u t  it .  In o t h e r  
w o r d s ,  m y  b a s i c  po in t  i s  tha t  we do not  have  a l a b o r  f o r c e  p r o b l e m ,  
f u n d a m e n t a l l y .  We do not  h a v e  a p r o d u c t i v i t y  p r o b l e m ,  f u n d a m e n t a l l y .  
We h a v e  f u n d a m e n t a l l y  a p r o b l e m  of e c o n o m i c  e q u i l i b r i u m  o r  of 
e c o n o m i c  p o l i c y ,  n a m e l y ,  to k e e p  o u r  p lan t  and m a n p o w e r  r e a s o n a b l y  

fu l ly  e m p l o y e d .  If  we do so ,  bo th  the l a b o r  f o r c e  and p r o d u c t i v i t y  

w i l l  g r o w  in a v e r y  r e w a r d i n g  way .  
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Now,  the m a t t e r  of p r o d u c t i v i t y  is so  i m p o r t a n t ,  and is  c u r r e n t l y  
l e a d i n g  to so  m a n y  d e f i c i e n c i e s  in p o l i c y  at  the h i g h e s t  l e v e l s ,  tha t  I 
wan t  to s a y  a l i t t l e  m o r e  a b o u t  p r o d u c t i v i t y .  I wan t  to g ive  you  j u s t  a 
few f i g u r e s .  F r o m  1910 to 1920, o u r  p r o d u c t i v i t y  g r e w  at  the r a t e  of 
a ha l f  p e r c e n t  a y e a r .  T h e s e  a r e  a v e r a g e s .  F r o m  1920 to 1930, i t  
g r e w  at  the r a t e  of 2 . 5  p e r c e n t  a y e a r .  F r o m  1930 to 1940, i t  g r e w  a t  
the r a t e  of a l i t t l e  m o r e  than 2 . 5  p e r c e n t  a y e a r .  F r o m  1940 to 1950, 
i t  g r e w  at  the r a t e  of 3 p e r c e n t  a y e a r .  F r o m  1950 to 1955, i t  g r e w  a t  
the r a t e  of 3 . 8  p e r c e n t  a y e a r ,  o r  a l m o s t  4 p e r c e n t .  

T h e n  we got  in to  a p e r i o d  of s e v e r e  e c o n o m i c  s l a c k ,  in o t h e r  w o r d s ,  
a 2 . 5  p e r c e n t  e c o n o m i c  g r o w t h  r a t e  in the o v e r a l l ,  wi th  r i s i n g  l e v e l s  of 
u n e m p l o y e d  p lan t  and m a n p o w e r ,  and the p r o d u c t i v i t y  g r o w t h  r a t e  f r o m  
1955 to 1960, when  the u t i l i z a t i o n  of  p l an t  and m a n p o w e r  w a s  v e r y  s l a c k ,  
f e l l  to a b o u t  2 p e r c e n t  a y e a r .  Bu t  f r o m  the f i r s t  to the f o u r t h  q u a r t e r  
of 1961, when  we w e r e  in a p e r i o d  of e c o n o m i c  u p t u r n ,  the a n n u a l  
g r o w t h  r a t e  of  p r o d u c t i v i t y  ha s  r i s e n  to a b o u t  4 p e r c e n t  a y e a r .  

The  r e a s o n  I s t r e s s  t h e s e  f i g u r e s  i s  th is :  When  the e c o n o m i s t  
s a y s  tha t  the v e r y  l o n g - t e r m  a v e r a g e  of the p r o d u c t i v i t y  g r o w t h  r a t e  
h a s  b e e n  a b o u t  2 . 5  p e r c e n t  a y e a r ,  w h i c h  t h e s e  f i g u r e s  tha t  I h a v e  g i v e n  
y o u  s i n c e  1910 l e a d  to,  i t  i s  j u s t  a s  i r r e l e v a n t  to o u r  c u r r e n t  and f o r e -  
s e e a b l e  s i t u a t i o n  as  if  we t r i e d  to m e a s u r e  the r e c e n t  o r  c u r r e n t  r a t e  of  
p o t e n t i a l  i n c r e a s e  in m i l i t a r y  w e a p o n r y  by  f i g u r i n g  out  the a v e r a g e  in -  
c r e a s e ,  if one c o u l d  do so ,  s i n c e  1912, o r  two y e a r s  b e f o r e  W o r l d  W a r I .  
In o t h e r  w o r d s ,  the l o n g - r a n g e  t r e n d  in p r o d u c t i v i t y - - a n d  th is  i s  both  the 
c h a l l e n g e  and  the p o t e n t i a l  of  the A m e r i c a n  e c o n o m y - - h a s  b e e n  to g r o w  
at  a r a p i d l y  a c c e l e r a t i n g  r a t e  d u r i n g  p e r i o d s  when  p r o d u c t i v i t y  ha s  had  
the c h a l l e n g e  of r e a s o n a b l y  fu l l  u t i l i z a t i o n  of p r o d u c t i v e  p o w e r  i n - b e i n g ,  
in o t h e r  w o r d s ,  w h e n  t h e r e  is  a hand  s e e k i n g  to d r a w  the s w o r d  f o r t h  
f r o m  the s c a b b a r d .  T h i s  i s  i m p o r t a n t  to the p r o b l e m  of e c o n o m i c  
g r o w t h  b e c a u s e  i t  a g a i n  e m p h a s i z e s  tha t  we s h o u l d n ' t  d i r e c t  o u r  a t t e n -  
t ion  p r i m a r i l y  t o w a r d  the p r o b l e m  of p r o d u c t i v i t y  i t s e l f  bu t  p r i m a r i l y  
t o w a r d  the p r o b l e m  of u t i l i z a t i o n  a s  a g a l v a n i z i n g  f o r c e .  

Now,  r e g a r d i n g  o u r  v e r y  low r a t e  of  e c o n o m i c  g r o w t h  w h i c h ,  d u r i n g  
the p e r i o d  s i n c e  1953, i t  h a s  l ed  to a c h r o n i c a l l y  r i s i n g  i d l e n e s s  of  p l an t  
and m a n p o w e r .  B y  th i s ,  I d o n ' t  m e a n  tha t  th i s  i d l e n e s s  r o s e  e v e r y  
y e a r .  If  y o u  wi l l  v i s u a l i z e  a r i s i n g  2. 5 p e r c e n t  l i ne ,  you  wi l l  no te  tha t  
the e c o n o m y  m o v e d  up and down in a s u c c e s s i o n  of b o o m s ,  s t a g n a t i o n s ,  
and  r e c e s s i o n s  a l o n g  tha t  2. 5 p e r c e n t  l ine ,  i n s t e a d  of m o v i n g  u p w a r d  
and  d o w n w a r d  a long  a 4. 5 p e r c e n t  o r  5 p e r c e n t  l i ne ,  w h i c h  w o u l d  have  
m a d e  r e a s o n a b l y  fu l l  u s e  of o u r  p r o d u c t i v e  p o w e r s  in b e i n g  and  t h e r e f o r e  
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w o u l d  a l s o  h a v e  p r o v i d e d  a s t i m u l u s  to the  m o r e  r a p i d  e x p a n s i o n  of 
t h e s e  p r o d u c t i v e  p o w e r s .  

As  the e c o n o m y  m o v e d  u p w a r d  and  d o w n w a r d  a long  th is  2 . 5  p e r -  
c e n t  l i ne ,  n a t u r a l l y  t h e r e  was  a l i t t l e  bi t  m o r e  e m p l o y m e n t  and  a l i t t l e  
b i t  m o r e  p r o d u c t i o n  w h e n  the e c o n o m y  h a p p e n e d  to be m o v i n g  u p w a r d  
t o w a r d  i t s  c r e s t  than  w h e n  i t  w a s  m o v i n g  d o w n w a r d  t o w a r d  i t s  t r o u g h .  
Th i s  i s  obv ious .  

All  I m e a n  when  I s a y  tha t  t h e r e  h a s  b e e n  a c h r o n i c  i n c r e a s e  in 
i d l e  p l an t  and  m a n p o w e r  is  tha t  i n  the l o n g e r  run ,  a t  the p e a k  of e a c h  
b o o m ,  i d l e n e s s  of p l an t  and  m a n p o w e r  was  m u c h  h i g h e r  than  at  the 
p e a k  of the  p r e v i o u s  boom.  At the  t r o u g h  of e a c h  r e c e s s i o n ,  i d l e n e s s  
of p l an t  and  m a n p o w e r  was  m u c h  h i g h e r  t han  i t  was  a t  the  t r o u g h  of 
e a c h  p r e v i o u s  r e c e s s i o n .  In 1962, a f t e r  abou t  a y e a r  of r e c o v e r y ,  w h e n  
we h a v e  m o v e d  a long  w a y  t o w a r d  wha t  m o s t  f o r e c a s t e r s  b e l i e v e  wi l l  be 
the p e a k  of th i s  p a r t i c u l a r  r e c o v e r y ,  i d l e n e s s  of p l an t  and  m a n p o w e r  is  
v e r y  m u c h  h i g h e r  than  i t  was  a f t e r  a y e a r  of any  p r e v i o u s  r e c o v e r y  
s i n c e  W o r l d  W a r  II. 

To  s t a t e  th i s  in  a n o t h e r  w a y ,  d e s p i t e  the g lowing  c l a i m s  tha t  th i s  
r e c o v e r y  i s  m o r e  p o w e r f u l  and  s t r o n g e r  and  m o r e  r e a s s u r i n g  than  
p r e v i o u s  r e c o v e r i e s ,  i t  i s  r e a l l y  the w e a k e s t  r e c o v e r y  s i n c e  W o r l d  
W a r  II. Of c o u r s e  p r o d u c t i o n  i s  h i g h e r .  Of c o u r s e  e m p l o y m e n t  is  
h i g h e r .  We h a v e  a b i g g e r  e c o n o m y  and  p a r  f o r  the c o u r s e  is  h i g h e r .  

Bu t ,  i f  we m e a s u r e  i t  i n  two a b s o l u t e l y  f u n d a m e n t a l  w a y s ,  if  we 
m e a s u r e  i t  f i r s t  by how m u c h  i d l e n e s s  h a s  b e e n  r e d u c e d  f r o m  the 
t r o u g h  of the  r e c e s s i o n  in e a r l y  1961 to the c u r r e n t  s i t u a t i o n  one y e a r  
l a t e r - - a n d  in  th is  I i n c l u d e  both p l an t  and  m a n p o w e r - - w e  f ind  tha t  the  
r e d u c t i o n  on a p e r c e n t a g e  b a s i s  h a s  b e e n  on ly  abou t  o n e - t h i r d  as  f a s t ,  
o r ,  to put  i t  a n o t h e r  w a y ,  t h r e e  t i m e s  a s  s low,  as  d u r i n g  a n y  p r e v i o u s  
r e c o v e r y  a f t e r  a n y  of the p r e v i o u s  t h r e e  r e c e s s i o n s  s i n c e  the end  of 
W o r l d  W a r  II. If  we m e a s u r e  i t  the s e c o n d  way ,  by how f a r  we now a r e  
f r o m  r e a s o n a b l y  fu l l  u t i l i z a t i o n  of o u r  r e s o u r c e s ,  we f ind  tha t  the  g a p - -  
the gap w h i c h  m a y  be e x p r e s s e d  in  g r o s s  n a t i o n a l  p r o d u c t ,  the gap 
w h i c h  m a y  be e x p r e s s e d  in u n u s e d  p lan t  c a p a c i t y ,  the gap  w h i c h  m a y  be 
e x p r e s s e d  in  u n e m p l o y e d  m a n p o w e r - - i s  v e r y  m u c h  l a r g e r  than  a f t e r  a 
y e a r  of any  p r e v i o u s  r e c o v e r y  s i n c e  W o r l d  W a r  II. 

T h i s  l e a d s  m e  to the c o n c l u s i o n  tha t ,  whi le  we h a p p e n  to be,  f o r t u i -  
t o u s l y ,  in  an  u p t u r n ,  j u s t  a s  we w e r e  in 1959, j u s t  as  we w e r e  in  1956, 
j u s t  as  we w e r e  in  1950, m y  o b s e r v a t i o n  is  tha t  we a r e  s t i l l  in the 
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c o u r s e  of  a l o n g - t e r m  r e t r e a t  f r o m  fu l l  e m p l o y m e n t  and fu l l  p r o d u c t i o n ,  
p a y i n g  the c o s t ,  t h e r e f o r e , ,  h a v e  done  a l m o s t  no th ing  to da te  a s  a n a t i o n  
to d e a l  wi th  the f u n d a m e n t a l s  u n d e r l y i n g  the s i t u a t i o n .  We f a c e  the 
p r o s p e c t ,  o v e r  the nex t  f i ve  y e a r s ,  of a v e r a g i n g  no h i g h e r  a r a t e  of  
e c o n o m i c  g r o w t h  than we h a v e  o v e r  the p a s t  n ine  y e a r s ,  in w h i c h  e v e n t  
u n e m p l o y m e n t ,  i n s t e a d  of b e i n g  in the n e i g h b o r h o o d  of 6 p e r c e n t  of  the 
l a b o r  f o r c e ,  w o u l d  be 8 o r  9 o r  10 p e r c e n t ,  and u n u s e d  p lan t ,  i n s t e a d  
of b e i n g  in the n e i g h b o r h o o d  of 10 p e r c e n t ,  a s  b e s t  one  can  m e a s u r e  i t ,  
m i g h t  w e l l  be  in the n e i g h b o r h o o d  of 15 p e r c e n t  o r  h i g h e r .  

J u s t  a s  we have  l o s t  m o r e  than $340  b i l l i o n  of p o t e n t i a l  p r o d u c t i o n  
(1960  d o l l a r s )  and j u s t  as  we h a v e  l o s t  22. 5 m i l l i o n  m a n - y e a r s  of e m -  
p l o y m e n t  o p p o r t u n i t y  o v e r  the p a s t  n ine  y e a r s  by th is  g r o w i n g  d i s u s e  of  
o u r  g r o w t h  p o t e n t i a l s ,  and by the low g r o w t h  r a t e ,  I th ink  we a r e  in  a 
p o s t u r e  to do s o  aga in .  

L e s t  I s h o u l d  s e e m  to be e x t r e m i s t  o r  v e n t u r e s o m e ,  I w o u l d  l ike  
to c a l l  a t t e n t i o n  to the f a c t ,  no t  by w a y  of  p e r s o n a l  p r i d e ,  bu t  I th ink  
th is  i s s u e  i s  so  i m p o r t a n t  that  we s h o u l d n ' t  l e t  f a l s e  m o d e s t y  s t a n d  in 
the w a y  of  b r i n g i n g  the f a c t s  h o m e  to the p u b l i c ,  tha t  in 1954 I p u b l i s h e d  
a v o l u m e  in wh ich  I p r o j e c t e d  that  the g r o w t h  r a t e  of the A m e r i c a n  
e c o n o m y  d u r i n g  the p e r i o d  f r o m  1953 to 1960 w o u l d  be  on ly  2 . 5  p e r c e n t ,  
and I got  i t  r i g h t  to the ten th  of a p e r c e n t .  G e t t i n g  i t  r i g h t  to the t en th  
of a p e r c e n t  w a s  an a c c i d e n t ,  bu t  i t  w a s n ' t  an  a c c i d e n t  tha t  I c a m e  c l o s e  
to g e t t i n g  i t  r i g h t  b e c a u s e  the f u n d a m e n t a l  p r o b l e m  w a s  a s  I s a w  i t .  I 
a l s o  c o m p u t e d  how m u c h  i d l e n e s s  of  p l an t  and m a n p o w e r  w o u l d  r i s e  in 
the long  run  due to the s l o w  g r o w t h  r a t e ,  and  tha t  a l s o  t u r n e d  out  to be 
n e a r l y  c o r r e c t ,  wh ich  s h o w s  tha t  the  g r o w t h  r a t e  of  4 . 2  p e r c e n t  wh ich  
I u s e d  a s  r e p r e s e n t i n g  o u r  p o t e n t i a l  w a s  not  too  high,  b e c a u s e  the  d i f -  
f e r e n c e  b e t w e e n  the 4 . 2  p e r c e n t  and  the 2 . 5  p e r c e n t  w a s  u s e d  to d e -  
v e l o p  m y  e s t i m a t e  of id le  p l an t  and  m a n p o w e r ,  wh ich  t u r n e d  ou t  to be 
a p p r o x i m a t e l y  c o r r e c t .  

Now,  c o m i n g  to the p r o b l e m  of wha t  the c a u s e  of  o u r  low g r o w t h  
r a t e  i s ,  the c a u s e  i s  i n t i m a t e d  in the b a s i c  c o m m e n t  tha t  I m a d e  
e a r l i e r  a b o u t  the l a c k  of  e c o n o m i c  e q u i l i b r i u m .  Th i s  l a ck  of  e c o n o m i c  
e q u i l i b r i u m  h a s  m a n i f e s t e d  i t s e l f  in p r a c t i c a l l y  the s a m e  w a y  tha t  i t  
m a n i f e s t e d  i t s e l f  in the 1 9 2 0 ' s  though  in a l o w e r  d e g r e e ,  in  p r a c t i c a l l y  
the s a m e  w a y  tha t  i t  h a s  m a n i f e s t e d  i t s e l f  t h r o u g h o u t  the 2 0th c e n t u r y  in the 
A m e r i c a n  e c o n o m y  in e v e r y  p e r i o d  e x c e p t  w a r t i m e  o r  r a p i d  m o b i l i z a t i o n -  - 
I a m  not  r e f e r r i n g  to the f a i r l y  c o n s t a n t  l e v e l  of  m o b i l i z a t i o n  r e l a t i v e  to the 
s i z e  of  the  e c o n o m y  tha t  we h a v e  had  s i n c e  1953. In p e r i o d s  of  w a r t i m e ,  and 
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r a p i d  d e m o b i l i z a t i o n ,  we h a v e  had  p r o b l e m s  of an a l t o g e t h e r  d i f f e r e n t  
k ind  f r o m  t h o s e  we h a v e  had  d u r i n g  the p a s t  nine y e a r s .  

Wha t  h a s  h a p p e n e d  in the A m e r i c a n  e c o n o m y  in the l a s t  n ine  y e a r s  
is  not  nove l .  It  i s  s i m i l a r  to wha t  h a p p e n e d  in the t w e n t i e s  and  in 
o t h e r  p e r i o d s ,  n a m e l y ,  to s t a t e  i t  in  a c a p s u l e ,  o u r  i n v e s t m e n t  in the 
m e a n s  of p r o d u c t i o n ,  d u r i n g  the b o o m  p e r i o d s  wi th in  the c y c l e ,  t e n d e d  
to a d v a n c e  m u c h  f a s t e r  than  the d e m a n d  f o r  u l t i m a t e  p r o d u c t s .  If we 
e x a m i n e  the b o o m  p e r i o d s  s i n c e  1953 w h i c h  c o n t a i n e d  the s e e d s  of t h e i r  
own downfa l l  and  t h e r e f o r e  r e s u l t e d  in the 2 . 5  p e r c e n t  g r o w t h  r a t e  in  
the long  r u n - - f o r  e x a m p l e ,  f r o m  1954 to 1955, a f t e r  the 1953-1954 r e -  
c e s s i o n ,  the  g r o s s  n a t i o n a l  p r o d u c t  g r e w  a t  the r a t e  of 8 p e r c e n t  a y e a r ,  
w h i c h  was  v e r y  h igh;  but  the n e x t  y e a r ,  f r o m  1955 to 1956, the g r o w t h  
was  2 p e r c e n t ,  w h i c h  I c a l l  a s t a g n a t i o n  r a t e ;  f r o m  1956 to 1957, the 
g r o w t h  w a s  l e s s  than  2 p e r c e n t ;  f r o m  1957 to 1958, we w e r e  in a n o t h e r  
r e c e s s i o n ,  when  we wen t  down 1.6  p e r c e n t ;  and then f r o m  1958 to 1959 
we h a d  a n o t h e r  v e r y  r a p i d  a d v a n c e  a t  a l m o s t  7 p e r c e n t ;  and then  we got 
in to  a s t a g n a t i o n  and  r e c e s s i o n  a g a i n - - a l l  of th i s  ha s  r e f l e c t e d  a r e -  
m a r k a b l y  c o n s i s t e n t  p a t t e r n .  

The  b a s i c  u n d e r s t a n d i n g  of how th i s  h a p p e n e d  c o n s i s t s  in a n a l y z i n g  
the f e v e r s  w h i c h  p r e c e d e d  the r e l a p s e s .  In o t h e r  w o r d s ,  if  we cou ld  
r e d u c e  o r  e x t i r p a t e  the f e v e r s ,  we would  no t  h a v e  the r e l a p s e s ,  and  if  
we c o u l d  s t a b i l i z e  the b o o m s ,  w e ' d  h a v e  a b e t t e r  r e c o r d .  S t a b i l i z i n g  
the b o o m s  d o e s  not  m e a n  s t a n d i n g  s t i l l .  I t  m e a n s  g r o w i n g .  What  the 
e c o n o m i s t s  c a l l  a s u s t a i n a b l e  r a t e  is  b a s e d  upon this  e q u i l i b r i u m  b e -  
t w e e n  i n v e s t m e n t  in  the m e a n s  of p r o d u c t i o n  and  u l t i m a t e  d e m a n d ,  to 
w h i c h  I h a v e  a l r e a d y  r e f e r r e d .  

Now l e t  us  ge t  to the a n a l y s i s  of the c h a r a c t e r  of the d i s e q u i l i b r i u m s  
w h i c h  a p p e a r e d  in  e a c h  of  t h e s e  b o o m s .  I h a v e  a l r e a d y  i n t i m a t e d  wha t  
t h e y  w e r e .  T h e y  w e r e  tha t  i n v e s t m e n t  in  p l an t  and  e q u i p m e n t  g r e w  
m u c h  f a s t e r  than  u l t i m a t e  d e m a n d .  J u s t  to c i t e  a few f i g u r e s ,  1954 to 
1956 was  a b o o m  p e r i o d  p r e c e d i n g  the  1957 r e c e s s i o n .  D u r i n g  this  
p e r i o d ,  i n v e s t m e n t  g r e w  abou t  f o u r  t i m e s  as  f a s t  as  the u l t i m a t e  d e -  
m a n d  f o r  p r o d u c t s .  D u r i n g  1958-1960 ,  w h i c h  w a s  a n o t h e r  b o o m  p e r i o d  
p r e c e d i n g  a r e l a p s e ,  i n v e s t m e n t  a g a i n  g r e w  a l m o s t  f o u r  t i m e s  as  f a s t  
a s  the d e m a n d  f o r  u l t i m a t e  p r o d u c t s .  And th i s  i n v e s t m e n t  is  g r o s s  
p r i v a t e  i n v e s t m e n t ,  w h i c h  i n c l u d e s  h o u s i n g  and  i n v e n t o r i e s  and  a l l  
k inds  of o t h e r  th ings .  If  we t ake  tha t  s e g m e n t  of i n v e s t m e n t  w h i c h  i s  
l i m i t e d  to p r o d u c e r s  I f a c i l i t i e s ,  in  o t h e r  w o r d s ,  the th ings  w h i c h  r e a l l y  
m a k e  o u r  p r o d u c t i v e  p o w e r - - p l a n t ,  e q u i p m e n t ,  and  n o n r e s i d e n t i a l  
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c o n s t r u c t i o n - - t h e y  g r e w  in t h e s e  p e r i o d s  not  abou t  f o u r  t i m e s  a s  f a s t  
but  abou t  e igh t  t i m e s  as  f a s t  as  u l t i m a t e  d e m a n d .  

As  the b u s i n e s s  m a n a g e r s  s a w - - a n d  I a m  not  c r i t i c i z i n g  t h e m - -  
tha t  t h e i r  e b u l l i e n t  i n v e s t m e n t s  got  m o r e  and  m o r e  out  of l ine  w i t h  the 
a b i l i t y  to d i s t r i b u t e  the p r o d u c t s  t h e y  c o u l d  m a k e ,  a s  t h e y  s a w  t h e i r  
e x c e s s  p l an t  c a p a c i t y  r i s i n g ,  as  t h e y  saw the  ou t look  f o r  the e x p a n s i o n  
of u l t i m a t e  d e m a n d  not  o f f e r i n g  any  p r o s p e c t  of u s i n g  w h a t  t h e y  c o u l d  
m a k e ,  m u c h  l e s s  wha t  t h e y  wou ld  m a k e  if t h e y  c o n t i n u e d  t h e i r  r a t e  of 
i n v e s t m e n t ,  t h e y  cu t  b a c k  v e r y ,  v e r y  s h a r p l y  on i n v e s t m e n t .  T h i s  c u t -  
b a c k  in  i n v e s t m e n t ,  of c o u r s e ,  c a u s e d  m o r e  id le  p l an t  and  m a n p o w e r ,  
and  s p a r k e d  e c o n o m i c  r e c e s s i o n ,  and  th is  in  t u r n  h a d  m u l t i p l e  e f f e c t s  
t h r o u g h o u t  the  e c o n o m y  in  tha t  i t  r e d u c e d  the l e v e l  of u l t i m a t e  d e m a n d .  

S o m e  e c o n o m i s t s  in  l ook ing  at  th is  s a y  tha t  i t  i s  p e r f e c t l y  o b v i o u s  
tha t  t h e s e  d o w n t u r n s  h a v e  b e e n  c a u s e d  by c u t b a c k s  in  i n v e s t m e n t ,  and  
tha t  t h e r e f o r e  we can  m a i n t a i n  the e c o n o m y  at  a h i g h e r  r a t e  of  e c o n o m i c  
g r o w t h  if  we give s t i m u l u s  to i n v e s t m e n t .  Th i s  to m y  m i n d  i s  v e r y  m u c h  
l ike  s a y i n g  tha t  if  a m a n  d r i n k s  and  e a t s  too m u c h  f o r  s ix  m o n t h s  a n d  
then  l ands  in  the h o s p i t a l  and  is  put  on a v e r y  s t r i c t  d i e t ,  and  then  y o u  
o b s e r v e  tha t  if  y o u  take  the a v e r a g e  f o r  the t i m e  he was  in  the  h o s p i t a l  
and  out  of the h o s p i t a l  he  m a y  h a v e  b e e n  e a t i n g  and  d r i n k i n g  too l i t t l e ,  
tha t  t h e r e f o r e  the s o l u t i o n  c o n s i s t s  in  e n c o u r a g i n g  h i m  to e a t  and  d r i n k  
m o r e  b e f o r e  he  ge t s  to the h o s p i t a l .  T h e r e  is  a l i t t l e  b i t  of  a f a l l a c y  in  
the l ine  of r e a s o n i n g ,  I th ink .  

At  the s a m e  t i m e ,  l e t  m e  po in t  out  t ha t  I a m  not  h o s t i l e  to b u s i n e s s  
i n v e s t m e n t .  F o r  the n i n e - y e a r  p e r i o d  as  a who le ,  b u s i n e s s  i n v e s t m e n t  
g r o w t h ,  a c c o r d i n g  to m y  a n a l y s i s ,  was  m u c h  too low. I t  s h o u l d  h a v e  
b e e n  m u c h  h i g h e r ,  but  i t  s h o u l d  h a v e  b e e n  h i g h e r  in an e c o n o m y  g r o w i n g  
a t  a b e t t e r  t han  4 - p e r c e n t  g r o w t h  r a t e ,  not  in  an  e c o n o m y  a v e r a g i n g  
2 . 5  p e r c e n t .  In o t h e r  w o r d s ,  i f  we had  m a i n t a i n e d  the e c o n o m i c  
e q u i l i b r i u m  so  tha t  we cou ld  h a v e  s u s t a i n e d  a b e t t e r  than  4 - p e r c e n t  
g r o w t h  r a t e ,  i n s t e a d  of m o v i n g  up to 8 and  then  d o w n w a r d  and  s i d e w a y s ,  
the a v e r a g e  i n v e s t m e n t  g r o w t h  r a t e  o v e r  the who le  p e r i o d  wou ld  h a v e  
b e e n  a b o u t  $10 b i l l i on  a y e a r  h i g h e r  t han  i t  a c t u a l l y  w a s ,  and  t h e r e f o r e  
we would  h a v e  h a d  m o r e  i n v e s t m e n t ,  we would  h a v e  h a d  m o r e  b u s i n e s s  
p r o f i t s ,  we would  h a v e  had  a h i g h e r  r a t e  of t e c h n o l o g i c a l  g r o w t h ,  w h i c h  
d e p e n d s  in  p a r t  on i n v e s t m e n t ,  a l t h o u g h  as  I s a i d  b e f o r e  i t  d e p e n d s  a l s o  
upon u t i l i z a t i o n .  In o t h e r  w o r d s ,  t h r o u g h  b a l a n c e  w i th in  the e c o n o m y ,  
we wou ld  have  h a d  a s m o o t h e r  e c o n o m i c  p e r f o r m a n c e  and  a b e t t e r  
a v e r a g e  in the long  r u n ,  and  we would  no t  h a v e  l o s t  the $ 3 4 0 - o d d  b i l l i on  
in p r o d u c t i o n  and  the 2 2 . 5  m i l l i o n  m a n - y e a r s  of e m p l o y m e n t  o p p o r t u n i t y  
d u r i n g  this  p e r i o d .  
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Th i s  of c o u r s e  t r a n s l a t e s  i n to  e v e r y  p h a s e  of h u m a n  e n d e a v o r .  I t  
t r a n s l a t e s  no t  on ly  in to  p r i v a t e  c o n s u m p t i o n ,  i t  t r a n s l a t e s  in to  w h a t  we 
c a n  a f f o r d  f o r  n a t i o n a l  d e f e n s e ,  w h a t  we c a n  a f f o r d  f o r  e d u c a t i o n ,  
wha t  we c a n  a f f o r d  f o r  r o a d s  and  h o u s e s ,  and  c e r t a i n l y  so  w h e n  we t r y  
to k e e p  pub l i c  b u d g e t a r y  o u t l a y s  r e a s o n a b l y  c l o s e  to the a m o u n t  of t a x a -  
t ion  wh ich  i s  b e i n g  r a i s e d  at  any  g iven  l e v e l  of n a t i o n a l  a c t i v i t y .  In 
o t h e r  w o r d s ,  i f  the e c o n o m y  h a d  g r o w n  a t  b e t t e r  than  4 p e r c e n t  a y e a r  
r a t h e r  than  a t  abou t  2 . 5  p e r c e n t ,  we wou ld  h a v e  h a d  abou t  $90 b i l l i on  
m o r e  of pub l i c  r e v e n u e s  a t  e x i s t i n g  tax  r a t e s  and  we cou ld  h a v e  d e p l o y e d  
tha t  in  any  way  tha t  we c h o s e  as  a s e n s i b l e  na t ion .  We cou ld  h a v e  u s e d  
p a r t  of i t  f o r  tax  r e d u c t i o n ,  w h i c h  wou ld  h a v e  b e e n  good.  We cou ld  
h a v e  u s e d  ha l f  of i t  o r  m o r e  f o r  i n c r e a s e d  publ ic  o u t l a y s  and  cou ld  h a v e  
s t i l l  k e p t  t h e s e  pub l i c  o u t l a y s  a t  a l o w e r  r a t i o  to o u r  t o t a l  n a t i o n a l  e c o n -  
o m y  than  t h e y  in  e f f e c t  w e r e ,  and  we cou ld  h a v e  a v o i d e d  the b u d g e t a r y  
d e f i c i t s  tha t  we r e p e a t e d l y  had ,  b e c a u s e  the b u d g e t  of g o v e r n m e n t  and  
the o u t l a y s  and  r e c e i p t s  of g o v e r n m e n t  a r e  r e a l l y  a f a c e t ,  an  i n t e r n a l ,  
i m b e d d e d  f a c e t ,  of the o p e r a t i o n  of the n a t i o n a l  e c o n o m y .  

Whi le  d u r i n g  t h e s e  b o o m  p e r i o d s  the l e v e l  of i n v e s t m e n t  t e n d e d  to 
ge t  too h igh ,  the l e v e l  of  p r i v a t e  a n d  publ ic  c o n s u m p t i o n  was  h e l d  too 
low. I a m  not  go ing  in to  a fu l l  d e s c r i p t i o n  of why th is  h a p p e n e d .  I t  
wou ld  t ake  too long.  But ,  b r o a d l y  s p e a k i n g ,  i t  h a p p e n e d  th is  way:  On 
the pub l i c  s i d e ,  i t ' s  v e r y  s i m p l e .  The  publ ic  d e m a n d  was  h e l d  too low 
b e c a u s e  the pub l i c  d e c i d e d ,  t h r o u g h  i t s  G o v e r n m e n t ,  to do too l i t t l e .  
A g r e a t  p a r t  of th i s  was  a t  the F e d e r a l  l e v e l ,  b e c a u s e  the  S t a t e s  and  
l o c a l i t i e s ,  a s  we a l l  know,  w e r e  i n c r e a s i n g  t h e i r  e x p e n d i t u r e s  and  t h e i r  
d e b t s  and  t h e i r  b o r r o w i n g s  a t  a r e a l l y  f a n t a s t i c  r a t e  r e l a t i v e  to t h e i r  
p o t e n t i a l  r e s o u r c e s .  I won t t  s a y  m o r e  abou t  tha t  a t  th i s  poin t .  I a m  
not  a r g u i n g  f o r  F e d e r a l  d e f i c i t s .  We s t u m b l e d  in to  a $ 1 2 - m i l l i o n  d e f i c i t  
in  one y e a r  b e c a u s e  we p l a n n e d  a s u r p l u s  too r a p i d l y .  We a r e  do ing  
tha t  a g a i n .  I ' l l  s a y  a b i t  m o r e  a b o u t  t ha t  l a t e r .  

The  r e a s o n  tha t  p r i v a t e  c o n s u m p t i o n  g r e w  too s l o w l y  w a s  twofo ld  
F i r s t ,  the pub l i c  p r o g r a m s  w h i c h  v i t a l l y  a f f e c t  p r i v a t e  c o n s u m p t i o n  
and  the l i v i n g  s t a n d a r d s  of  the  A m e r i c a n  peop le  w e r e  e x p a n d e d  m u c h  
too s l o w l y  in  t e r m s  of the new t e c h n o l o g y ,  no t  in  t e r m s  of a g o o d y - g o o d y  
w i s h  to h e l p  p e o p l e ,  a l t h o u g h  I do th ink  tha t  an e c o n o m y  as  p o w e r f u l  a s  
the  A m e r i c a n  e c o n o m y  s h o u l d  g ive  a l i t t l e  m o r e  h e l p  to the o n e - f i f t h  of 
o u r  f a m i l i e s  w h i c h  s t i l l  h a v e  i n c o m e s  of l e s s  t han  $4,  000 a y e a r ,  and  a 
l i t t l e  m o r e  h e l p  to the 17 m i l l i o n  peop le  who a r e  65 and  o l d e r ,  m i l l i o n s  
of  w h o m  h a v e  f r o m  a l l  s o u r c e s  i n c o m e s  of l e s s  than  $ 1 , 0 0 0  a y e a r .  I 
t h ink  t h e y  c o u l d  u s e  m o r e  he lp .  I t h ink  o u r  e c o n o m y  would  be b e t t e r  
off  i f  t h e y  w e r e  h i g h e r  l e v e l  c o n s u m e r s .  
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But  l e t ' s  put  tha t  a s i d e .  I a m  t a lk ing  m e r e l y  f r o m  the f u n c t i o n a l  
v i e w p o i n t  of the o p e r a t i o n  of the e c o n o m y .  E v e n  a s s u m i n g  tha t  we h a d  
l i f t ed  o u r  pub l i c  o u t l a y s  to wha t  m i g h t  h a v e  b e e n  a m o r e  g e n e r o u s  
r e c o g n i t i o n  of the n e e d s  of n a t i o n a l  d e f e n s e ,  of o u r  i n t e r n a t i o n a l  e c o -  
n o m i c  p r o b l e m s ,  of o u r  e d u c a t i o n ,  of o u r  r e s o u r c e  d e v e l o p m e n t - - a n d  
I a m  not  t a l k i n g  abou t  i n e f f i c i e n c y ,  b e c a u s e  you  c a n  s p e n d  $50 b i l l i o n  
i n e f f i c i e n t l y  as  e a s i l y  as  $60 b i l l ion ,  th i s  i s  an  e n t i r e l y  s e p a r a t e  
q u e s t i o n - - e v e n  if  we h a d  done  th is  on the pub l i c  s i d e ,  we wou ld  s t i l l ,  
b e c a u s e  of the r a g i n g  t e c h n o l o g y ,  h a v e  h a d  a t r e m e n d o u s  job of l i f t i ng  
o u r  p r i v a t e  c o n s u m p t i o n  in  o r d e r  to k e e p  the  w h e e l s  t u r n i n g  and  t h e r e -  
f o r e  p r o v i d i n g  in  a d e m o c r a c y  both the c a r r o t  and  the s t i c k ,  w h e r e b y  
you  ob t a in  pub l i c  p o p u l a r  d e m o c r a t i c  a s s e n t s  f o r  the th ings  y o u  w a n t  to 
do p u b l i c l y  as  a n a t i o n ,  i n c l u d i n g  n a t i o n a l  d e f e n s e  and  e v e r y t h i n g  e l s e .  
So the s e c o n d  r e a s o n  why  p r i v a t e  c o n s u m p t i o n  g r e w  too s l o w l y  w a s  
tha t ,  in  the p r i v a t e  e c o n o m y ,  c o n s u m e r  i n c o m e s  g r e w  too s l o w l y .  

In o t h e r  w o r d s ,  an  e c o n o m y  w h i c h  is  t e c h n o l o g i c a l l y  a s  s t r o n g  as  
o u r s ,  and  w h i c h  i s  s p a w n i n g  a h igh  r a t e  of p r i v a t e  u n e m p l o y m e n t  a n d  
low i n c o m e  a t  the s a m e  t i m e  tha t  i t  i s  i m p o s i n g  h e a v y  t a x e s ,  i s  no t  in  
a v e r y  good p o s t u r e  to ge t  the pub l i c  a s s e n t s  f r o m  the p e o p l e  n e e d e d  to 
m a i n t a i n  o u r  publ ic  o u t l a y s ,  i n c l u d i n g  o u r  n a t i o n a l  d e f e n s e ,  a t  the 
l e v e l s  w h i c h  m i g h t  be n e e d e d  on o t h e r  g r o u n d s .  You ~ a n ' t  s q u e e z e  
b lood  out  of  a t u r n i p .  

The  A m e r i c a n  peop le  would  be p e r f e c t l y  r e a d y  and  wi l l i ng ,  i f  o u r  
c u r r e n t  p l a n t s  w e r e  fu l ly  u s e d ,  if  t h e r e  w e r e  any  p r o s p e c t  of t h e i r  b e i n g  
f u l l y  u s e d ,  if  we  had  fu l l  e m p l o y m e n t ,  to b e a r  w h a t e v e r  l e v e l  of t a x a -  
t ion,  w h a t e v e r  l e v e l  of  s a c r i f i c e ,  m i g h t  be n e e d e d  to do the  th ings  we 
n e e d  to do as  a n a t i o n  and  w h i c h  a r e  m o r e  i m p o r t a n t  t han  p r i v a t e  
a u t o m o b i l e s  and  ta i l  f i n s  and  a l l  the o t h e r  t h ings  we t a lk  abou t .  Bu t  
t hey  a r e  no t  w i l l i ng ,  t h e y  do not  u n d e r s t a n d ,  t hey  do no t  c o m p r e h e n d  
why we c a n ' t  a f f o r d ,  out  of o u r  r e a l  w e a l t h  and  p r o d u c t i v e  p o w e r ,  to do 
t h e s e  o t h e r  th ings  w i thou t  t a k i n g  too l a r g e  a s h a r e  of t h e i r  i n c o m e  
t h r o u g h  t a x a t i o n  w h e n  we h a v e  so  m u c h  u n u s e d  p lan t  and  m a n p o w e r ,  b e -  
c a u s e  the A m e r i c a n  peop le  u n d e r s t a n d  b e t t e r  than  s o m e  e c o n o m i s t s  and  
b e t t e r  than  s o m e  peop le  in g o v e r n m e n t  tha t  the r e a l  s o u r c e  of  w e a l t h  in 
any  n a t i o n  is  i t s  p o w e r  to p r o d u c e .  

Now l e t  us  look at  the p r o g r a m s  of the G o v e r n m e n t ,  and  l e t  us s e e  
w h e r e  they  a r e  g e t t i n g  us t o w a r d  g e t t i n g  A m e r i c a  on the m o v e  a g a i n ,  
t o w a r d  g e t t i n g  a r e c o n s t r u c t i o n  in  o u r  b a s i c  t hough t  and  a c t i o n  in  the 
d i r e c t i o n  of wha t  we n e e d  to do. I a m  not  h e r e  on a p o l i t i c a l  b a s i s .  
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I a m  not  h e r e  a s  a D e m o c r a t  o r  a R e p u b l i c a n .  I n e v e r  h a v e  b e e n .  
S o m e  of y o u  m a y  h a v e  though t  I w a s  w h e n  I w a s  h e r e  s i x  o r  s e v e n  
t i m e s  d u r i n g  the E i s e n h o w e r  A d m i n i s t r a t i o n .  If  a n y b o d y  though t  that ,  
t h e y  a r e  go ing  q u i c k l y  to f ind  ou t  d i f f e r e n t l y .  

I th ink  i t  v e r y  i m p o r t a n t  tha t  t h e r e  be  a f ew e c o n o m i s t s  in the 
U n i t e d  S t a t e s ,  a few p e o p l e  in the U n i t e d  S t a t e s ,  who a r e  w i l l i n g  to r i s e  
to a r e s p o n s i b i l i t y  a b o v e  r a t i o n a l i z a t i o n  of w h a t e v e r  i s  b e i n g  done  b e -  
c a u s e  i t  i s  b e i n g  done  " b y  m y  s i d e . "  Th i s  i s  no t  a f o o t b a l l  g a m e .  T h i s  
i s  a g r e a t  c o n t e s t  in w h i c h  the 180 m i l l i o n  p e o p l e  of the U n i t e d  S t a t e s  
and the p e o p l e  of the w h o l e  f r e e  w o r l d  a r e  i n v o l v e d .  And s o m e b o d y  h a s  
to ge t  of f  and  not  th ink w h e t h e r  he  i s  on the B i g  G r e e n  T e a m  o r  the B i g  
B l u e  T e a m ,  but  i n s t e a d  l o o k  a t  bo th  t e a m s  to s e e  w h e t h e r  e i t h e r  of t h e m  
i s  do ing  a n y t h i n g  m o r e  than  j u s t  p l a y i n g  a f o o t b a l l  g a m e .  

W h a t  m u s t  we d o ?  I t  i s  not  e n o u g h  to s a y :  " N o w  tha t  we  a r e  in an 
e c o n o m i c  r e c o v e r y  we  a r e  up a g a i n . "  T h i s  i s  p r e t t y  m u c h  the s a m e  as  
a m a n  out  in the w a t e r  w h o s e  h e a d  i s  b o b b i n g  up and  down,  and  e v e r y  
t i m e  h i s  h e a d  c o m e s  up the p e o p l e  on the d o c k ,  i n s t e a d  of  t h r o w i n g  h i m  
a l i fe  p r e s e r v e r ,  s a y ,  " H e l s  up a g a i n . "  Th i s  l a t e s t  " u p  a g a i n "  is  no 
d i f f e r e n t  f r o m  the e a r l i e r  " u p  a g a i n s "  and  I a m  not  go ing  to l a b o r  tha t  
po in t ,  b e c a u s e  I h a v e  a l r e a d y  m a d e  it .  I t ' s  a f u n d a m e n t a l  m i s r e a d i n g  
of  wha t  o u r  p r o b l e m  i s .  Th i s  i s  a l o n g - t e r m ,  s e r i o u s ,  c h r o n i c  p r o b l e m  
w h i c h  r e q u i r e s  g r e a t e r  s u s t a i n e d  e f f o r t s  by  the A m e r i c a n  p e o p l e  f o r  i t s  
s o l u t i o n .  

The  s e c o n d  b a s i c  a p p r o a c h  i s  no t  to s a y ,  " W e  n e e d  to do v i g o r o u s  
th ings  l a t e r  o n . "  In f a c t ,  in J a n u a r y  1961 i t  w a s  s a i d  that  if  the s i t u a -  
t ion  d i d n ' t  i m p r o v e  a g r e a t  d e a l  by  M a r c h  v i g o r o u s  th ings  w e r e  go ing  
to be  done  in  M a r c h .  In M a r c h  the s i t u a t i o n  h a d n t t  i m p r o v e d ,  s o  
v i g o r o u s  th ings  w e r e  go ing  to be  done  in J u n e .  Now we a r e  in F e b r u a r y  
1962 wi th  no r e a l l y  f u n d a m e n t a l  i m p r o v e m e n t  of  the s i t u a t i o n ,  and  t h e r e  
a r e  r e q u e s t s  f o r  s t a n d b y  p o w e r s  f o r  wha t  we  a r e  go ing  to do w h e n  the 
nex t  r e c e s s i o n  c o m e s  a long .  T h e r e  a r e  now r e q u e s t s  f o r  s t a n d b y  
p o w e r s  to e x e c u t e  p u b l i c  w o r k s  and  e x e c u t e  r e d u c t i o n s  in  t a x e s  when  the 
nex t  r e c e s s i o n  c o m e s  a long .  

I1m no t  a g a i n s t  th is  a s  a s m a l l  f a c e t  of an o v e r a l l  p r o g r a m ,  bu t  i t  i s  
a c o m p l e t e  m i s s t a t e m e n t  of  e m p h a s i s .  I t l s  a m i s s t a t e m e n t  of  e m p h a s i s  
no t  on Iy  b e c a u s e  we a r e  no t  out  of  the w o o d s ,  bu t  a l s o  f o r  the m o r e  
f u n d a m e n t a l  r e a s o n  tha t  we s h o u l d  h a v e  l e a r n e d  f r o m  W o r l d  W a r  II and  
we s h o u l d  h a v e  l e a r n e d  f r o m  a l l  the g r e a t  e x p e r i e n c e  in the e c o n o m i e s  
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o f  the  w o r l d  d u r i n g  the  l a s t  20 y e a r s  t ha t  w e  n e e d  a l o n g - r a n g e ,  s u s -  
t a i n e d ,  f u l l  p r o s p e r i t y  p r o g r a m ,  b u d g e t i n g  a s  w e  go a l o n g  to  m a i n t a i n  
the  e q u i l i b r i u m ,  a n d  n o t  m e r e l y  u s£ng  c o u n t e r - c y c l i c a l  d e v i c e s  to  t u r n  
the  w a t e r  on the  h o u s e  o n c e  i t  s t a r t s  b u r n i n g .  

T h i s  i s  the  m o s t  f u n d a m e n t a l  l e s s o n  t h a t  w e  c a n  l e a r n  f r o m  w h a t  
h a p p e n e d  h e r e  d u r i n g  the  w a r  a n d  the  g r e a t  m i r a c l e s  w e  p e r f o r m e d ,  
a n d  a l s o  f r o m  the  f a c t  t h a t  o u r  e c o n o m y ,  w h i l e  no t  d o i n g  w e l l ,  i s  d o i n g  
s o  m u c h  b e t t e r  t han  i t  d id  20 o r  30 y e a r s  a g o .  W e  h a v e  m a d e  s o m e  
g a i n s ,  n o t  p r i m a r i l y  b e c a u s e  of  the  r e a c t i v e  d e v i c e s ,  n o t  b e c a u s e  of  
the  f i r e  e n g i n e s ,  a l t h o u g h  we  n e e d  t h e m ,  b u t  p r i m a r i l y  b e c a u s e  t h e r e  
h a s  b e e n  b u i l t  i n t o  the  s t r u c t u r e  of  the  e c o n o m y  f o r c e s  w h i c h  m a i n t a i n  
a b e t t e r  e q u i l i b r i u m  a n d  a b e t t e r  m o v e m e n t  f o r w a r d  t h a n  we  h a d  a 
g e n e r a t i o n  a g o .  

I t  i s  a t e r r i b l e  t h ing ,  w h e n  we  h a v e  to  f a c e  in  the  t o t a l i t a r i a n  
c o m p e t i t i o n  s u c h  an  e x t r e m e  e x a m p l e  of f o r w a r d  p l a n n i n g ,  t ha t  w e  a r e  
d o i n g  s o  l i t t l e  of  i t  u n d e r  the  m e t h o d s  of  f r e e d o m .  L e t  m e  s a y  t h a t  I 
h a v e  n e v e r  b e l i e v e d  i t  to  b e  p a t r i o t i c  to  t e l l  t he  A m e r i c a n  p e o p l e  t h a t  
the  S o v i e t s  c o u l d n ' t  do  t h i s  a n d  c o u l d n ' t  do  t ha t .  W e  h e a r d  t h e y  c o u l d n ' t  
h a v e  a t o m i c  e n e r g y ,  t h e y  c o u l d n ' t  h a v e  a s c i e n c e  b e c a u s e  t h e y  w e r e  n o t  
a f r e e  p e o p l e .  N o w  we h e a r  t h e y  a r e  in  a h u g e  a g r i c u l t u r a l  m e s s ,  a n d  
t h a t  t h e y  a r e  n o t  g o i n g  to do  t h i s  a n d  t h e y  a r e  n o t  g o i n g  to  do  t h a t .  

I ' m  no t  o v e r i m p r e s s e d  b y  w h a t  t h e y  c o u l d  do  o r  c a n  do .  I d o n ' t  
t h i n k  t h e y  h a v e  the  i n t r i n s i c  s t r e n g t h  tha t  a f r e e  s o c i e t y  h a s ,  b u t  I 
t h i n k  t h e y  a r e  g o i n g  to do  p l e n t y .  I t h i n k  t h a t  w h e n  y o u  m a t c h  t h a t  w i t h  
w h a t  the  p e o p l e  of  C h i n a ,  w h o  w i l l  s o o n  be  a b i l l i o n  p e o p l e ,  a r e  g o i n g  
to do  o v e r  the  n e x t  10 y e a r s ,  w e l v e  g o t  a p r o b l e m .  A n d  w e  a r e  n o t  
w i s e  w h e n  w e  s a y  t ha t  t he  p r o b l e m  d o e s n ' t  e x i s t .  

I t h i n k  t h a t ,  w h e n  we  s e e  t ha t  k i n d  of  p o s i t i v e  p l a n n i n g ,  a n d  w h e n  
we  s e e  the  c o u n t r i e s  of  the  C o m m o n  M a r k e t  m o v i n g  f o r w a r d  a n d  
r e g i s t e r i n g  a v e r y  m u c h  h i g h e r  g r o w t h  r a t e  t h a n  w e  a r e ,  c a t c h i n g  up  
on  m a n y  f r o n t s - - a n d  I a m  n o t  g o i n g ,  u n l e s s  y o u  a s k  m e  in  the  q u e s t i o n  
p e r i o d ,  i n t o  a l l  the  a r r a n t  n o n s e n s e  w e  h a v e  g o t t e n  i n t o  in  the  d i s c u s s i o n  
of  the  b a l a n c e  o f  p a y m e n t s  p r o b l e m - - i t  i s  to  m y  m i n d  a s e r i o u s  t h i n g  
t ha t  w e  in  the  A m e r i c a n  e c o n o m y  u n d e r  a f r e e  s y s t e m  a r e  n o t  d o i n g  the  
k i n d  of  e q u i l i b r i u m  p l a n n i n g  t o w a r d  a b a l a n c e d  a p p r a i s a l  o f  o u r  r e -  
s o u r c e s  a n d  how w e  n e e d  to  u s e  t h e m ,  a n d  m o v i n g  f o r w a r d  on  a p o s i t i v e  
p r o g r a m .  
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L e t  m e  s a y  tha t  the 6 - p e r c e n t  u n e m p l o y m e n t  f i g u r e  is  r e a l l y  a v a s t  
u n d e r e s t i m a t e .  I t  d o e s n ' t  t ake  a c c o u n t  of the f u l l - t i m e  e q u i v a l e n t  of 
p a r t - t i m e  e m p l o y m e n t .  I t  d o e s n ' t  t ake  a c c o u n t  of the f a n t a s t i c  f a c t  tha t  
d u r i n g  the p a s t  y e a r  o u r  l a b o r  f o r c e  h a s n ' t  g r o w n  at  a l l ,  when  we w e r e  
h e a r i n g  a y e a r  ago  tha t  one of the r e a s o n s  why we n e e d e d  so m u c h  m o r e  
e m p l o y m e n t  was  b e c a u s e  of the h igh  b i r t h  r a t e  a f t e r  W o r l d  W a r  II and  
tha t  the l a b o r  f o r c e  w a s  go ing  to g r o w  at  an e x c e p t i o n a l l y  f a s t  r a t e .  
What  does  the f a c t  tha t  i t  h a s n ' t  g r o w n  at  a l l  m e a n ?  It  m e a n s  e i t h e r  
tha t  t h e r e  i s  s o m e t h i n g  w r o n g  wi th  the s t a t i s t i c s ,  w h i c h  I don~t wan t  to 
i m p l y ,  o r  i t  m e a n s  tha t  the p r o b l e m  is  t e m p o r a r i l y  be ing  s w e p t  u n d e r  
the r u g  by the d i s u t i l i z a t i o n  of m i l l i o n s  of peop le  who t e c h n i c a l l y  a r e  no t  
in  the l a b o r  f o r c e  but  n o n e t h e l e s s  a r e  p o t e n t i a l  w o r k e r s .  You c a n ' t  
s w e e p  th is  p r o b l e m  u n d e r  the r u g  i n d e f i n i t e l y .  The  w a y  t e c h n o l o g y  is  
m o v i n g  now,  th is  id le  p l an t  and  m a n p o w e r  is  going  to r e b u r s t  f o r t h  wi th  
v o l c a n i c  p r o p o r t i o n s  wi th in  a few y e a r s  u n l e s s  we ge t  the g r o w t h  r a t e  up. 

Now,  in  a d d i t i o n  to the s t a n d b y s ,  the e s s e n t i a l ,  b a s i c  e l e m e n t  in  the 
c u r r e n t  p r o g r a m  to d e a l  wi th  the s i t u a t i o n  is  the 8 - p e r c e n t  t a x - c r e d i t  
p r o p o s a l .  T h i s  p r o p o s a l  is  a d v a n c e d  to p r o v i d e  s t i m u l i  to new i n v e s t -  
m e n t ,  on the t h e o r y  tha t  b u s i n e s s  i n v e s t m e n t  m e a n s  p r o d u c t i v i t y ,  tha t  
wi th  a h i g h e r  r a t e  of p r o d u c t i v i t y  g r o w t h  we c a n  h a v e  m o r e  e c o n o m i c  
g r o w t h ,  and  tha t ,  t h e r e f o r e ,  if  we p r o v i d e  an  8 - p e r c e n t  s t i m u l u s  to b u s i -  
n e s s  i n v e s t m e n t ,  we wi l l  ge t  a h i g h e r  r a t e  of e c o n o m i c  g r o w t h  and  a 
h i g h e r  r a t e  of p r o d u c t i v i t y  g r o w t h .  Th i s  is  why I p l a c e d  so m u c h  e m -  
p h a s i s  upon th is  e a r l i e r  in  m y  d i s c u s s i o n .  

T h i s  would  be t r u e  if  we w e r e  o p e r a t i n g  at  fu l l  u s e  of o u r  r e s o u r c e s  
and  t h e r e f o r e  had  to p r o v i d e  th is  k ind  of i n c e n t i v e  to get  a f a s t e r  r a t e  of 
t e c h n o l o g i c a l  g r o w t h ,  but  t h e n  we would  h a v e  to p r o v i d e  equa l  i n c e n t i v e s  
to a h i g h e r  r a t e  of d e m a n d  f o r  u l t i m a t e  p r o d u c t s .  W h e r e  t h e s e  a n a l y s t s  
f a l l  in to  t h e i r  g r e a t  f a l l a c y  is  in not  r e a l i z i n g  tha t  the r a t i o  of b u s i n e s s  
i n v e s t m e n t  in p r o d u c t i v e  f a c i l i t i e s  to u l t i m a t e  d e m a n d  h a s  no th ing  to do 
wi th  the r a t e  of g r o w t h  tha t  you  want .  In  o t h e r  w o r d s ,  th is  r a t i o ,  i f  i t  
is  going  to be s u s t a i n a b l e ,  is  d e t e r m i n e d  by how m a n y  d o l l a r s  of i n v e s t -  
m e n t  c r e a t e  how m a n y  d o l l a r s  of  p r o d u c t .  If a 1 0 - p e r c e n t  i n c r e a s e  in  
i n v e s t m e n t  u n d e r  the new t e c h n o l o g y  r e s u l t s  in  p r o d u c t i v e  c a p a c i t i e s  
tha t  i n c r e a s e  20 p e r c e n t ,  wh ich  I th ink is  l i k e l y ,  t hen  y o u h a v e  to h a v e  
a 2 0 - p e r c e n t  i n c r e a s e  in  u l t i m a t e  d e m a n d  to m a i n t a i n  e q u i l i b r i u m ,  
w h e t h e r  you  w a n t  a 4 - p e r c e n t  o v e r a l l  g r o w t h  r a t e ,  o r  6 p e r c e n t ,  o r  8 
p e r c e n t  o r  10 p e r c e n t .  
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When we r e c o g n i z e  th i s ,  the who le  a n a l y s i s  that  we a r e  j u s t  go ing  
to put m o r e  m o n e y  in to  s t i m u l a t i n g  p lan t  and e q u i p m e n t  and t h e r e f o r e  
get  m o r e  g r o w t h  b r e a k s  down.  What  i t  is  a c t u a l l y  go ing  to do i s  s p e n d  
i t s e l f  in fu t i l i t y  whi le  we have  a s  m u c h  u n u s e d  p lan t  and e q u i p m e n t  a s  
we now h a v e ,  b e c a u s e  the b u s i n e s s  m a n a g e r s  a r e  s e n s i b l e  e n o u g h  not  
to e x p e d i t e  t h e i r  pIant  f a c i l i t i e s  m u c h  m e r e l y  b e c a u s e  they  ge t  an 8 p e r -  
c e n t  b o n a n z a .  In the l o n g e r  run ,  c i r c a  1 9 6 3 - 1 9 6 4 ,  i t  wi l l  a c c e l e r a t e  the 
v e r y  kind of d i s e q u i l i b r i u m  wh ich  the s a m e  kind of tax b o n a n z a s  a c c e l -  
e r a t e d  in 1957, w h e n I  was  t r y i n g  so  h a r d  to s t o p  t h e m ,  and w h e n  the 
C h a i r m a n  of the F e d e r a l  R e s e r v e  B o a r d  and the S e c r e t a r y  of the 
T r e a s u r y  w e r e  go ing  up on the Hi l l  and s a y i n g ,  ' t W e l v e  got  to s t i m u l a t e  
i n v e s t m e n t , ' 1  and I s a id ,  " Y o u : r e  got  e x c e s s  c a p a c i t y  e v e r y w h e r e , ' 1  
and they  s a i d ,  " N o ,  we n e e d  m o r e  s a v i n g s  and m o r e  i n v e s t m e n t . ' 1  The  
C o m m i t t e e  c h a l l e n g e d  t h e m ,  and a f t e r  a w e e k  of i n q u i r y ,  a s  y o u  m a y  
r e c a l l ,  the only  th ing they  c o u l d  f ind out  we  w e r e  s h o r t  on w a s  one v e r y  
p a r t i c u l a r  k ind of l e a d  p ipe .  It  was  r e a l l y  l a u g h a b l e  if i t  hadnVt b e e n  
so serious. 

Why,  as  a na t ion ,  wi th  th is  e x p e r i e n c e  s o  c r y s t a l  c l e a r ,  w i th  the 
p o t e n t i a l s  to be g a i n e d  f r o m  e m p i r i c a l  o b s e r v a t i o n  s o  b l a t a n t l y  o b v i o u s  
b e f o r e  us ,  do we r e s t a r t  the c i r c l e ,  f igh t  the l a s t  w a r ,  m a k e  e x a c t l y  
the s a m e  kind of m i s t a k e s  we h a v e  b e e n  m a k i n g  a l l  a l o n g  and add  to the 
e c o n o m i c  d i s e q u i l i b r i u m  ? 

F i n a l l y ,  the F e d e r a l  b u d g e t  and the m o n e t a r y  p o l i c y  a r e  a n o t h e r  
e x a m p l e  of th i s .  I d e t e c t e d  in the c a m p a i g n  of 1960, and I a m  not  t a l k -  
ing  p o l i t i c s ,  a t r u e  u n d e r s t a n d i n g  tha t  we n e e d e d  a m o r e  l i b e r a l  m o n e -  
t a r y  p o l i c y  and a m o r e  l i b e r a l  b u d g e t a r y  p o l i c y ,  not  to u n b a l a n c e  the 
F e d e r a l  b u d g e t  but  to b a l a n c e  i t  by  b a l a n c i n g  the n a t i o n a l  e c o n o m y .  

Wha t  do we h a v e  today.'? We d o n ' t  h a v e  a p r o p o s e d  f i s c a l  1963 
b u d g e t  d e s i g n e d  to run  a s u r p l u s  of on ly  ha l f  a b i l l i o n  d o l l a r s .  W h e n  
you  look  a t  the r e a l  b u d g e t  and i ts  i m p a c t  upon  the e c o n o m y ,  we h a v e  
a b u d g e t  tha t  p r o p o s e s  to r un  a c a s h  s u r p l u s  of  a l m o s t  $3 b i l l i o n ,  and  
to run  a s u r p l u s  in the G o v e r n m e n t  a c c o u n t s  of $ 4 . 4  b i l l i on ,  a t  a t i m e  
when  the e c o n o m i c  a d v i s e r s  of the P r e s i d e n t  t h e m s e l v e s  a r e  s a y i n g  
that  we wan t  to u s e  the b u d g e t  as  a m o d e r n  too l  to s t a b i l i z e  the e c o n o m y ,  
and when t h e i r  own p r o j e c t i o n s  of w h e r e  we wi l l  be  a y e a r  f r o m  now 
c o n t a i n  a c c e p t a n c e  of  a v e r y  h igh  l e v e l  of  e c o n o m i c  s l a c k .  In o t h e r  
w o r d s ,  the s a m e  d o c u m e n t  w h i c h  i n d i c t s  the E i s e n h o w e r  a d m i n i s t r a t i o n  
f o r  t i g h t e n i n g  up p r e c i p i t a t e l y  on the b u d g e t  and  thus  c h o k i n g  off  and 
a b o r t i n g  the 1 9 5 9 - 1 9 6 0  e c o n o m i c  r e c o v e r y  c o n t a i n s  f a c s i m i l e  e v i d e n c e  
that  the new b u d g e t  i s  t r y i n g  to do e x a c t l y  the s a m e  thing.  



~J 

o~ 

~ v~ t 

~o 

/ 

t~ 

o~ 

o~ / 

o ~ ' 

o~ 

"~,s- 



18 

So I th ink  we n e e d  s o m e  l i m i t e d  p o r t i o n  of the k ind  of n a t i o n a l  
e c o n o m i c  p l a n n i n g  tha t  we h a d  d u r i n g  W o r l d  W a r  II. I th ink  i t  i s  a 
g r e a t  i n j u r y  to the A m e r i c a n  p e o p l e  to l e t  t h e m  b e l i e v e  tha t ,  b e c a u s e  
t h e y  s u f f e r e d  h a r d s h i p s  d u r i n g  W o r l d  W a r  II,  th is  w a s  due to w a r t i m e  
p l a n n i n g .  T h e y  s u f f e r e d  h a r d s h i p s  b e c a u s e  we w e r e  b u r n i n g  up h a l f  
of o u r  n a t i o n a l  p r o d u c t .  T h e y  s u f f e r e d  s h o r t a g e s  b e c a u s e  we w e r e  
f i g h t i n g  the w a r .  

If in  a m o d i f i e d  d e g r e ~  th is  k ind  of un i f i ed ,  r a t i o n a l ,  t h o u g h t - o u t  
e f f o r t  cou ld  be a p p l i e d  to the c u r r e n t  s i t u a t i o n ,  w h e n  on ly  10 p e r c e n t  
of o u r  n a t i o n a l  p r o d u c t  is  be ing  u s e d  f o r  n a t i o n a l  d e f e n s e ,  we cou ld  
r e g i s t e r  ga in s  in p r o d u c t i o n ,  ga ins  in  r e a l  n a t i o n a l  s t r e n g t h ,  ga in s  in  
n a t i o n a l  m o r a l e ,  ga in s  in the t r u e  un i ty  of p u r p o s e s  w h i c h  m e a n  so  m u c h  
to a d e m o c r a c y ,  and  g a i n s  in  o p p o r t u n i t y  f o r  l e a d e r s h i p ,  tha t  would  be 
a b s o l u t e l y  i n c o m p a r a b l e .  T h i s  is  the r e a l  c h a l l e n g e  to A m e r i c a  in  the 
s e c o n d  h a l f  of the t w e n t i e t h  c e n t u r y .  

We a r e  r e g i s t e r i n g  a t e c h n o l o g i c a l  b r e a k t h r o u g h ,  and  a n  a u t o m a t i o n  
b r e a k t h r o u g h .  We a r e  the f i r s t  c o u n t r y  i n h u m a n  h i s t o r y  tha t  c a n  
r e a l i z e  the p r o p h e t ' s  d r e a m  of d i s p o s i n g  of " t h e  e c o n o m i c  p r o b l e m "  
wi th in  th is  c e n t u r y ,  by m a k i n g  the p r o b l e m  of s c a r c i t y ,  wh ich  is  the 
b a s i s  of c u r r e n t  e c o n o m i c s ,  a n o n e x i s t e n t  p r o b l e m .  We c a n  h a v e  so  
m u c h  in a m a t e r i a l  s e n s e  tha t  we wi l l  be ab le  to t u r n  o u r  e n t i r e  e n e r g i e s  
to the p r o b l e m s  of w o r l d  p e a c e ,  to the p r o b l e m s  of h u m a n  r e l a t i o n s h i p s ,  
and  the p r o b l e m s  of s p i r i t u a l  v a l u e s .  

T h i s  i s  w h a t  A m e r i c a  m e a n s  to the w o r l d ,  and  th is  is  how A m e r i c a  
c a n  s e i z e  the ba ton  and  l e a v e  the t o t a l i t a r i a n s  so  f a r  b e h i n d  tha t  the 
a m b i v a l e n t  p e o p l e s  wi l l  m o v e  to o u r  way  of l i fe  and  o u r  way  of t h ink ing ,  
and  the t o t a l i t a r i a n s  wi l l  be h a r d  p r e s s e d .  Bu t  we c a n ' t  do th is  j u s t  by 
t a l k i n g  abou t  it .  We~ve got to do it  by do ing  i t .  

T h a n k  y o u  f o r  y o u r  a t t e n t i o n .  

C A P T A I N  H A R R O L D :  M r .  K e y s e r l i n g  is  r e a d y  f o r  y o u r  q u e s t i o n s ,  
g e n t l e m e n :  

QUESTION:  M r .  K e y s e r l i n g ,  a l a r g e r  s e g m e n t  of o u r  y o u n g e r  
p e o p l e  a r e  c o m i n g  to w o r k  in the n e x t  d e c a d e .  We m i g h t  be ab l e  to 
s w e e p  this  p r o b l e m  u n d e r  the r u g  t e m p o r a r i l y ,  but  I th ink  i t  would  be 
j u s t  t e m p o r a r i l y .  If we h a v e  a l a r g e  u n u s e d  i n d u s t r i a l  c a p a c i t y  and  
t h e s e  peop le  n e e d  e m p l o y m e n t ,  and  if it c a n  be s u p p o s e d  tha t  they  wi l l  
i n c r e a s e  the d e m a n d  f o r  c o n s u m e r  goods ,  d u r a b l e s ,  and so f o r t h ,  
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w h a t  e f f e c t  wi l l  they  h a v e  in  b r i n g i n g  the e c o n o m y  back  into  e q u i l i b r i u m ?  
Would  not  th i s  s u r g e  of w o r k i n g  popu l a t i on  have  a t e n d e n c y  to b r i n g  the 
s i t u a t i o n  b a c k  to a b e t t e r  e q u i l i b r i u m  ? 

MR. K E Y S E R L I N G :  No, b e c a u s e  if m e r e  g r o w t h  in popu la t i on  cou ld  
c o m e  c l o s e  to s o l v i n g  the p r o b l e m ,  we would  n e v e r  have  had  the g r e a t  
d e p r e s s i o n ,  and  we would  h a v e  go t t en  out  of i t  v e r y  e a s i l y .  It  i s n ' t  
m o r e  c o n s u m e r s  tha t  so lve  the p r o b l e m ;  i t ' s  m o r e  c o n s u m p t i o n ;  and 
m o r e  c o n s u m p t i o n  is  b a s e d  on the whole  c o m p l e x  of n a t i o n a l  i n c o m e  
s t r u c t u r e .  In o t h e r  w o r d s ,  i f  the f a c t  w e r e  tha t  a f a m i l y  of s ix  w e r e  by 
d e f i n i t i o n  a b i g g e r  c o n s u m e r  and a b i g g e r  d e m a n d e r  than  a f a m i l y  of four ,  
we w o u l d n ' t  h a v e  the e c o n o m i c  p r o b l e m  in the U n i t e d  S t a t e s  tha t  we h a v e .  
The  p r o b l e m  i s ,  if  a f a m i l y  of s ix  h a s  an i n c o m e  of $4, 000 a y e a r ,  i t  
r e a l l y  c a n ' t  c o n s u m e  any  m o r e  than a f a m i l y  of f o u r  wi th  $4, 000 a y e a r .  
Th i s  is  both  an e c o n o m i c  and  a s o c i a l  p r o b l e m .  

I wan t  to s a y  a n o t h e r  th ing  in  th is  c o n n e c t i o n .  We a r e  now h e a r i n g  
a g r e a t  d e a l  of t a lk  abou t  r e t r a i n i n g  p r o g r a m s .  In f a c t ,  th is  is  one of 
the c u r r e n t  p r o g r a m s .  I a m  al l  f o r  r e t r a i n i n g .  An e c o n o m y  a l w a y s  
n e e d s  r e t r a i n i n g  of w o r k e r s .  Bu t  th i s  i s n ' t  the c e n t r a l  p r o b l e m  at  a l l .  
It  r e m i n d s  m e  of how d u r i n g  the g r e a t  d e p r e s s i o n ,  when  I,  un l ike  m o s t  
of you ,  was  old  e n o u g h  to f e e l  i t  v e r y  k e e n l y ,  we w e r e  told ,  " A f t e r  a l l ,  
t h e r e  i s n ' t  a n y b o d y  who c a n ' t  ge t  a job if he r e a l l y  wan t s  to w o r k  and  if  
he is  r e a l l y  t r a i n e d  and  is  w i l l i ng  to take  a j o b . "  N i n e t y - f i v e  p e r c e n t  
of the peop le  who h a v e n ' t  got jobs  now a r e  not  u n e m p l o y e d  b e c a u s e  t h e y  
a r e n ' t  p r o p e r l y  t r a i n e d .  T h e y  a r e  u n e m p l o y e d  b e c a u s e  of a job s h o r t a g e .  

We l e a r n e d  d u r i n g  W o r l d  W a r  II tha t  peop le  h a v e  a m a z i n g  f a c i l i t y .  
T h e y  c o u l d n ' t  b e c o m e  M i s c h a  E l m a n s  and  c o u l d n ' t  b e c o m e  E i n s t e i n s ,  
but  t hey  cou ld  b e c o m e  s t e e l  w o r k e r s  q u i c k l y ,  and  e v e n  w h e n  they  w e r e  
d r a w n  in to  the A r m e d  F o r c e s  t hey  cou ld  r u n  a i r p l a n e s ,  wh ich  is  a 
p r e t t y  c o m p l i c a t e d  p r o p o s i t i o n .  I t  d o e s n l t  t ake  long to t r a i n  peop le  if  
t h e r e  is  s o m e t h i n g  to t r a i n  t h e m  f o r .  T h e s e  peop le  who  a r e  o v e r s t r e s s -  
ing  r e t r a i n i n g  p r o g r a m s  ought  to h a v e  a s i g n  on t h e i r  w a i l s :  " F i v e  
m i l l i o n  A m e r i c a n s  a r e  not  w i thou t  jobs  m a i n l y  b e c a u s e  they  a r e  un-  
t r a i n e d .  T h e y  a r e  b e c o m i n g  u n t r a i n e d  b e c a u s e  t h e y  a r e  w i thou t  jobs .  
And e v e n  the  r e l a t i v e l y  few who a r e  r e a l l y  u n t r a i n e d  n e e d  jobs  to be 
t r a i n e d  f o r . "  

A n o t h e r  point:  we  h a v e  a c e r t a i n  n u m b e r  of u n e m p l o y e d  p e o p l e ,  and  
m a k e  a n a l y s e s  of who they  a r e .  We f ind  tha t  u n e m p i o y m e n t  i s  h i g h e r  

a m o n g  the N e g r o e s ,  and  u n e m p l o y m e n t  is  h i g h e r  a m o n g  the y o u n g  p e o p l e ,  
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a n d  u n e m p l o y m e n t  is  h i g h e r  a m o n g  the old p e o p l e ,  and  u n e m p l o y m e n t  
is  h i g h e r  a m o n g  peop le  wi th  l e s s  e d u c a t i o n .  Th i s  is  t r u e .  Bu t  t hen  
we j u m p  to the c o n c l u s i o n  that  the r e a s o n  they  a r e  u n e m p l o y e d  is  b e -  
c a u s e  they  a r e  N e g r o e s ,  b e c a u s e  they  a r e  young ,  b e c a u s e  they  a r e  old,  
and  b e c a u s e  they  a r e  u n e d u c a t e d .  T h a U s  not  so ,  in  the m a i n .  The  
r e a s o n  they  a r e  u n e m p l o y e d  is  b e c a u s e  t h e r e  a r e  no t  e n o u g h  jobs ,  and  
n a t u r a l l y  the i n c i d e n c e  f a l l s  upon t h e s e  p a r t i c u l a r  peop l e .  If a l l  the 
N e g r o e s  c h a n g e d  the c o l o r  of t h e i r  sk in ,  w e ' d  s t i l l  h a v e  the s a m e  a m o u n t  
of u n e m p l o y m e n t .  Of c o u r s e ,  as  t h e r e  is  now s o m e  d i s c r i m i n a t i o n ,  
c h a n g i n g  the c o l o r  of t h e i r  s k i n s  would  c h a n g e  the d i s t r i b u t i o n  of u n e m -  
p l o y m e n t .  But  i t  would  not  c h a n g e  the a m o u n t  of u n e m p l o y m e n t .  O n l y  
m o r e  jobs  can  c h a n g e  tha t .  

The  s a m e  th ing  is  t r u e  wi th  r e s p e c t  to the  y o u n g  p e o p l e  c o m i n g  in to  
the l a b o r  f o r c e .  If a y o u n g  m a n  c o m e s  in to  the l a b o r  f o r c e  in D e t r o i t ,  
he c a n ' t  v e r y  e f f e c t i v e l y  c o m p e t e  f o r  s c a r c e  jobs  wi th  h i s  f a t h e r ,  who 
m a y  be on ly  42 y e a r s  old,  and  who h a s  s e n i o r i t y  and  s k i l l s .  As a m a t t e r  
of f a c t ,  w h e n  he s e e s  h i s  f a t h e r  h a v i n g  a h a r d  t i m e  h o l d i n g  on to h i s  job,  
and  tha t  h is  o l d e r  b r o t h e r  has  l o s t  h i s  job,  he s tops  l ook ing  f o r  a job, 
and  then  he is  not  c o u n t e d  in the l a b o r  f o r c e .  So you  h a v e  no i n c r e a s e  
in the l a b o r  f o r c e  o v e r  the y e a r ,  and you  th ink  y o u ' v e  s o l v e d  the p r o b l e m .  
You h a v e n ' t  h a d  an  i n c r e a s e  in c o u n t e d  u n e m p l o y m e n t ,  but  on ly  b e c a u s e  
the l a b o r  f o r c e  has  s t o p p e d  g r o w i n g .  Bu t  th is  is  c o n c e a l e d  o r  r e p r e s s e d  
u n e m p l o y m e n t ,  and  u l t i m a t e l y  m u r d e r  wi l l  out. 

W h a t  I wan t  to e m p h a s i z e  is  that  this  is  b a s i c a l l y  an e c o n o m i c  
p r o b l e m .  I t ' s  no t  b a s i c a l l y  an  e d u c a t i o n  p r o b l e m ,  a l t hough  e d u c a t i o n  is  
good.  I t ' s  not  b a s i c a l l y  a r e t r a i n i n g  p r o b l e m ,  a l t hough  r e t r a i n i n g  is  
good in i t s  p l a c e .  And i t ' s  not  b a s i c a l l y  a p r o b l e m  that  p o p u l a t i o n  g r o w t h  
wi l l  s o l v e ,  in the though t  tha t  m o r e  n o s e s  wi l l  in  i t s e l f  a c t i v a t e  the e c o n -  
o m y .  M o r e  n o s e s  m e r e l y  c o m p l i c a t e  the p r o b l e m  if  we a r e  not  h a n d l i n g  
the e c o n o m i c  p r o b l e m  p r o p e r l y .  In a na t i on  of 180 m i l l i o n  peop le  a 
m i s m a n a g e d  e c o n o m i c  p r o b l e m  is m o r e  s e r i o u s  than a m i s m a n a g e d  e c o -  
n o m i c  p r o b l e m  in a n a t i o n  of 60 m i l l i o n  peop le ,  b e c a u s e  i t ' s  b i g g e r  and  
t h e r e  a r e  m o r e  peop le  c r e a t i n g  the p r o b l e m .  Bu t  y o u  don~t s o l v e  the 
e c o n o m i c  p r o b l e m  s i m p l y  by p o p u l a t i o n  g r o w t h .  If you  did ,  Ind ia  would  
be in g r e a t  s h a p e .  

QUESTION:  On tha t  s a m e  l ine ,  M r .  K e y s e r l i n g ,  would  you  c a r e  to 
c o m m e n t  on th is  i d e a  tha t  if  we cu t  down the w o r k w e e k  in ha l f  we wou ld  
t h e r e b y  s o l v e  the u n e m p l o y m e n t  p r o b l e m ?  
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MR. K E Y S E R L I N G :  One of the g r e a t e s t  t r a g e d i e s  c o n f r o n t i n g  the 
A m e r i c a n  peop le  is  that ,  when  we h a v e  g r e a t  n e e d s  a t  h o m e ,  g r e a t  
n e e d s  a l l  a r o u n d  the w o r l d ,  and g r e a t  n e e d s ,  not  on ly  to d e m o n s t r a t e  
to o u r  own peop le  but  to d e m o n s t r a t e  to 3 b i l l i on  peop le  a l l  a r o u n d  the 
w o r l d  wha t  the A m e r i c a n  s o c i e t y  c a n  do, we h a v e n ' t  got the b r a i n s  and  
the d e t e r m i n a t i o n  to u se  o u r  p r o d u c t i v e  p o w e r s  fu l ly .  

I a m  in f a v o r  of a s m a l l ,  g r a d u a l ,  a n n u a l  d e c r e a s e  in the w o r k w e e k ,  
w h e n  a f r e e  peop le  v o l u n t a r i l y  d e c i d e  tha t  t h e y  wan t  to take t h e i r  in -  
c r e a s i n g  p r o d u c t i v e  p o w e r s  out  p a r t l y  in m o r e  goods  and p a r t l y  in  m o r e  
l e i s u r e .  L e i s u r e  is  good.  I t ' s  a l l  to the good tha t  the w o r k w e e k  is  40 
h o u r s  r a t h e r  than  60 h o u r s ,  as  it  o n c e  w a s ,  a l t hough  i t  m i g h t  be a d d e d  
p a r e n t h e t i c a l l y  tha t  b e c a u s e  i t  was  good to r e d u c e  f r o m  60 to 40 i t  m i g h t  
not  be good to r e d u c e  f r o m  40 to 20, e v e n  in the long  run ,  b e c a u s e  the 
6 0 - h o u r  w o r k w e e k  was  i n h u m a n  f o r  m e n  in the f a c t o r i e s .  

But  I a m  not  h a p p y  abou t  the i d e a  of r e d u c i n g  the h o u r s  of w o r k  f o r  
the p u r p o s e  of c r e a t i n g  m o r e  e m p l o y m e n t  by s h a r i n g  u n e m p l o y m e n t .  
I t ' s  an  e c o n o m i c a l l y  u n s a t i s f a c t o r y  m e t h o d ;  i t ' s  a s o c i a l l y  u n s a t i s f a c t o r y  
m e t h o d ;  and  it  d o e s n ' t  so lve  the p r o b l e m  s a t i s f a c t o r i l y .  At  the s a m e  
t i m e ,  in a l l  f a i r n e s s ,  I m u s t  s a y  tha t  if  I w e r e  an h o n o r a b l e  and  u p r i g h t  
l a b o r  l e a d e r ,  and  h e a d  of a union ,  tha t  h a d  h a d  a c o n s t a n t  l e v e l  of un-  
e m p l o y m e n t  of h u n d r e d s  of t h o u s a n d s ,  and  if  I knew tha t  I had  no way  of 
m o d i f y i n g  the n a t i o n a l  e c o n o m i c  e n v i r o n m e n t  and  saw those  who h a v e  a 
way  of m o d i f y i n g  i t  in  de fau l t ,  I would  th ink  I was  do ing  the u n a v o i d a b l e - -  
and  in  do ing  the u n a v o i d a b l e  do ing  the  r i g h t  th ing ,  b e c a u s e  y o u  a r e  not  
do ing  w r o n g  w h e n  y o u  a r e  do ing  w h a t ' s  u n a v o i d a b l e - - i n  t r y i n g  to ge t  f o r  
t h o s e  h u m a n  b e i n g s  u n d e r  m y  r e s p o n s i b i l i t y  s o m e  s h a r i n g  of the ev i l  
w h i c h  is  no t  t h e i r  f au l t .  T h e r e f o r e ,  I wi l l  no t  i n d i c t  a n y b o d y  who  h a s  
th i s  p a r t i c u l a r  r e s p o n s i b i l i t y  f o r  t r y i n g  to ge t  u n e m p l o y m e n t  s h a r e d  
i f  he  c a n ' t  ge t  i t  c u r e d .  

Bu t  I do not  l ike  th is  as  an  e c o n o m i c  p r o p o s i t i o n .  I do no t  th ink  i t  
i s  an  u l t i m a t e  s o l u t i o n .  And I th ink  we h a v e  the n a t i o n a l  p r o b l e m  of 
c r e a t i n g  jobs  i n s t e a d  of s h a r i n g  u n e m p l o y m e n t .  

QUESTION:  M r .  K e y s e r l i n g ,  w h a t  s p e c i f i c  F e d e r a l  p r o g r a m  and  
p o l i c y  wou ld  y o u  r e c o m m e n d  in  o r d e r  to b r i n g  abou t  th is  fu l l  u t i l i z a t i o n  
of o u r  r e s o u r c e s  and  to e s t a b l i s h  th is  p r o p e r  b a l a n c e  b e t w e e n  i n v e s t -  
m e n t  and  f i n a l  p r o d u c t  d e m a n d ?  
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MR.  K E Y S E R L I N G :  T h i s  wou ld  be  a d i f f i c u l t  q u e s t i o n  i f  e c o n o m i s t s  
d i d n ' t  know w h a t  to do,  bu t  t hey  do.  If  s u c h  a p r o g r a m  i n v o l v e d  any  
c h o i c e  b e t w e e n  wha t  we c a l l  e c o n o m i c  v i g o r  and  wha t  we c a l l  p e r s o n a l  
o r  e c o n o m i c  f r e e d o m ,  i t  w o u l d  be a v e r y  d i f f i c u l t  c h o i c e .  B u t  i t  d o e s n ' t  
i n v o l v e  tha t  c h o i c e .  W h a t  d id  we do d u r i n g  W o r l d  W a r  I I ?  E s s e n t i a l l y ,  
d u r i n g  W o r l d  W a r  II ,  we e s t a b l i s h e d  a s e t  of  n a t i o n a l  e c o n o m i c  g o a l s .  
In o t h e r  w o r d s ,  we  a p p r a i s e d  wha t  o u r  p r o d u c t i v e  p o w e r s  w e r e .  S e c o n d ,  
we  h a d  a s e t  of p r i o r i t i e s .  We s a i d ,  " H e r e  a r e  c e r t a i n  th ings  we n e e d  
to do a s  a n a t i o n  f i r s t . "  T h i r d ,  w i th  r e s p e c t  to the r e s t  o f  the e c o n o m y ,  
we  s a i d ,  " T h e r e  a r e  c e r t a i n  b a l a n c e s  that  we  n e e d  to m a i n t a i n .  W e ' v e  
got  to f i g u r e  out  a s  b e s t  we can ,  s u b j e c t  to e r r o r ,  w h a t  r a t i o s  of  o v e r a l l  
c o n s u m p t i o n  to o v e r a l l  i n v e s t m e n t  w i l l  m a i n t a i n  the e c o n o m y  in e q u i l i b -  
r i u m  and g r o w t h . "  Of c o u r s e ,  t h o s e  r a t i o s  w e r e  d i f f e r e n t  in w a r t i m e  
than  w h a t  t h e y  w o u l d  be  now.  

T h e n  we  s a i d ,  " W h a t  is  p o l i c y ? "  P o l i c y  i s  a w a y  of  h e l p i n g  to 
a l l o c a t e  y o u r  e c o n o m i c  r e s o u r c e s .  So,  when  y o u  e n a c t  a t ax  p o l i c y ,  
w h e n  y o u  e n a c t  a m o n e y  p o l i c y ,  when  y o u  e n a c t  a h o u s i n g  p o l i c y ,  and 
when  y o u  e n a c t  a s o c i a l  s e c u r i t y  p o l i c y ,  you  u s e  t h o s e  p o l i c i e s  to p r o -  
m o t e  the f u n d a m e n t a l  r e l a t i o n s h i p s  and  the f u n d a m e n t a l  g o a l s  w h i c h  y o u  
h a v e  q u a n t i f i e d  and d e t e r m i n e d  and wh ich  a r e  the e s s e n c e  of y o u r  e c o -  
n o m i c  w e a l t h ,  the p o l i c i e s  m e r e l y  b e i n g  a w a y  of  a c h i e v i n g  t h e m .  

Wha t  did  tha t  p r o c e d u r e  c o s t  us  d u r i n g  the w a r ?  W e l l ,  a lo t  of  
p e o p l e  th ink  i t  c o s t  us  w h a t  i t  d i d n ' t .  T h a t ' s  one  of  the g r e a t  d i f f i c u l t i e s .  
D u r i n g  the w a r ,  we had  p e o p l e  d r a f t e d  in to  the A r m e d  F o r c e s ,  and  we 
had  a lo t  of t h e m  l o s i n g  t h e i r  l i v e s ,  and  tha t  w a s  bad .  B u t  th i s  w a s n ' t  
b e c a u s e  of  the e c o n o m i c  p r o g r a m ;  th i s  w a s  b e c a u s e  we w e r e  a t  w a r .  
D u r i n g  the w a r ,  we had  b u r d e n s o m e  r e s t r i c t i o n s  on g a s o l i n e  and  on 
a u t o m o b i l e s  and o t h e r  th ings ;  bu t  th is  w a s n ' t  b e c a u s e  of  the e c o n o m i c  
p r o g r a m ,  i t  w a s  b e c a u s e  we w e r e  a t  w a r ,  and  b e c a u s e  a n a t i o n  c o n -  
s u m i n g  ha l f  of i t s  n a t i o n a l  p r o d u c t  f o r  e x p l o s i v e s  c o u l d n ' t  a f f o r d  a t  the 
s a m e  t i m e  to h a v e  u n l i m i t e d  c a r s  and  g a s o l i n e .  Ye t  the A m e r i c a n  p e o p l e  
h a v e  c o m e  to th ink tha t  the w a r t i m e  e c o n o m i c  p r o g r a m  w a s  the r e a s o n  
tha t  t hey  d i d n ' t  h a v e  c a r s  and  g a s o l i n e .  If  i t  w e r e  not  f o r  tha t  p r o g r a m ,  
t hey  wou ld  h a v e  had  s t i l l  f e w e r  c a r s  and s t i l l  l e s s  g a s o l i n e  on a h e l t e r -  
s k e l t e r ,  i n e q u i t a b l e  b a s i s .  

F u r t h e r m o r e ,  we  did not  l o s e  d u r i n g  the w a r  any  of o u r  b a s i c  f r e e -  
dom.  I ' m  not  t a l k i n g  a b o u t  d r a f t i n g  p e o p l e  in to  the A r m e d  F o r c e s .  
T h a t ' s  in a d i f f e r e n t  c o n t e x t .  B u s i n e s s  d i d n ' t  l o s e  i t s  b a s i c  f r e e d o m .  
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T h e r e  was  no c o m p u l s o r y  m a n p o w e r  ac t .  The  on ly  i n c e n t i v e  we u s e d  
to ge t  p e o p l e  to c h a n g e  t h e i r  jobs  was  h i g h e r  pay .  We f o r c e d  nobody  
to p r o d u c e  a n y t h i n g ,  wi th  i n c o n s e q u e n t i a l  e x c e p t i o n s .  We did not  i n t e r -  
f e r e  wi th  p r o f i t  as  an  i n c e n t i v e .  We m e r e l y  s u p e r i m p o s e d  on a v a s t ,  
c o m p l i c a t e d  e c o n o m y  the d e g r e e  of n a t i o n a l  p u r p o s e f u l n e s s  w h i c h  the 
t i m e s  c a l l e d  f o r .  

If we s t a r t e d  to do tha t  now,  I d o n ' t  m e a n  tha t  we would  h a v e  to do 
a l l  the th ings  we h a d  to do d u r i n g  w a r t i m e .  L e t ' s  ge t  th is  p e r f e c t l y  
c l e a r .  I d o n ' t  th ink  w e ' d  n e e d  d i r e c t  p r i c e  c o n t r o l s .  I d o n ' t  th ink  w e ' d  
n e e d  d i r e c t  wage  c o n t r o l s .  I d o n ' t  th ink  w e ' d  n e e d  a l l o c a t i o n  of m o s t  
m a t e r i a l s .  I donr t  th ink  w e ' d  n e e d  to budge t  e v e r y t h i n g  down to f i n g e r -  
n a i l s ,  the w a y  we did d u r i n g  w a r t i m e .  I don ' t  e v e n  th ink  w e ' d  have  to 
s e t  goa l s  f o r  s t e e l  p r o d u c t i o n  o r  f o r  c o p p e r  p r o d u c t i o n .  But  we do 
h a v e  to i n t r o d u c e  in to  an e c o n o m y ,  w h i c h  is  r e l a t i v e l y  l a i s s e z  f a i r e  
c o m p a r e d  to the p r o b l e m s  tha t  we now c o n f r o n t ,  the p r o b l e m s  of a $50 
o r  $60 b i l l i on  d e f e n s e  budge t ,  the p r o b l e m s  of the w o r l d w i d e  c o m p e t i t i o n ,  
the p r o b l e m s  of the h i g h e r  l e v e l  of e x p e c t a n c y  of p e o p l e - - w e  do h a v e  to 
i n t r o d u c e  m o r e  o r d e r  and  d i s c i p l i n e ,  and  no t  s a y  we a r e  not  go ing  to do 
th i s  b e c a u s e  we did i t  d u r i n g  w a r t i m e .  Th i s ,  to m y  m i n d ,  is  l ike  s a y -  
ing  tha t  if  we d i s c o v e r e d  a new m e t h o d  of s u r g e r y  d u r i n g  w a r t i m e ,  
we w o n ' t  u s e  i t  in  p e a c e t i m e ,  o r  a new m e t h o d  of a n e s t h e s i a ,  o r  a new 
e c o n o m i c  p o l i c y .  

Now,  w h a t  would  we h a v e  to do?  We w o u l d n ' t  h a v e  to h a v e  d i r e c t  
c o n t r o l s .  We w o u l d n ' t  have  to h a v e  a l l o c a t i o n s .  But  we would  h a v e  to 
s e t  c e r t a i n  b r o a d  n a t i o n a l  goa l s .  W e ' d  h a v e  to s a y ,  " H e r e  is  wha t  o u r  
e c o n o m y  c a n  p r o d u c e .  H e r e  is  wha t  o u r  g r o w t h  r a t e  c a n  b e . "  

So you  s e t  y o u r  goa l s  and  y o u  s e t  y o u r  g r o w t h  r a t e ,  you  c a l c u l a t e  
the s i z e  of y o u r  l a b o r  f o r c e ,  and  you  p r o j e c t ,  as  the  E m p l o y m e n t  A c t  
i n t e n d s ,  c e r t a i n  b r o a d  r e l a t i o n s h i p s  in  y o u r  i n v e s t m e n t  and  in y o u r  
c o n s u m p t i o n  p a t t e r n s .  T h e n  you  s a y ,  " W e  a r e  not  go ing  to t e l l  the s t e e l  
i n d u s t r y  wha t  to do. We a r e  not  go ing  to t e l l  any  w o r k e r  wha t  to do. 
We a r e  not  go ing  to r e g u l a t e  p r i c e s  o r  w a g e s . "  Bu t  we do have  c e r t a i n  
g r e a t  i n s t r u m e n t s  of n a t i o n a l  po l i cy ,  the u se  of wh ich  is  no t  in  d i s p u t e .  
N o b o d y  i s  a r g u i n g  now that  the F e d e r a l  G o v e r n m e n t  s h o u l d n ' t  tax. 
N o b o d y  i s  now a r g u i n g  tha t  the F e d e r a l  R e s e r v e  B o a r d  s h o u l d n ' t  r e g u -  
l a t e  the m o n e y  supp ly .  Nobody  is  a r g u i n g  tha t  the C o n g r e s s  s h o u l d n ' t  
l e g i s l a t e  on s o c i a l  s e c u r i t y  and on m a n y  o t h e r  th ings .  

If we u s e  t h e s e  goa l s  and  t h e s e  q u a n t i f i c a t i o n s  a s  a guide  to the 
wide  r a n g e  of t h e s e  e s t a b l i s h e d  n a t i o n a l  e c o n o m i c  p o l i c i e s ,  ~ h i c h  h a v e  
u n i v e r s a l  a c c e p t a n c e  as  to t h e i r  u s e  we can  beg in  to e v o l v e  t h e s e  p o l i c i e s  
in the l igh t ,  i n s t e a d  of f l y ing  bl ind.  I know what  I a m  t a lk ing  about .  I 
c a n  r e a d  the R e p o r t  of the C o u n c i l  of E c o n o m i c  A d v i s e r s - - I  am t e s t i f y i n g  
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on  tha t  th i s  a f t e r n o o n .  I c an  go and ta lk  to the peop le  in the T r e a s u r y .  
I can  go and ta lk  to the peop le  in Hous ing .  I c an  go and  ta lk  to the 
peop le  in the H e a l t h  and W e l f a r e  a g e n c y .  T h e y  a r e  e s t a b l i s h i n g  c e r t a i n  
p r o g r a m s  and c e r t a i n  o b j e c t i v e s ,  but too m u c h  in t e r m s  of i n e r t i a ,  too 
m u c h  in t e r m s  of t r a d i t i o n ,  but  not  enough  in  t e r m s  of any  r a t i o n a l i z e d  
p i c t u r e  of wha t  ou r  n a t i o n a l  n e e d s  a r e  o r  how t h e s e  th ings  f i t  t o g e t h e r ,  
o r  wha t  k ind  of tax p o l i c y  f i t s  in wi th  the k ind of r e s o u r c e  p a t t e r n  tha t  
we wan t  to get .  

Th i s  I s a y  we h a v e  to do, not  on ly  in w a r t i m e  but a l l  the t i m e ,  be -  
c a u s e  it  is  a s i m p l e  p r i n c i p l e  of s e n s i b l e  m a n a g e m e n t  and  i n t e l l i g e n c e .  
We c a n ' t  a f f o r d  to f ly  bl ind.  Th i s  wouldnVt i n t e r f e r e  in any  s e n s e  wi th  
o u r  s y s t e m  as  we u n d e r s t a n d  it.  It  w o u l d n ' t  i n t e r f e r e  wi th  the c a p a c i t y  
of l e a d e r s h i p  to e x p l a i n  i t  to the peop le .  I t  would  m a k e  it  e a s i e r  to 
e x p l a i n  i t  to the peop le  and i t  would  m a k e  i t  e a s i e r  to e x p l a i n  i t  to the 
C o n g r e s s .  We a r e  not  doing  this  we l l  enough .  I don~t know wha t  we a r e  
a f r a i d  of. 

QUESTION:  M r .  K e y s e r l i n g ,  you  m e n t i o n e d  d u r i n g  y o u r  d i s c u s s i o n  
that  the m e a s u r e s  we had  t a k e n  wi th  r e s p e c t  to b a l a n c e  of p a y m e n t s  you  
c o n s i d e r e d  a r r a n t  n o n s e n s e .  N e v e r t h e l e s s ,  i t  s e e m s  to m e  tha t  in 
a t t a i n i n g  a h i g h e r  c o n s u m p t i o n  l e v e l  the b a l a n c e  of p a y m e n t s  p r o b l e m  
is  a c o n s t r a i n t .  Would you  c a r e  to d i s c u s s  t h a t ?  

MR. KEYSERLING: Yes. During the Eisenhower period, the 
threat of inflation, which is a genuine problem, was so misused that 
the Government was able to depart from a full employment policy, a 
full production policy, and a socially just policy, all on the ground that 
that was the way to restrain inflation. In other words, it was said, 
full employment is "inflationary;" a higher rate of economic growth is 
"inflationary;" the defense or the education that we need is "inflation- 
ary. " Under a misuse of the legitimate fear of inflation, most of which, 
incidentally, had been engendered by war, the American people were 
led away from the things which they needed to do, and which, inci- 
dentally, would have been a much better way of containing the kind of 
inflation that we had after World War If, which was not an inflation re- 
sulting from growing too fast but was an inflation resulting from the 
inefficiencies of growing too slowly. In other words, it was an infla- 
tion which resulted from the efforts of specific groups to get enough 
profits despite the fact that so much plant and manpower were idle. It 
was an effort to compensate for the low rate of economic growth and the 
high level of unemployment by higher returns per unit. It was a 
perfectly straight low-growth inflation, and this the economists are just 
beginning to see. 
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N o w  w e ' v e  c o m e  to a new p e r i o d ,  and  b a s i c a l l y  the  s a m e  f o r c e s  
w h i c h  h a d  m i s u s e d  the  p r o b l e m  of i n f l a t i o n  a r e  now u s i n g  a m i s a n a l y s i s  
of the b a l a n c e  of p a y m e n t s  p r o b l e m  in  o r d e r  to s a y  t ha t  b e c a u s e  of the  
b a l a n c e  of p a y m e n t s  p r o b l e m  t h e r e  a r e  m a n y  r e s t r a i n t s  i m p o s e d  on 
w h a t  w e r e  e a r l i e r  s e t  as  o b j e c t i v e s  u n d e r  the  New F r o n t i e r .  So i t  i s  
s a i d  t ha t  we s h o u l d  j a c k  up the  i n t e r e s t  r a t e s  to s t o p  the  f low of  c a p i t a l  
f r o m  the  U n i t e d  S t a t e s .  I t  i s  s a i d  t ha t  we s h o u l d  r e s t r a i n  w a g e  i n -  
c r e a s e s  to e n c o u r a g e  f o r e i g n  p u r c h a s e s  of  o u r  p r o d u c t s .  

I d o n ' t  w a n t  to  go i n t o  the  w h o l e  w a g e  q u e s t i o n ,  bu t  we h a v e n ' t  
e x a c t l y  h a d  e x p l a i n e d  to u s  how,  i f  we h a d  $10 b i l l i o n  l e s s  of w a g e  p a y -  
m e n t s  i n  the  U n i t e d  S t a t e s ,  th i s  w o u l d  h e l p  s e l l  a n y t h i n g  o v e r s e a s  w i t h -  
ou t  a l s o  m e a n i n g  $10 b i l l i o n  l e s s  of p u r c h a s e s  by A m e r i c a n  w a g e -  
e a r n e r s  in  the  U n i t e d  S t a t e s .  T h i s  the  e c o n o m i s t  d o e s  no t  e x a c t l y  e x -  
p l a i n  to m e .  S o m e  day  m a y b e  he  wi l l .  T h e r e  a r e  l o t s  of o t h e r  p r o b l e m s  
b e s i d e s  tha t .  

W h y  do I s a y  tha t  the  e x t e r n a l  e v i d e n c e  i s  c l e a r  tha t ,  on the b a s i s  of 
c o n c e r n  a b o u t  the b a l a n c e  of p a y m e n t s , w e  h a v e  d e p a r t e d  f r o m  s o u n d  a p -  
p r o a c h e s  to  a h i g h e r  r a t e  of e c o n o m i c  g r o w t h ?  W h a t ' s  w r o n g  w i t h  the  
c u r r e n t  b a l a n c e  of  p a y m e n t s  a p p r o a c h ?  T h i s  t a k e s  a l i t t l e  w h i l e ,  b u t  
i t ' s  c o m p l i c a t e d ,  and  i t ' s  i m p o r t a n t .  

T h e  s o - c a l l e d  b a l a n c e  of p a y m e n t s  p r o b l e m  i n v o l v e s  two t h i n g s .  
I t  i n v o l v e s  the  b a l a n c e  of p a y m e n t s  p r o b l e m  and  the  go ld  p r o b l e m .  
T h e y  a r e  two e n t i r e l y  s e p a r a t e  p r o b l e m s ,  and  t h e y ' v e  g o t t e n  to be e n -  
t i r e l y  m i x e d  up.  

L e t ' s  t ake  the  b a l a n c e  of p a y m e n t s  p r o b l e m  f i r s t .  The  b a l a n c e  of  
p a y m e n t s  p r o b l e m  is  s a i d  to e x i s t  b e c a u s e ,  d u r i n g  the  p a s t  few y e a r s ,  
we h a v e  b e e n  r u n n i n g  an  u n f a v o r a b l e  b a l a n c e  of  p a y m e n t s .  We h a v e  
b e e n  r u n n i n g  t h i s  b e c a u s e ,  a l t h o u g h  l a s t  y e a r  we e x p o r t e d ,  l e t ' s  s a y ,  
$6 b i l l i o n  m o r e  of  g o o d s  and  s e r v i c e s  t han  we i m p o r t e d ,  t h i s  w a s  n o t  
e n o u g h  to c o v e r  o u r  p r i v a t e  i n v e s t m e n t  o v e r s e a s ,  o u r  g r a n t s  o v e r s e a s ,  
and  o u r  m i l i t a r y  e s t a b l i s h m e n t  o v e r s e a s .  I t  i s  b a s i c a l l y  r e c o g n i z e d  
tha t ,  w h i l e  we m a y  and  s h o u l d  ge t  s o m e  r e d i v e r s i o n  of o u r  p r i v a t e  i n -  
v e s t m e n t  o v e r s e a s  f r o m  the d e v e l o p e d  to the  u n d e r d e v e l o p e d  c o u n t r i e s ,  
we c a n ' t  c u t  o u r  p r i v a t e  i n v e s t m e n t  o v e r s e a s  m u c h .  A n d  we c a n ' t  c u t  
o u r  h e l p  to the  u n d e r d e v e l o p e d  c o u n t r i e s .  T h e r e f o r e ,  we a r e  g o i n g  to 
ge t  r i d  of  o u r  u n f a v o r a b l e  b a l a n c e  of p a y m e n t s  p r o b l e m ,  so  i t  i s  s a i d ,  
by i n c r e a s i n g  o u r  e x p o r t  s u r p l u s  on o u r  g o o d s  a n d  s e r v i c e s  a c c o u n t  
f r o m  $6 b i l l i o n  a y e a r  to $8,  $10,  $12 b i l l i o n  o r  w h a t  h a v e  you .  T h e n  
i t  i s  s a i d  t ha t ,  in  o r d e r  to do t h i s ,  we h a v e  to h o l d  w a g e s  d o w n  in  o r d e r  
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to  h o l d  c o s t s  down.  I t  i s  s a i d  tha t ,  in  o r d e r  to do  t h i s ,  we h a v e  to 
h a v e  a b u d g e t a r y  s u r p l u s  to e n c o u r a g e  s a v i n g s ,  w h i c h  w i l l  in  t u r n  e n -  
c o u r a g e  m o r e  i n v e s t m e n t  and  h i g h e r  p r o d u c t i v i t y .  A n d  s o  f o r t h  a n d  
s o  o n - - t h e  w h o l e  p a n o p l y  of w h a t  I c a l l  the  c o n s e r v a t i v e ,  f o r  l a c k  of  a 
b e t t e r  t e r m - - l e t ' s  s a y  the  w h o l e  pan.opty of  an  o u t m o d e d  b a s i c  e c o n o m i c  
p o l i c y  i s  s u b s u m e d  u n d e r  t h i s  b a l a n c e  of p a y m e n t s  a n a l y s i s .  

W h a t ' s  w r o n g  wi th  i t ?  The  f i r s t  t h i n g  t h a t ' s  w r o n g  wi th  i t  i s  t ha t ,  
on the  g o o d s  and  s e r v i c e s  a c c o u n t ,  t h e r e ' s  n o t h i n g  w r o n g  w i t h  w h a t  o u r  
p o s i t i o n  h a s  b e e n .  We had  a $6 b i l l i o n  s u r p l u s  l a s t  y e a r .  T h i s  i s  f a r  
a b o v e  the  s u r p l u s  tha t  we c a n  m a i n t a i n ,  b e c a u s e  i t  i s  a s u r p l u s  w h i c h  
i s  d e r i v a t i v e  of a p o s t w a r  p e r i o d  in w h i c h  a lo t  of o t h e r  p e o p l e  w e r e  
b o m b e d  ou t  a n d  a lo t  of  t h e m  w e r e n ' t  d e v e l o p e d  a t  a l l .  Y o u  c a n ' t  c o n -  
c e i v e  of  any  v i a b l e  f r e e  w o r l d  of the  f u t u r e  if  E n g l a n d  is  g o i n g  to d e -  
v e l o p ,  i f  J a p a n  i s  g o i n g  to d e v e l o p ,  if W e s t e r n  E u r o p e  i s  g o i n g  to 
d e v e l o p ,  and  i f  the  u n d e r d e v e l o p e d  c o u n t r i e s  a r e  g o i n g  to d e v e l o p ,  
w h e r e  we can  h a v e  a l a r g e r  e x p o r t  s u r p l u s .  We c a n  h a v e  a l a r g e r  
w o r l d  t r a d e  a s  p a r t  of the  f r e e  w o r l d  e c o n o m y ,  bu t  we c a n ' t  c a p t u r e  
any  l a r g e r  s h a r e  of the  m a r k e t s  in  the  f r e e  w o r l d ,  e x c e p t  a t  the  e x -  
p e n s e  of  c o u n t r i e s  l ike  J a p a n ,  and  J a p a n  w i l l  s o o n  h a v e  100 m i l l i o n  
p e o p l e .  How a r e  t h e y  g o i n g  to l ive  ? T h e y  a r e  m u c h  m o r e  d e p e n d e n t  
u p o n  an  e x p o r t  s u r p l u s  t han  we a r e .  W e ' l l  t h r o w  t h e m  d i r e c t l y  i n t o  
the  C o m m u n i s t  C h i n e s e  o r b i t  if  we do tha t .  T h i s  a p p l i e s  to a d e g r e e  
to E n g l a n d  in  a d i f f e r e n t  way ,  and  e v e n  to the  c o u n t r i e s  of W e s t e r n  
E u r o p e .  

The  p r o b l e m  h a s n ' t  b e e n  a n a l y z e d  and  t h o u g h t  t h r o u g h .  T h e r e ' s  
n o t h i n g  r e a l l y  w r o n g  wi th  o u r  c o m p e t i t i v e  p o s i t i o n  o v e r s e a s .  E v e n  i f  
t h e r e  w e r e ,  and  e v e n  i f  we w a n t e d  a h i g h e r  l e v e l  of i n v e s t m e n t  and  a 
h i g h e r  l e v e l  of  t e c h n o l o g y ,  w h i c h  I t h i n k  we do,  the  w h o l e  t h i n g  I 
p o i n t e d  ou t  e a r l i e r  in  m y  t a lk  w a s  t ha t  in  o r d e r  to g e t  th i s  we h a v e  to 
h a v e  a h i g h e r  g r o w t h  r a t e ,  and  t h e n  w e ' l l  h a v e  m o r e  i n v e s t m e n t  a n d  
w e ' l l  h a v e  a m o r e  r a p i d  a d v a n c e  in  t e c h n o l o g y ,  f o r  w h a t e v e r  tha t  
m i g h t  be w o r t h  w i th  r e s p e c t  to the b a l a n c e  of p a y m e n t s .  B u t ,  by  
e m p l o y i n g ,  f o r  s o l v i n g  the  b a l a n c e  of p a y m e n t s  of p r o b l e m ,  a f u n d a -  
m e n t a l l y  w r o n g  b a s i c  n a t i o n a l  e c o n o m i c  p o l i c y ,  we a r e  m a i n t a i n i n g  
the  low g r o w t h  r a t e ,  we a r e  m a i n t a i n i n g  the  i n e f f i c i e n c y  of  h i g h  un -  
e m p l o y m e n t ,  we a r e  m a i n t a i n i n g  a l e v e l  of  i n v e s t m e n t  w h i c h  i s  too  low 
in the  l o n g  r u n ,  f o r  the  r e a s o n s  I h a v e  g i v e n ,  a n d  t h e r e f o r e  we a r e  d e -  
f e a t i n g  o u r s e l v e s ,  j u s t  a s  the  E i s e n h o w e r  p o l i c y  w a s  s e l f - d e f e a t e d  in  
d e a l i n g  w i t h  the  p r o b l e m  of i n f l a t i o n .  
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So I think we've got to run, actually, an unfavorable balance of 
payments for a few more years until the free world gets into a more viable 
position. Then you get the question: How can we afford it? The 
answer is we can afford to run an unfavorable balance of payments for 
a few years in a $500 billion American economy in the same way that 
we could afford not to listen to the people who almost 30 years ago 
were saying that if Roosevelt lifted the Federal  Budget about $6 billion 
a year, or if the national debt was more than $30 billion, we'd go to 
hell in a hand basket. We know that's just not so. 

What  we have  to do is  to s e t  up an i n t e r n a t i o n a l  m e c h a n i s m  f o r  
c l e a r i n g  and  r e l a t i n g  l o n g - r a n g e  and  s h o r t - r a n g e  c l a i m s ,  b e c a u s e  we 
a r e  not  in an u n f a v o r a b l e  b a l a n c e  of p a y m e n t s  p o s i t i o n  on a l o n g - r a n g e  
b a s i s .  S e c ond ,  we have  to e x p e d i t e  the r a t e  of g r o w t h  of the U n i t e d  
S t a t e s ,  wh ich  would  r e d u c e  the w i t h d r a w a l  of  f o r e i g n  c a p i t a l  f r o m  the 
U n i t e d  S t a t e s  and  would  r e d u c e  the f low of U . S .  c a p i t a l  f r o m  the U n i t e d  
S t a t e s  to the d e v e l o p e d  c o u n t r i e s  o v e r s e a s  now o c c u r r i n g  b e c a u s e  of 
the m a r g i n a l  a d v a n t a g e  wh ich  the W e s t e r n  E u r o p e a n  c o u n t r i e s  h a v e  o v e r  
us w h e n  t h e y  a r e  g r o w i n g  twice  as  f a s t  as  we a r e .  T h a t  wi l l  be a f u n d a -  
m e n t a l  r e m e d y .  

Then ,  we h a v e  to d i s a s s o c i a t e  f r o m  e x c e s s i v e  d e p e n d e n c e  on gold,  
by r e m o v i n g  the 2 0 - p e r c e n t  gold r e s e r v e - - w h i c h  is  a b s o l u t e  n o n s e n s e ,  
and  no o t h e r  c o u n t r y  in the w o r l d  h a s  i t - - u l t i m a t e l y  g e t t i n g  a w a y  f r o m  
the a n a c h r o n i s m  of gold as  a b a s i s  f o r  the c u r r e n c y  at  a l l ,  b e c a u s e  i t  
h a s n f t  m u c h  r e a l  va lue  any  m o r e ,  not  e v e n  to f i l l  t e e th  with.  F u r t h e r ,  
the p r o d u c t i o n  of gold  t h r o u g h o u t  the w o r l d  is  g r o w i n g  only a t  1. 5 p e r -  
c e n t  a y e a r .  I f  we tie o u r  m o n e t a r y  s y s t e m  and  e c o n o m i c  s y s t e m  
which  n e e d  to g r o w  5 p e r c e n t  a y e a r  to a w o r l d  s u p p l y  of gold  tha t  can  
g row only  1 .5  p e r c e n t  a y e a r ,  we a r e  by d e f i n i t i o n  ty ing  the d o g ' s  ta i l  
to a t in can ,  and  then  ty ing  the t in  can  to an  a n c h o r .  The  whole  th ing  
doesnVt m a k e  a n y  s e n s e .  

T h i s  i s n ' t  p e c u l i a r  to m e .  One a s p e c t  of th i s  w a s  r e c o m m e n d e d  
by the h e a d  of the M o r g a n  G u a r a n t e e  T r u s t  C o m p a n y .  As a m a t t e r  of 
f a c t ,  a p r o p o s a l  on th is  was  a d v a n c e d  by the P r e s i d e n t  of the U n i t e d  
S t a t e s ,  but  i t  was  w i t h d r a w n  b e c a u s e  s o m e  people  o p p o s e d  it .  Wel l ,  
i t ' s  going to h a v e  to be p r o p o s e d  aga in .  

C A P T A I N  HARROLD:  Mr.  K e y s e r l i n g ,  I th ink  we h a v e  r u n  out  of 
t i m e .  On b e h a l f  of the C o m m a n d a n t ,  o u r  g u e s t s ,  and  the s t u d e n t  body,  
p l e a s e  a c c e p t  m y  thanks  f o r  a m o s t  s t i m u l a t i n g  m o r n i n g .  T h a n k  y o u ,  
s i r .  
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